For  Reference 

Do  Not  Take 

From  the  Library 


Every  person  who  maliciously 
cuts,  defaces,  breaks  or  injures 
any  book,  map,  chart,  picture, 
engraving,  statue,  com,  model, 
apparatus,  or  other  work  of  lit- 
erature, art,  mechanics  or  ob- 
ject of  curiosity,  deposited  in 
any  public  library,  gallery, 
museum  or  collection  is  suilty 
of  a  misdemeanor. 
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With  Siebel  ERM, 
Fleet's  employee  sales 
productivity  is  up  21%. 

— Dean  Athanasia,  Executi\-e  VP,  Fleet  National  Bank 


i   i^i^ii^^Jii^Miit^i.i^i'i^.ii^-i-^-M^'^ ' 


Dean  Athanasia 
knows  that  business 
success  depends 
on  teamwork 
and  commitment 
to  customer 
satisfaction.  That's 
why  Fleet  rehes 
on  Siebel's  Employee 
Relationship 
Management 
software.  It  ahgns 
Fleet  employees 
using  real-time 
inteUigence,  so 
customers  get  the 
personahzed 
solutions  they  want. 
Sales  productivity 
is  up  21%.  Cross-sell 
revenues  rose  14%. 
And  products  used 
per  customer  grew 
16%.  Dramatic  proof 
that  teams  using 
Siebel  ERM  dehver 
real  results. 


Proven  ERM. 
Proven  results. 


To  learn  how  Fleet  achieved  these  results, 
visit  www.siebel.com/casestudies 
or  call  1-800-307-2181. 
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Your  deadline  says  you  have  to  work  through  lunch. 

Your  wireless  notebook  says  you  don't  have  to  do  it  from  your  desk. 

Now  you  and  your  employees  can  have  the  flexibility  of  working  in  more 
places— giving  your  ideas  more  room  to  roam.  After  all,  HP's  new  notebooks, 
powered  by  Intel    Centrino    mobile  technology,  are  engineered  with  802.11b 
wireless  networking  capability.'  So  while  the  times  may  demand  you  and 
your  people  work  harder,  they  don't  get  to  tell  you  where.  Get  more  mobility. 
Get  more  productivity.  Get  HP  wireless  notebooks. 


HP  Compaq 
Business  Notebook  nx7000 

Colt  your  local  reseller  or  visit 
www.hp.com/go/notebook. 


;;e'ea  irarte'^ia'i'.s  of  Intel  Corporation  cr  :ts  siiosidianes  m  tne  United  State?  and  other  countries.  Microsoft  and  Wmooi-.s  are  recusterec  fadei^iarKs  of  Microsoft  Corporation  in 
-a  i.  otner  countries,  e  2003  Hewlett-Packard  Development  Company.  LP. 
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HP  recommends  Microsoft'  Windows^  XP  Professional  for  Business. 


I 


J- 


l(. 


n 


I    n   V        n  t 


-  HP  Compaq 

^       Business  Desktop  d330 

(monitor  not  included) 

I  yOUV&cal  reseller  or  visit 
/go/hpdesktop. 


/our  search  for  reliable  employees  never  ends. 
Your  search  for  reliable  technology  just  did. 

We've  shaken  them,  shocked  them  and  rocked  them.  We've  enabled  them  to  run  multiple 
*  applications— and  solve  multiple  problems— powered  by  the  Intel'  Pentium'  4  processor  v/ith 

;    HT  Technology^  And  we've  included  something  no  one  else  can:  HP's  acclaimed  technical 
service  and  support  as  well  as  the  assistance  of  your  HP-authorized  partner.  Because  good 
help  should  never  be  hard  to  find.  And  yet  even  with  all  the  challenges  they  live  up  to,  you'll 
still  find  that  HP  desktops  pass  the  affordability  test.  Get  more  reliability  Get  more  support. 
Get  HP  desktops  with  Intel   processors. 


'I  CAN'T 
REMEMBER' 

Short-term  memory 
lapses  confound 
more  Americans 
every  day.  But  help 
is  on  the  way 
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58    1  CANT  REMEMBER* 

With  all  77  million  baby  boomers 
reaching  50  or  older  in  10  years, 
the  memory  pill  business  is  on  the 
verge  of  becoming  a  vast  industry. 
Breakthroughs  in  drug 
development  promise  treatments  to 
ease  not  only  severe  memory  loss 
but  also  the  short-term  lapses  that 
worry  millions.  And  with  more  of 
us  living  longer,  the  trend  lines  for 
memory  loss — and  the  drugs  to 
treat  it — only  point  up 
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DUBAI 

EXPECT  THl  world 


feE  WHERE  DUBAI'S  HEADED.  TAKE  A  LOOK  AT  THE  HORIZON. 

30  years  Dubai's  business  landscape  has  changed  dramatically.  The  city's  GDP  has  risen  steadily  by  1U%  in  A  years 
e  number  of  visitors  to  the  city  has  increased  by  5A%  over  the  same  period.  Interestingly,  the  only  things  that  haven't 
|ted  are  tax,  unemployment  and  crime.  Statistics  which  would  explain  why  the  city's  population  has  also  grown  by 
To  know  more  visit  vw^w.dubaiexpect.com 
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Free  to  Subscribe 

Go  to  www.businessweek.i 
and  follow  the  instruction^ 
register.  Be  sure  to  have  tq 
account  number  that  app 
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)d  every  business  day  at  www.businessweek.com 
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v.w,v.t'usinessweek.com/bw50/ 
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Original  streaming  video  featuring  industry 
experts  and  BW  editors 
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David  Braveraian  says  SAP's 
Buffett-style  stock  screen 
turned  up  30  names  to  consider,  in- 
cluding RenaissanceRe  and  Oracle 

■  VALUATIONS: 

BW's  David  Henry  on  hov^ 
to  play  the  price-earnings 
game  in  tech  stocks 
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■  YOUR  PORTFOLIO: 

Check  on  the  health  of 
your  investments 

■  STOCK  SCREENER: 

Use  more  than  70 
criteria  to  pan  for  gold 
among  the  equities 

■  MBA  SEARCH:  Which  is 
the  right  business  school 
for  you  and  your  needs? 
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INTERACTIVE  FORUMS 


■  Join  in  ongoing  discussions  on 
investing,  business  schools,  and 
more — or  start  your  own 


FREE  NEWSLETTER 


KEEP  UP  with  the  latest 
on  our  Web  site  with 
BusinessWeek  Online's 
free  newsletters.  Sign  up 
at  w\\^w.businessweek.com/ 
newsl8tters.htm 
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online,  or  go  directly  to  itn(m.businessweekxom/nuigazine/content/03_35/online.ht'm 

Apple's  Strategic  Shift 

Rather  than  accept  being  a  niche  PC  maker,  Steve  Jobs 
is  transforming  his  baby  into  a  high-end  consumer-elec- 
tronics and  services  company.  This  Special  Report  ex- 
amines his  vision  for  the  future — ^from  iPods  to  Xserve 
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hope  there  are  blockbusters  in  the  pipeline 
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TECHNOLOGY  State-of-the-art  coverage  of  info  tech 
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business  on  giving  MBA  applicants  specialized  advice.  Here's  a  sampling 
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www.businessweek.com/globalbiz/ 

Commentary:  There  are  signs  of  a  rebound  in  Germany.  But  business 

failures  are  rising,  jobs  remain  scarce,  and  the  deficit  won't  shrink 

CAREERS  Advice  and  tools  for  upper-management  job  seekers 

w^vw^businessweek. com/careers/ 

Employment  Trends:  Programs  that  favor  highly  skilled  workers  fronr 

overseas  at  the  expense  of  Americans  are  coming  under  scrutiny 
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Yes,  there  is  a  more  intelligent  way 
TO  improve  sales  force  productivity. 


Business  Intelligence /rom  Business  Objects 


No,  another  incentive  program  probably  won't  make 
your  sales  force  more  productive.  But  better  information 
will.  And  while  plain  CRM  software  doesn't  provide 
J   that  information.  Business  Objects  does. 

You  see,  our  business  intelligence  software  mines 
sales  information  from  all  your  systems  -  sales  force 
automation,  marketing,  customer  support,  and  finance. 
Which  provides  both  management  and  the  sales  force 
complete  visibility  into  customers,  prospects,  sales 
activities  and  the  pipeline.  So  you  can  target  the  best 
prospects.  Tailor  your  offerings  to  those  prospects. 


Streamline  the  entire  sales  process.  And  close  bigger, 

more  profitable  deals  sooner. 

Business  intelligence  solutions  from  Business  Objects 

enable  you  to  track,  understand,  and  manage  your 

enterprise.  In  fact,  more  than  17,500  companies  rely  on 

our  solutions  to  unlock  the  power  of  information  to 

improve  enterprise  performance  every  day. 

Perhaps  you  should,  too.  For  our  free  business  paper 

"Optimizing   Sales    Force   Productivity,"   please    visit 

www.businessobjects.com/productivity.  And  see  why 

better  information  is  the  sweetest  carrot  of  all. 


Business  Objects* 
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FOODSTUFF 

CHEESY  ETHICS 
FROM  KRAFT? 

EVER  SINCE  A  SURGEON  GEN- 

eral's  report  said  61%  of 
American  adults  and  13%  of 
kids  are  overweight,  lawyers 
have  been  chewing  on  ways 
to  hold  food  companies  re- 
sponsible. Leading  the  charge 
is  John  Banzhaf  III,  a  George 
Washington  University  law 
professor  who  successfully 
challenged  Big  Tobacco. 
To  take  on  Kraft  Foods, 


Banzhaf  will  focus  on 
nutritional  labeling  of 
kids'  foods,  Business- 
Week has  learned. 
Banzhaf  claims  it's  de- 
ceptive for  Kraft  to  use 
adult  nutrition  guidelines 
on  children's  food  labels. 
"It's  a  deliberate  mis- 
representation," he  says. 
The  label  on  Kraft's 
popular  Limchables  pep- 
peroni  pizza,  for  exam- 
ple, says  the  meal  has  10 
gi-ams  of  satvirated  fat,  or  50% 
of  the  daily  max.  But  kids  un- 
der 10  need  fewer  calories,  so 
10  grams  is  56%  of  their  limit. 
Morton  Hortwitz,  a  Harvard 
University  law  professor,  says 
it's  a  "no-brainer"  that  such 
labels  are  inadequate. 

Kraft  spokeswoman  Kathy 
Knuth  says  providing  extra 
information  would  be  "im- 
practical and  certain  to  lead 
to  confusion."  The  U.  S.  Food 
&  Drug  Administration  does 
not  require  separate  labels 
for  children  older  than  four, 
but  says  it  plans  to  review 
its  guideUnes.   Pallavi  Gogol 


STREET  TALK 

WHEN  SELL 
MEANS  *BUr 


ALL  THE   SPARRING   BETWEEN 

regulators  and  Wall  Street 
over  analyst  research  may  be 
overdone.  Investors  can  profit 
from  analysts'  advice — as  long 
as  they  do  the  opposite. 

After  Wall  Street's  10  top 
firms  agreed  to  a  $1.4  bU 
lion    settlement    with 
regulators  in  April,  eq- 
uity research  groups 
have  simplified  their 
stock  ratings.  In  Sep- 
tember, Citigroup's 
Smith  Barney  ana- 
lysts will  use  just 
buy,  hold,  and  sell. 
Prudential,   Merrill 
Lynch,  Legg  Mason, 
and  A.G.  Edwards 
have  made  simi- 
lar changes.  Al 
ready,  sell  rec- 
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ommendations  account  for  11% 
of  ratings,  up  from  less  than 
1%  in  May,  2000. 

Simplicity  does  not  beget 
accuracy.  Eric  Shkolrdk,  pres- 
ident of  analyst  rating  service 
MarketPerform.com,  studied 
the  top  firms  during  the  year 
ending  Aug.  8,  2003.  He 
found  that  investors  who  buy 
stocks  hit  with  a  "sell"  did 
better  than  those  who  pur- 
chase stocks  awarded  a 
"buy."  At  Morgan 
Stanley  the  "buy" 
upgrades  yielded 
13.5%.  But  the 
"sell"  dowTigrades 
gained  32%.  No 
firm  did  better 
with  "buys"  than 
"sells."  Note  to 
analysts:  Call 
recommendations 
what  you  will — 
just  call  them 
right.  Mara  Der 
Hovanesian 


TALK  SHOW  U...an  ongoing  national  effort  by  Republi 
to  steal  elections  they  can't  win.?5 

— California  Governor  Gray  Davis,  characterizing  his  state 
upcoming  recall  election 


ARNOLD  WATCH 

HOW  MUCH 
FINANCIAL  MUSCLE? 

WHOEVER  EMERGES  AS  CALL 

fomia's  governor  after  the 
state's  recall  election  will 
face  a  languishing 
economy,  falling 
bond     ratings, 
and     a     huge 
budget    deficit. 
All  of  which  raises  a 
question  about  the  Re- 
pubhcan  front-runner, 
Arnold  Schwarzeneg- 
ger: Does  the  action    * 
star  know   anything 
about  finance? 

A    look    at    his    fi- 
nances, which  reporters 
were  allowed  to  view 
briefly,  show^s  there's  more 
than  brawn  there.  The  65 
pages  list  tons  of  in- 
vestments and  nearly 
as  many  financial  ad-  ARNOLD 
visers  to  handle  them. 


Overall,  Arnold  is  worth  more 
than  $100  million,  much  of  it 
in  Los  Angeles'  booming  real 


estate  market.  He  als( 
home  some  $3.9  milli 
2001  from  interest,  divi^ 
and  bond  proceeds, 
conservative  investor,' 
his  financial  adviser, 
Wachter. 

But   Amc 
not  very 
on.  He  brief 
and  then  sold 
ta  Monica  resta 
He  marketed  the 
anniversary  edition 
bodybuilding  docimie 
Pumping  Iron,  and 
50%  of  an  annual 
convention  in  Colui 
Ohio — a  $350  pass  in< 
a  photo  with  Amok 
also    helped    desig 
Ohio  shopping  m; 
w'hich  he  owns  20^ 
Still,  the  musculj 
perstar  makes  mo 
his  money  in  frc 
'""^   the  camera:  $51 
:  In  '76    lion  in  the  past 
years.  If  he  bee 
governor,  he'll  be  glad  hi 
other  income:  The  job 
$175,000.         Ronald  G 


THE  LIST  A  LONG  WAY  TO  GO 


A  year  after  Sarbanes-Oxley,  co 
rate  governance  is  still  a  conce 
Ratings  service  Governance 
Metrics  International  ranked  1,( 
companies  on  governance,  scori 
each  from  1  (worst)  to  10  (best 
Some  of  the  worst: 


COMPANY 

SCORE 

REASON 

KING 
PHARMACEUTICAL 

1 

SEC  investigation  into  sales 
practices 

VIVENDI 

1 

Accounting  problems 

LVMH-MOET 
HENNESSY  LOUIS 

vuinoN 

1 

Big  ownership  stake  by  Chairmj 
and  CEO  Bernard  Arnault 

AHOLD 

1 

Accounting  irregularities 

QWEST 

1.5 

SEC  probe  of  accounting 
problems 

GEMSTAR 

2.5 

Management  shakeup  after 
earnings  restatement;  SEC 
investigation 

FREDDIE  MAC 

3 

Accounting  irregularities, 
poor  disclosure 

CONTRIBUTED  BY  LOUIS  LAVEUi 
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ED         P    R     E     -     O    W     \'     E     D         LEXUS 


OUR  PURSUIT  OF  PERFECTION  CONTINUES 
LONG  AFTER  THE  ODOMETER  LEAVES  ZERO. 

C'{)iii|)r()mi,sc  has  iic\cr  been,  nor  ever  will  he,  nn  option  when  it  conies  to  our  \eliieles. 
So,  tollovving  tradition,  each  CJertified  Pre-Ovvned  Lexns  is  supported  by  a  faetory-haeked 
!^year/l()(),()()()-t()tal-veiiiele-inile  hniited  warranty*  that  begins  the  day  you  dri\e  it  off 
the  lot.  The  extensive  (>ertiiied  Pre-Owned  Customer  Care  Paekage  even  jjrox  ides  a 


loaner  ear'  on  service  visits.  Visit  your  local 


1ED 

'tied 


Lexus  dealer  today  and  test-dri\e  the  only  vehicles  worthy 

ONLY  AT  YOUR  LEXUS  DEALER 
ol  the  prestigious  Lexus  C^ertified  Pre-Owned  designation.  Iexus.com 


VSVc  voi/r  \  A  \ii\  tlvtilvt  jiir  wiirnnilY  (hliiils    \  Service  Inaner  cdht  avtiiltihle  on  qiuililicd  wiiminltihle  rejMiTx  <ml\: 
I .<  \ns  «  imii(/s  vol/  In  Hc./r  xeiilbclls.  secure  cliildreii  in  rear  seal,  nhiy  all  Iralfic  laws  and  drire  rcv/ioiiM/i/v  ■''  200,1  /x'vii.v. 


AFTERLIVES 

DAN  QUAYLE 

AT  THE  TRAILER  PARK 

FORMER  VICE-PRESIDENT  DAN 
Quayle  may  have  said  it  best 
a  decade  ago:  "If  we  do  not 
succeed,  then  we  run  the  risk 
of  failure."  But  failure  has 
been  good  to  Quayle.  It's 
what  vulture  investors  like 
New  York's  Cerberus  Capi- 
tal Management  feast  upon — 
and  how  Quayle,  as  chairman 
of  global  operations,  earns  a 
paycheck. 

The  ex- Veep  recently 
popped  back  into  the  public 
eye  as  a  potential  bidder  in 
the  sale  of  troubled  mobile- 
home  maker  Clayton  Homes. 
One  of  Clayton's  institutional 


nvestors    has    since    sued, 
claiming  the  $1.7  billion 
sale  was  rigged  to  fa- 
vor Warren  Buf- 
fett's  Berkshire 
Hathaway. 

Quayle  visit- 
ed Clayton 
management  just 
days  before  the 
July  31  share- 
holder vote  ap- 
proving the 
sale  to  Buffett. 
"We  asked  Dan  to  go  make 
sure  [Clayton]  knew  we  were 
serious,"  says  Cerberus  coo 
Mark  Neperont.  Cerberus, 
wdth  $9  bilhon  in  assets,  de- 
clined to  bid  within  the  tight 
deadline.  Neperont  says 
Quayle,  who  was  unavailable 
for  comment,  is  actively  in- 
volved in  all  deals. 

Thanks  to  the  recession, 
Quayle  has  had  plenty  of  deals 
to  look  at.  U.S.  companies 
have  put  $2  trillion  in  default- 
ed bonds  and  bankruptcy  as- 
sets up  for  grabs — a  record. 
And  Cerberus,  named  for  the 
mythical  three-headed  dog 
that  guards  Hades,  has  been 
on  a  buying  binge.  This  year 
it  has  spent  more  than  $1  bil- 
lion on  distressed  companies 
such  as  Formica,  Fila,  and 
ANC  Rentals. 

Mai-a  Der  Hovanesian 


TELECOM  TALES 

ALL  THIS  AND  FREE 
WIRELESS,  TOO 

THE   ISLAND  NATION  OF  NIUE 

may  be  just  a  speck  in  the 
middle  of  the  Pacific,  but  it's 
a  speck  with  a  new  claim  to 
fame.  Niue  is  the  first  coun- 
try to  offer  free  wireless  ac- 
cess nationwide. 

It  hasn't  been  easy  to  get 
wireless  up  and  running 
across  Niue's  100  square 
miles.  For  six  years,  a  band 
of  Netheads  have  battled  iso- 


lation, lightning  storms,  an 
erratic  power  system,  and  a 
telecom  monopoly  that  re- 
fused to  grant  a  license  for 
a  wireless  transmitter.  That 
inspired  island  resident 
Richard  St.  Clair  to  craft 
some  low-power  solar  trans- 
mitters— no  license  re- 
quired— to  carry  signals. 
Now,  St.  Clair  is  consulting 
with  geeks  in  the  Philippines, 
Central  America,  and  Africa, 
all  hoping  to  rig  similar  sys- 
tems. Looks  like  coconut 
wireless  has  met  its  match. 
Kimheiiy  Weisul 


GOING  OUT 
SINGING 


ITS     NOT     AN     ISSUE     MANY 

music  execs  ever  face:  How 
to  promote  the  final  album  of 
a  terminally  ill  artist.  But 
that  is  exactly  what  the  folks 
at  Artemis  Records 
have  had  to  figure 
out  as  they  prepare 
for  the  Aug.  26  re- 
lease    of    Warren 
Zevon's  last  album, 
The  Wind. 

The    56-year-old 
musician,  best 

known  for  songs 
such  as  Werewolves 
of  LondoJi  and  Ex- 
citable  Boy,  disclosed 
summer  that  he  had  a  rare 
form  of  lung  cancer  and  just 
three  months  to  live.  He  has 
outlived  that  prognosis,  al- 
though he  is  under  24-hour 


ZEVON:  Last  ivork 


last 


care.  "To  promote  this 
final  work  would  have 
in  bad  taste,"  says  Art^ 
founder  and  longtime  Zi 
friend  Danny  Goldberg] 
Artemis  has  kept  things 
key  with  little  advertising! 
stead,  the  budget  on  the 
bum   was  increased   byl 
extra  $75,000  for  producf 
Of      course, 
groimdswell  of 
dia     coverage 
Zevon's  illness 
helped  ere 

awareness    of 
last  album. 

Artemis  may 
have  wanted  to 
ploit  Zevon's  f 
but  the  artist 
~  —  no  qualms  hims 
In  keeping  with  his  bit 
sense  of  humor,  Zevon 
requested  that  the  first  sii 
released  to  radio  be  his  cc 
of  Bob  Dylan's  Knockin' 
Heaven's  Door.     Tom  Loi 


THE  BIG  PICTURE 


READING,  WRITING,  AND  RETAIL 

Back-to-school  shopping  is  under  way,  judging  from 
a  sudden  jump  in  traffic  at  sev£[ai«-€omnierce  sites! 


0  0.5  1.0 

►  MIUIONS  OF  VISITORS 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront(a  businessweek.com 
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ASSET  MANAGEMENT 


PRIVATE  WEALTH  MANAGE 


A  Passion  to  Perform. 


^4 


s  to  the  swift  stride,  the  quick  mind. 

eutsche  Bank  we  share  your  passion  to  out-think, 
;mart,  out-perform. 

I  makes  us  one  of  the  world's  leading  financial 
.-Jons.  And  it's  why  the  most  demanding  clients 
e  US,  and  around  the  world,  trust  us  to  deliver. 

;ss  disciplines,  across  regions.  With  far-reaching 
Ihts,  cutting-edge  thinking,  unique  solutions. 

!/ou  ready? 


Deutsche  Bank 
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SOME  BAFFLING  CALLS 
ON  TREASURY  BONDS 


U.S.  Treasury  officials  have  a  horri- 
ble track  record  when  it  comes  to  man- 
aging the  public  debt  in  the  interests  of 
taxpayers  ("What  bonds  are  saying," 
News:  Analysis  &  Commentary,  Aug. 
4).  Today's  failure  to  issue  80-year  and 
even  40-year  bonds  at  record-setting 
low  rates  is  just  the  flip  side  of  a  deci- 
sion made  in  the  early  1980s.  At  that 
time,  30-year  Treasuries  were  callable 
after  25  years — a  call  period  so  ex- 
tended that  it  had  virtually  no  impact 
on  the  pricing  of  the  bond.  Yet,  inex- 
plicably. Treasury  officials  decided  at 


that  time  of  record-high  interest  rates 
to  make  30-year  bonds  noncallable.  One 
of  the  first  issues  under  that  new  poU- 
cy  was  the  13.25%  due  in  2014.  Thus 
did  Treasury  lock  the  taxpayer  into 
one  of  the  highest  rates  ever  paid  on  a 
30-year  Treasury  bond. 

This  lays  to  rest  one  of  the  argu- 
ments of  the  "cons"  in  your  article,  since 
30-year  bonds  were  paying  a  lower  in- 
terest rate  than  10-year  notes  at  the 
time.  So,  using  this  logic,  we  wiU  begin 
to  issue  30-year  bonds  only  when  the 
yield  curve  is  again  downward  sloping, 
which,  as  any  bond  professional  can  tell 
you,  is  almost  always  a  time  of  higher- 


than-normal  interest  rates.  My  su  r 
tion  is  to  begin  reissuance  of  30  t 
Treasury  bonds  immediately  but  to[ 
the  foresight  to  make  them  callabj 
ter  20  years.  The  danger  of  not  doif 
will  result  in  many  short-term  i| 
maturing  at  the  same  time  as  d« 
and  interest  rates  are  climbing. 

Rod  Ev^ 
Melrose, 
Editor's  note:  The  vrriter  ran  the\ 
nessee  Consolidated  Retirement 
tern's  bond  portfolio  from  1975  to  \ 
and  loas  an  institutional  bond  brok 
the  1980s. 

BusinessWeek  has  gone  out 
way,  like  Federal  Res 
Chairman  Alan  GreenspaJ 
try  to  cheerlead  our  ecor 
out  of  recession.  The  bond 
ket  is  telling  us  what  it  to] 
in  1990,  1987,  and  1985.  It 
huge  federal  deficits  as  f^ 
the  eye  can  see.  If  the 
doves  want  to  continue  tc 
the  printing  presses  day] 
night,  the  bond  market  is 
to  respond  with  higher  intd 
rates.  It  won't  be  much  loj 
before  the  10-year  Treal 
note  is  quickly  heading  over  5.00%| 
the  last  two  standing  legs  of  the  ec 
my,  autos  and  housing,  coUapse. 

Geoffrey  Le 
Ventura, 

HATS  OFF 

TO  VERIZON'S  VISION 

I'm  glad  that  Verizon  Commu: 
tions  Inc.  Chief  Executive  Officer 
G.  Seidenberg  has  such  ambitious  p. 
I  look  forward  to  that  day  in  the  far 
future  when  I  have  a  fiber-optic 
nection  to  my  home  ("Verizon's  g 
bet,"  Cover  Story,  Aug.  4).  And  v. 
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Readers  Report 


Wi-Fi  in  my  neighborhood  would  be 

neat  in  the  year  2015,  I'd  settle  for  a 

digital  subscriber  line  in  the  year  2003. 

Michael  E.  McGown 

Dripping  Springs,  Tex. 

I  applaud  Verizon  for  its  vision.  When 
it  succeeds,  I  wUl  buy  its  service  and 
quit  the  serMce?  of  the  other  gutless 
telecoms  that  are  holding  back,  waiting 
to  see  if  \  eiizon  will  be  successful.  Ver- 
izon uncierstands  that  to  beat  the  com- 
petition, you  have  to  be  in  the  forefront 
of  technology. 

G.C.  Sozio 
Los  Angeles 

LIVING  OFF 

THE  FAT  OF  THE  LAND 

The  supersizing  of  the  American  diet 
with  fat-,  sugar-,  and  salt-laden  food  at- 
tests to  the  marketing  success  of  our 
food,  beverage,  and  restaurant  indus- 
tries in  eking  out  growth  in  a  slow- 
growth  sector  ("The  heat  in  Kraft's 
kitchen,"  The  Corporation,  Aug.  4).  All 
this  is  not  Mathout  cost,  as  the  epidemic 
of  obesity  sweeps  the  country. 

Our  younger  generations,  nurtured 
on  the  unhealthy  food  choices  allowed  in 
school  and  at  home,  are  becoming  the 
chronically  sick  workers  in  our  economy, 
pushing  health-care  costs  beyond  glob- 
ally competitive  levels,  contributing  no 
doubt  to  the  jobless  recovery.  As  pubUc 
and  private  health  costs  continue  their 
double-digit  growth,  well  in  excess  of 
economic  grovi^h,  pressure  is  mounting 
to  redefine  our  dietary  practices. 
Thoughtful  investors  are  already  dis- 
counting the  ultimate  consequences  for 
companies  hke  Kraft. 

Lee  Allen 
Boston 

THE  DANGERS  OF 
DECRIMINALIZING  DRUGS 

Gary  S.  Becker  recommends  deciim- 
inalizing  drugs  in  "How  to  level  the 
placing  field  for  young  black  men"  (Eco- 
nomic View^int,  Aug.  4).  If  drugs  were 
decriminalized,  then  more  professional 
di-ug-distribution  systems  would  be  cre- 
ated. This  might  eliminate  the  chance 
for  young  black  males  to  receive  'Tjetter 
pay,"  since  willingness  to  break  the  law 
would  no  longer  be  the  main  competi- 
tive edge  as  a  job  candidate.  Second, 
how  do  cheaper  drugs  that  are  easier  to 
obtain  help  the  young  black  male  in- 
crease his  chances  of  becoming  a  re- 
sponsible father? 

Brian  N.  Balestri 
Bloomington,  Minn. 


Drug  deahng  is  not  simply  a  busi- 
ness transaction:  It  exploits  people. 
Drug  addiction  destroys  the  lives  of  in- 
dividuals and  their  families,  compromis- 
es the  public's  safety,  and  reduces  busi- 
ness productivity.  Drug  addiction  can 
take  away  a  person's  purpose  and  good 
judgment.  If  the  "dad  at  home"  is  a 
drug  dealer  or  a  drug  user,  I  fear  for 
the  black  son's  future. 

Isabel  Butk 
New  City,  N.Y. 

I  was  blessed  with  four  black  chil- 
dren (including  one  male)  and  had  the 
awesome  challenge  of  supporting  them 
during  an  extensive  portion  of  their  up- 
bringing— alone.  I  can  assure  you  that  a 
drug  addict/dealer  would  not  have  been 
a  preferred  enhancement,  nor  a  substi- 
tute for  the  inconvenience  of  my  work- 
ing as  many  as  four  jobs,  seven  days — 
and  some  nights — of  the  week.  My 
experience  is  not  unique;  neither  is  the 
fact  that  all  fovir  of  my  children  have  at 
least  a  master's  degree.  Black  American 
single  female  heads  of  household  are 
too  common.  But  drug  addicts  do  not  a 
role  model  or  head  of  household  make. 
There  is  much  that  Becker  is  in  the 
dark  about  regarding  living  as  a  black 
person  in  America — male  and  female. 
H.  Vivian  Halliburton 
Country  Club  Hills,  111. 

The  cost  of  the  "war"  on  drugs  in 
dollars  and  lives  has  exceeded  any  re- 
turn we  could  ever  expect  to  achieve.  I 
will  vote  for  the  first  Presidential  can- 
didate who  finally  admits  that  we  have 
lost  the  war  on  drugs  and  it  is  time  to 
legalize,  regulate,  and  tax  narcotics.  Just 
putting  a  fraction  of  the  resources  re- 
quired to  incarcerate  drug  offenders  into 
rehabihtation  would  benefit  all  society. 
Not  to  mention  the  innocent  lives  that 
would  be  saved  when  gangs  quit  the 
senseless  slaughter  they  engage  in  to 
defend  their  territory. 

Rick  Schmidt 
Portland,  Ore. 

Every  citizen  has  choices  to  make 
about  what  type  of  life  to  lead.  Yes, 
some  people  have  more  difficult  obsta- 
cles to  overcome  than  others.  But  it's 
the  choices  we  make  as  individuals  that 
determine  our  lives.  As  an  African 
American  male  who  has  made  the  right 
choices  to  survive,  get  an  education, 
and  provide  for  my  family  (while  work- 
ing in  several  low- wage  jobs  and  de- 
spite grovidng  up  for  a  time  in  a  broken 
home),  I  am  offended  that  Mr.  Becker 
thinks  the  only  way  to  help  black  males 
is  to  make  legal  a  blatantly  illegal  ac- 


tivity that  has  devastated  black  cc 
munities  for  decades. 

Kevin  L.  McCor 
Lake  Orion,  Mij 

GIVE  WEARY  DOCTORS 

A  BREAK 

It's  unfortunate  that  "Is  the  thJ 
shifl:  pulling  its  weight?"  (UpFront,  jJ 
28)  wasn't  given  more  prominence,  c(| 
sidering  the  astounding  losses  inca; 
by  fatigued  workers.  Extrapolating 
data  to  health  care  is  even  more  w< 
rying.  In  addition  to  financial  costs,  wlj 
is  the  cost  in  lives  harmed  or  lost  by 
tigued  physicians?  This  is  an  all-too-rJ 
concern,  considering  that  newly  imp! 
mented  w^ork  rules  for  resident  phyj 
cians  stUl  expect  them  to  work  the 
second,  third,  and  most  of  the  next 
shift  without  a  break. 

Haig  Tcheurekdjian,  M. 
Clevela 
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LET  YOUR  FINGERS 
DO  THE  LOG-IN 


Fingerprint 
scanners 
are  now 
affordable. 
But  they're 
not  yet 
glitch-free 


BusinessWeek  online 


FOR  A  COLLECTION  OF 
PAST  COLUMNS  and 

online-only  reviews  of 
technology  products,  go 
to  Technology  &  You  at 
www.businessweek.com/ 
technology/ 

Tech  &  You  also 
can  be  seen  every 
weekend  on 
BUSINESSWEEK  TV. 

Check  local  listings 
for  details. 


Remember  the  sci-fi  flicks  and  spy  thrillers 
of  your  youth,  where  the  good  guys  could 
magically  open  doors  or  arm  missiles  sim- 
ply by  touching  a  special  button  that  recognized 
their  fingerprints?  Companies  \\ath  exceptional 
security  needs  embraced  fingerprint  scanners 
several  years  ago  to  protect  their  computer  net- 
works. Now,  with  prices  falling  fast — you  can 
get  a  fingerprint  reader  that  plugs  into  a  usB 
port  for  as  little  as  $69 — more  and  more  indi- 
viduals have  started 
safeguarding  their 
computers  with  fin- 
gerprint security. 

But  to  what  pur- 
pose, I  wondered?  Af- 
ter all,  you  don't  need 
James  Bond-grade  se- 
curity to  keep  your 
kids  out  of  your 
Quicken  files  or  to  re- 
buff nosy  co-workers 
while  you're  on  a  cof- 
fee break.  You  can  do 
the  same  with  a  pass- 
word, and  it's  fi"ee. 

So  I  gathered  up  a 
handful  of  these  gadg- 
ets to  try  out  for  my- 
self. The  appeal  is  im- 
mediate, and  it  has  ^ 
less  to  do  with  securi-  ■■H 
ty  than  it  does  with 
convenience.  Not  only  will  they  keep  your  com- 
puter's files  safe  from  prying  eyes,  but  the  best 
of  the  bunch  will  log  you  on — at  the  touch  of  a 
finger — to  all  of  the  passw'ord-protected  sites 
you  visit,  from  bank  accounts  and  frequent-flier 
programs  on  the  Web  to  standalone  softw^are 
appUcations  on  your  computer  or  on  your  com- 
pany's netw'ork. 

Think  of  fingerprint  scanners  as  the  ultimate 
in  passw^ord  managers,  able  to  encrypt  and  keep 
track  of  all  of  your  various  user  names,  pass- 
words, and  personal  identification  numbers  (pins). 
Once  you  connect  the  device  and  load  the  soft- 
ware, you  don't  have  to  look  up  and  input  all 
those  secret  codes  each  time  a  Web  page  or  pro- 
gram asks  you  for  one.  Instead,  an  instruction 
pops  up  telling  you  to  put  your  finger  on  the  sen- 
sor. The  software  then  verifies  your  fingerprint 
and  automatically  fills  in  the  log-on  name  and 
password  fields. 

Because  the  fingerprint  readers  only  work 


with — and  protect — the  computer  they're! 
nected  to,  the  secvuity  of  your  Web  acc(| 
still  hinges  upon  how  imbreakable  your 
words  are.  But  because  you  no  longer  ha'^ 
commit  them  to  memory — or  to  a  sticky 
on  your  desk — you  now  can  make  them  smj 
than  your  wife's  birthday  or  your  pet's 
Security  experts  say  the  best  passwords 
mix  of  upper-  and  lower-case  letters  and 
bers,  wQC7a4Ej,  for  example. 

'  I  spent  several  weeks  playing  with 
gizmos  that  sit  on  the  desk,  attached  tc 
computer's  usB  port  by  a  cord:  Sony's  $140| 
600  Puppy,  coming  in  September;  the 
DEFCON  Authenticator  from  Targus;  and  onC| 
$100  BioMouse,  a  mouse  with  a  built-in 
print  reader.  Because  notebooks  are  partic 
vulnerable  to  theft,  I  also  looked  at  a  coup 
sensors  designed  to  sUp  into  the  PC  card  sl(j 
laptop  computers:   Security   First's  MS 
Ethenticator  ($199)  and  a  similar  card  seJ 
onclick's  BioScan  ($180).  All  are  for  Wm([ 


JUST  A  TOUCH 

BioMouse  and 
Ethenticator 
keep  files 
safe  and  can 
track  your 
passwords  and 
PIN  numbers 


computers  (S 
version  for  Ma 
$20  more). 

The  Sony  and 
gus  systems  we: 
easiest  to  get  up 
running,     but 
onCHck  BioScan 
worked  the  bes 
could  recognize 
log  on  to  more 
sites  without  mj 
tervention  (excep 
supplying  my  fin 
print),    and    ad( 
new  sites  to  its 
was  a  snap. 

If  my  experit 
is  any  guide,  tho 
many  users  will  i 
help  at  some  p 
Sony's  sensor  mj 
riously  stopped  working  afte 
days;  I  called,  and  they  sent  a  new^  one. 
Targus  unit  would  w^orlc  with  Windows  98 
not  Windows  XP;  a  tech  support  staffer  sa 
had  gotten  an  older  version  of  the  product 
sent  me  new  softw^are.  OnClick's  BioMouse 
unable  to  log  me  on  to  my  Web  accounts; 
feature  will  be  added  in  September. 

Also,  none  of  the  sensors  worked  for  e' 
Web  site.  None  could  log  me  on  to  AOL,  for 
ample.  And  many  of  them  were  confused 
sites  with  multiple  fill-in  boxes,  such  as  ait 
sites  with  separate  fields  for  reservation,  fi 
status,  and  frequent-flier  numbers. 

Despite  the  occasional  glitches,  however,  t 
made  it  easy  for  me  to  access  my  compa 
network  and  its  many  appUcations — such  as 
expense  account — not  to  mention  most  of 
Web  sites  I  visit  in  a  typical  day.  And  w 
the  security  may  not  be  bulletproof,  it's  a  ^ 
improvement  over  the  Post-It  method  of  p 
word  protection. 
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be  enlightened 


S2003  Sharp  Corporation, 


u  educing  the  more  enlightened  home  energy  choice  -  Sunvista  solar  energy  systems  from  Sharp.  The  cleaner  more 

lent  way  to  power  your  home,  from  the  world's  leading  manufacturer  of  solar  panels.  Sharp's  fully  integrated  system  helps 

manage  your  energy  costs,  providing  reliable,  environmentally  responsible  power,  while  reducing  your  dependence 

ocal  power  companies.  Sunvista  from  Sharp.  Designed  for  the  way  you  think,  designed  for  the  way  you  live,  sharpusa.com 
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THE  PRINCE  OF  PROVIDENCE 

The  True  Story  of  Buddy  Cianci,  America's  Most  Notorious  Mayor,  Some  Wiseguys,  and  the  Feds 

By  Mike  Stanton 

Random  House  •  442pp  •  $25.95 

A  LiniE  CAESAR 
WITH  A  BIG  FOOTPRINT 


When  I  was  gro\\Tng  up  in  Prov- 
idence, downtown  was  dank 
and  lifeless  after  the  business 
day  ended — the  emptied  streets,  like 
those  of  so  many  other  Northeastern 
cities  on  the  skids.  It  was  a  nowhere 
burg  going  nowhere.  Manufacturing  had 
moved  South,  shoppers  were  heading  for 
suburban  malls,  a  decent  restaurant  was 
almost  impossible  to  find,  and  the 
nightlife  was  a  barfly's  lament. 

But  that  was  40-odd  years  ago.  Now 
Providence,  at  least  on  the  surface,  is  a 
city  remade:  rivers  rerouted,  streets 
redirected,  historic  buildings  preserved 
and  repurposed,  an  ambitious  center- 
city  maU  filled  with  national  retailers. 
Today,  the  arts  are  encouraged,  and 
there  are  upscale  restaurants  and  tav- 
erns aplenty  for  the  gentry. 

At  the  center  of  the  unexpected 
Providence  Renaissance — or  certainly 
grabbing  most  of  the  credit — was  an 
unlikely  urban  hero,  a  baby-faced  Borgia 
named  Vincent  Albert  "Buddy"  Cianci 
Jr.,  who  for  a  time  seemed  a  public  man 
destined  for  a  stage  far  larger  than  the 
seedy  sideshow  of  local  politics. 

In  The  Prince  of  Providence,  Mike 
Stanton,  a  Pulitzer  Prize-\\inning  inves- 
tigative reporter  for  The  Providence 
Journal,  delivers  a  riveting,  intricate 
portrait  of  a  pol  on  the  make  and  the 
take — a  book  that  will  shock  and  amuse 
those  unfamiliar  with  a  town  where  cor- 
ruption is  bred  in  the  bone. 

The  pudgy  little  son  of  an  Italo- 
American  doctor.  Buddy  is  doted  on  by 
his  mother  and  sent  to  a  private  school 
on  Providence's  WASPy  East  Side.  In  a 
city  then  spUt  among  the  old  Yankee 
eUte,  the  Irish  who  had  seized  poUtical 
power,  and  the  Italians  who  coveted  it, 
young  Buddy  finds  himself  a  bit  out  of 
place  among  the  sons  of  brokers  and 
bankers  from  another  part  of  town. 

Yet  Cianci  throughout  his  life  seems 
to  relish  the  role  of  the  cockv  outsider. 


He  grows  up  to  become  a  brash  young 
prosecutor  and  a  Republican,  which  in 
Rhode  Island  is  like  being  a  Methodist 
at  the  Mormon  Tabernacle.  He  almost 
nails  Mafia  kingpin  Raymond  Patriarca 
for  murder  and  handles  another  high- 
profile  case  involving  official  corruption. 
Notoriety  follows,  and  Cianci  is  em- 
boldened to  challenge  the  hard-boozing 
Democratic  mayor,  Joe  Doorley,  who 
once  bragged  he  could  drink  more  draft 
beer  than  all  his  rivals  combined. 

In  1974,  Cianci  runs  as  a 
crime-busting  reformer,  but 
what  follows  his  election  is 
an  almost  10-year  orgy  of 
graft,  corruption,  sleaze,  and 
outrageous  beha\dor  that  fre- 
quently  borders   on   farce,    h  mjj^  >  i*>->^ 
The  Little  Caesar  of  Pro\'i- 
dence  surrounds  himself  with 
a  lineup  of  crooks  and  cretins 
out  of  an  Elmore  Leonard 
novel.  They  steal  everyt' 
that  isn't  nailed  down — : 
eluding  manhole  covers. 

Still,  to  the  national  party,  Cianci  is  a 
young  Republican  with  promise — a 
quick-witted  newcomer  who  has  some- 
how taken  power  in  a  Democratic 
stronghold.  President  Gerald  Ford  asks 
the  mayor  how  he  did  it.  Cianci  rubs 
shoulders  with  Henry  Kissinger  and 
Donald  H.  Rumsfeld  and  speaks  at  the 
1976  Republican  National  Convention. 

Then,  in  the  midst  of  a  stormy  di- 
vorce in  1983,  the  mayor  summons  a 
wealthy  contractor,  supporter,  and  al- 
leged lover  of  his  wife  to  his  carriage 
house.  In  the  presence  of  a  menacing 
pohce  bodyguard,  a  former  judge,  and 
the  Public  Works  director,  Cianci  launch- 
es into  a  long  night  of  threats  and  as- 
saults— singeing  the  petrified  builder 
wdth  a  cigarette  at  one  point. 

Cianci  eventually  pleads  guilty  to 
felony  assault  and  is  forced  to  resign.  It 
appears  that  an  erratic  reign  of  greed. 


IK 


venality,  and  bombast  is  over  as  B 
toupee  askew,  slinks  off  into  the  si 
on  Narragansett  Bay. 

But  no — the  guy  has  more  lives 
Glenn  Close  in  Fatal  Attraction.  D 
six  years  in  the  political  wilder 
Cianci  gets  his  hands  dirty  in  real  i 
and  becomes  a  popular  radio  talk 
host.  In  1990,  he  impulsively  runs  ; 
and  is  elected  with  a  317-vote  ma 
The  Buddy  Show  is  back  in  prime 
A  humbled  Cianci  promises  a 
era  of  good  government.  But  th( 
arrogance  is  e\ident  at  a  sit-dowm 
business  leaders.  Cianci  lectures 
G.  Hassenfeld,  then  ceo  of  Hasbro 
"Let's  get  one  thing  straight.  You 

f toys.  I  run  a  city.  I  have  a  p 

department,  a  fire  department 

make  f- toys.  And  the  only  re 

you  do  that  is  because  your  father 

you  the  company,  because  you  a 

member  of  the  Lucky  Sperm  Club 

For  all  of  the  roUicking  Nineties 

on  into  the   new  cen 

Cianci  presides  over  \ 

Stanton  calls  the  mod( 

the  new  American  city 

the  Providence  Renaiss 

,    takes  shape,  his  approval 

ings  soar,  and  he  is  haile 

national  T\'.  Behind  the  si 

boating,  though,  the  cit 

stiU  for  sale. 

In  the  end,  Cianci  is 
done  by  a  dogged  FBI  aj 
and  a  team  of  federal  pr 
cutors,  though  the  best  1 
can  muster  is  a  one-count  convic 
(out  of  12)  for  racketeering  under 
broad  Racketeer-Influenced  &  Con 
Organizations  Act.  The  mayor  is 
tenced  to  five  years,  which  he  is 
serving. 

While  Stanton  captures  the  playi 
caustic  cadences  of  the  local  vem: 
lar,  his  prose  is  workaday  at  best 
often  riddled  with  repetition.  Yet  s 
shortcomings  fade  in  the  face  of  wh; 
an  intense,  exhaustive  portrait  of  a 
aid,  craven,  self-aggrandizing,  totally 
gaging  political  animal.  At  one  p( 
Cianci  says  that  his  only  crime  was 
ing  Providence  too  much.  As  the  ma 

might  say,  that's  a  lot  of  f- bull 

Buddy's  only  crime  was  loving  But 
too  much. 

BY  GIRO  sec 
Scotti     is     a     senior     editor 
Government. 
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MAYOR  BUDDY  CIANCI  AND  A  CITY  FOR  SALE 
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Ed^nomic  Viewpoint 


BY  JEFFREY  E.  GARTEN 


DETROIT'S  BIG  THREE 
ARE  HEADING  FOR  A  PILEUP 


GRIDLOCK: 

Fierce 

foreign 

rivalry  may 

drive  U.S. 

carmakers 

toward 

bankruptcy- 

or  bailout, 

which 

would  be 

preferable 


Jeffrey  E.  Garten  is  dean  of 
the  Yale  School  of 
Management  and  author  of 
The  Politics  of  Fortune: 
A  New  Agenda  for 
Business  Leaders 
(jeffrey.garten@yale.edu). 


The  Big  Three  American  car  companies 
began  talks  wath  the  United  Auto  Work- 
ers in  July  to  renew  their  four-year  labor 
contracts,  and  they  intend  to  conclude  new 
arrangements  by  mid-September.  Although  crit- 
ical issues  such  as  job  security,  pensions,  and 
health-care  benefits  are  at  stake,  the  final  set- 
tlement is  likely  to  be  a  relatively  modest  com- 
promise. These  negotiations,  however,  could  be  a 
prelude  to  a  far  deeper  and  poUticaUy  contentious 
restructuring  of  the  industry.  Before  this  decade 
is  over,  the  U.  S.  auto  business  may  go  through 
some  of  the  agonizing  downsizing  and  even  bank- 
ruptcies seen  lately  in  steel  and  airlines. 

Ford  Motor  Co.  lost  more  than  $6  bilKon  in 
2001  and  2002.  Chrysler  Corp.  hemorrhaged  $1.1 
billion  in  the  past  quarter  alone.  In  fact,  the 
strongest  element  of  the  companies'  income  is  not 
profits  fi*om  car  sales  but  earnings  from  their  fi- 
nancing divisions.  General  Motors  Corp.,  for  ex- 
ample, earned  more  than  three  times  as  much 
from  selhng  mortgages  in  the  past  quarter  as 
from  cars. 

Since  the  mid-1980s,  moreover,  foreign  auto 
makers  have  increased  their  U.  S.  market  share 
from  24%  to  40%.  Now,  Detroit  faces  ruthless 
competition  on  the  lucrative  ttirf  of  pickup  trucks, 
minivans,  and  sport-utUity  vehicles.  Making  mat- 
ters worse,  the  global  auto  market  suffers  from 
30%  overcapacity — amoimting  to  as  much  as  20 
million  vehicles  a  year.  That's  more  than  all  auto 
sales  in  North  America.  The  crunch  will  get 
worse:  In  the  coming  two  years,  Nissan  Motors 
Corp.  is  planning  to  increase  production  by  1 
million  vehicles. 

Perhaps  the  most  intractable  problem  is  that 
the  Big  Three  bear  enormous  unfunded  pension 
obligations  and  heath-care  costs  for  hundreds  of 
thousands  of  retirees,  while  their  own  employee 
base  is  shrinking.  Of  Ford's  annual  $2.8  billion 
health  bill,  70%  goes  to  retirees.  GM  has  2.5  re- 
tirees for  every  active  worker.  Japanese  car- 
makers have  avoided  such  burdens  by  generally 
employing  younger,  nonunionized  workers.  Little 
wonder  that  Moody's  Investors  Service  gives 
Toyota  Motor  Corp.  a  credit  rating  of  Aaa  while 
classifying  Ford  and  GM  as  Baa — the  low  end  of 
investment  grade. 

To  be  sure.  Ford  and  Chrysler  have  survived 
near-death  experiences  before.  This  time,  one 
way  out  would  be  for  Detroit  to  outdo  its  foreign 
competitors  massively  in  productivity  and  quali- 
ty. But  surveys  by  J.  D.  Power  &  Associates 
and  Harbour  &  Associates  Inc.  show  that,  al- 
though the  gaps  between  U.S.  and  Japanese 


producers  have  narrowed,  they  are  still  si 
cant.  Alternatively,  some  American  makers 
get  a  dramatic  lift  from  introducing  a  sL 
blockbuster  models,  as  Ford  once  did  witl 
Taurus.  But  this  kind  of  boost  is  likely 
temporary.  Fact  is,  Detroit's  condition  wiU 
ably  continue  to  worsen,  while  that  of  Jap; 
rivals  gets  stronger. 

When  the  day  of  reckoning  comes,  tw( 
tions  win  emerge:  bankruptcy  and  bailout, 
in  Washington  wiU  want  natural  market  fore 
handle  the  adjustment  to  an  auto  industry 
is  dramatically  downsized  and  predomin: 
Japanese-owned.  They  would  accept  a 
ruptcy  or  two,  allowing  the  severing  of  con 
tual  obligations  to  retirees,  as  well  as 
production  outsourcing  to  China  and  other  p 
where  costs  are  much  lower. 

But  other  Washington  players  will  argu<  ^ 
substantial  government  assistance  conditi(  ' 
on  radical  corporate  restructuring.  The    ' 
Three  and  the  tmions  would  have  to  agre  ' 
close  many  more  plants  and  to  expand  thei  ^. 
vestment  in  more  competitive  technoloj  n,, 
Health-care  benefits  for  current  workers 
obUgations  to  retirees  would  be  gradually 
back,  but  far  less  drastically  than  in  the  cas  ■ 
bankruptcy.  Considerable  foreign  outsour 
will  be  allowed,  but  within  parameters.  In 
turn,  Washington  would  provide  certain 
breaks  and  loan  guarantees  and  it  would  ; 
sume  some  pension  and  health-care  obligati 

Of  course,  it  would  be  better  if  the  auto  c 
panies,  together  with  their  unions,  radically 
structured  themselves  voluntarily,  but  ther 
scant  precedent  for  that  in  the  annals  of  An 
can  industry.  So,  of  the  two  remaining  choice  ■ 
would  reluctantly  favor  a  variant  of  the  bai  i 
option.  It's  not  because  the  management 
shareholders  of  the  Big  Three  have  any  clain 
the  pubhc  purse,  because  they  surely  do 
After  aU,  they  failed  to  respond  adequately  to 
challenge  from  Japan  throughout  the  1990s, 
they  squandered  huge  profits  toward  the  en 
the  decade.  But  why  should  workers  and 
tirees  pay  so  dearly  for  these  flawed  strateg 
To  be  sure,  past  and  present  employees  she 
make  concessions,  but  they  also  deserve 
fi-om  the  companies — ^which  can  provide  it  onl 
they  survive — and  from  Uncle  Sam. 

The  global  marketplace  demands  players  t 
are  hypercompetitive.  W^th  or  without  Washi 
ton's  help,  the  restructuring  that  lies  ahead 
Detroit  could  be  deep  and  painful.  Barrin. 
miracle,  however,  that  seems  inevitable. 
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HAT  SUMMER  BREEZE 
OULD  WAFT  FOR  A  WHILE 

e  blackout  was  but  a  blip,  and  the  quarter  could  see  5%  g  ;\^7th 
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•EXCLUDES  ENERGY  AND  FOOD 
iti:  BusinessWeek.  MMS  Intwnational 


The  economy  shot  out  of  the 

third-quarter   starting   gate 

Seabiscuit  taking  on  War  Admiral.  From  retail 

'|s  to  factory  activity  to  exports,  almost  all  the  eco- 

''ric  reports  were  surprisingly  positive.  Indeed,  some 

lomists  are  beginning  to  whisper  that  the  economy 

',d  be  growing  as  fast  as  5%  this  quarter. 

The  summer  spurt  is  just 
what  the  U.  S.  economy  needs. 
Over  the  past  two  years,  real 
gross  domestic  product  growth 
has  been  so  erratic  that  busi- 
nesses were  hesitant  to  spend 
on    capital    equipment — and 
they    continued    to    lay    off 
ORIS  (JUNE)"'  2.4"  o's"""      workers.  That  start-stop  pat- 
ECPj:aum;:o.2;;;():r;      tern  seems  to  have  ended. 
Even  if  growth  does  not  hit 
5%  this  quarter,  the  economy's 
%entum  is  strong  enough  to  ensure  a  solid  expansion 
^'  2004.  A  stretch  of  above-par  economic  growth  will 
)  to  soak  up  excess  capacity,  turn  executive  senti- 
jlt  around,  and  prompt  businesses  to  add  to  their 
r(jrolls  again. 

[1  he  latest  data  paint  a  surprisingly  strong  picture  of 

third  quarter  (table).  Retailers  were  busy  in  July. 

\  ising  starts  jumped  to  a  17-year  high.  Even  jobless 

''^s  are  declining.  Meanwhile,  inventories  are  so  low 

[.  businesses  have  to  start  ordering  new  goods  or 

p  losing  customers.  So  industrial  production  is  pick- 

pUp,  led  by  output  of  high-tech  gear.  And  the  most 

ejint  price  reports  indicate  that  the  U.S.  is  in  no 

iiger  of  falling  into  a  deflationary  spiral. 

'on't  expect  the  power  blackout  in  the  Northeast  to 

^Tiuch  of  a  drag.  From  an  economic  perspective,  the 

■'ige  is  much  like  a  blizzard:  Almost  all  activity  was 

lyed  rather  than  canceled.  The  blackout  may  affect 

jj^e  of  the  August  data,  including  output  and  hours 

jked,  especially  since  it  occurred  in  the  week  that 

Labor  Dept.  did  its  payroll  survey.  Also,  the  loss  of 

shable  foods  may  skew  data  on  restaurant  sales  and 

2ery  store  receipts.  But  even  the  record-breaking 

:kout  does  not  alter  the  fact  that  the  economy  has 

^ed  up — finally — ^to  a  period  of  higher  growth. 

WITH  A  HORSE  RACE,  the  key  to  success  is  en- 
ance.  On  that  issue,  the  Federal  Reserve  has  indi- 
;d  that  it  will  not  stand  in  the  way  of  a  strong  re- 


CONSUMERS  PUSH 
STORE  SALES  HIGHER 


covery.  Policymakers  kept  the  federal  funds  rate  im- 
changed  at  1%  on  Aug.  12,  and  their  accompanying 
statement  said  they  believe  "policy  acconiniodation  can 
be  maintained  for  a  considerable  period."  fhat's  IV  1- 
speak  to  say,  we'll  keep  short-term  interest  rai^ 
well  into  2004. 

For  now,  the  economy's  momentum  is  coming  mainly 
from  consumers  (chart).  Retail  sales  in  July  surged  by 
1.4%,  while  May  and  June  sales  were  revised  up  sub- 
stantially. May  receipts,  originally  reported  to  be  un- 
changed from  April,  now  show  a  0.5%  increase,  and  the 
June  advance  of  0.5%  was  recalculated  to  show  a  0.9% 
gain.  That  means  overall  consumer  spending,  as  meas- 
ured in  real  gross  domestic  product,  powered  into  the 
third  quarter  at  an  annual  rate  of  5%  or  better. 

Excluding  cars,  store  re- 
ceipts in  July  were  up  an  im- 
pressive 0.8%,  with  gains  post- 
ed across  a  wide  spectrum  of 
vendors.  And  according  to 
weekly  store  surveys,  the  buy- 
ing spree  continued  in  August, 
when  the  back-to-school  sea- 
son kicked  off.  The  Bank  of 
Tokyo-Mitsubishi  retail  report 
said  the  blackout's  effect  was 
"minimal"  on  nationwide  sales. 

Households  have  been  able  to  boost  their  spending, 
thanks  to  the  extra  money  generated  by  the  July  tax 
cuts  and  cash-outs  from  mortgage  refinancings.  But  to 
sustain  that  buying  pace,  consumers  will  need  job 
growth  to  pick  up,  and  the  latest  trend  in  jobless 
claims  offers  some  hope.  New  filings  for  unemploy- 
ment benefits  dipped  under  400,000  in  mid-July  and 
stayed  there  into  early  August.  While  the  level  isn't  yet 
low  enough  to  indicate  job  growth,  it  does  imply  that 
businesses  are  not  cutting  jobs  as  rapidly  as  they  had 
in  the  first  half.  A  turn  in  the  job  markets  will  boost 
consumer  confidence  and  strengthen  spending  patterns 
in  quarters  to  come. 

HOUSING  IS  ANOTHER  SOURCE  of  solid  momen 

tum.  Because  of  the  stronger  economic  outlook,  mort- 
gage rates  have  come  up  fi'om  their  lows  of  around  5% 
in  mid-June.  But  at  6%  or  so,  they  remain  cheap 
enough  to  keep  home-buying  healthy.  In  July,  housing 
starts  beat  expectations  by  rising  1.5%,  to  a  17-year 
high  of  1.87  million,  at  an  annual  rate.  In  addition,  the 
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National  Association  of  Home  Builders'  Housing  Market 
Index  surged  to  71%  in  August,  the  highest  reading  in 
more  than  35^  years.  Current  home  sales  posted  a  big 
jump  in  August,  and  ^ales  expectations  also  rose. 

The  recent  gain?  in  overall  demand  are  allaying  fears 
of  deflation.  Con.  umer  prices  in  July  increased  0.2%. 
For  core  pri  v^^,  which  exclude  food  and  energj^,  the 
gain  was  ?  so  0.2%.  Inflation  may  be  stabilizing.  Since 
May,  tO'  ;i  inflation  has  been  running  at  2.1%,  while 
the  core  rate  has  hovered  at  1.5%. 

E\en  the  deflation  in  goods  prices  may  be  bottoming 
out,  a  result  of  the  weaker  dollar's  effect  on  import 
prices.  Excluding  oil,  prices  for  foreign-made  goods  in 
July  were  up  1.2%  from  a  year  earlier.  That  compares 
with  a  1.6%  annual  drop  in  import  prices  in  July,  2002. 

The  acceleration  in  consumer  spending  has  helped  to 
clear  out  much  of  the  merchandise  stocked  by  busi- 
nesses. In  June,  the  ratio  of  inventories  to  sales  at 
manufacturers,  wholesalers,  and  retailers  fell  to  1.38, 
from  1.4  in  May.  Excluding  vehicles  at  the  retail  level, 
the  ratio  is  at  a  near-record  low  of  1.31.  Skimpy  stock- 
piles are  a  big  reason  why  orders  are  picking  up  and 
why  manufacturing  is  beginning  to  show  signs  of  life. 

INDEED,  SOME  OF  THE  BEST  NEWS  in  recent 

weeks  is  from  the  industrial  sector.  First  came  a  big  in- 
crease in  the  Institute  for  Supply  Management's  July 
index  of  industrial  activity.  Next  was  the  Fed's  report 
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showing  July  industrial  production  rose  O.l 
biggest  gain  in  six  months.  Manufacturing  output  | 
up  0.2%,  the  third  increase  in  a  row. 

^bout  half  the  industries 
surveyed  reported  output 
gains  through  June.  But  the 
most  important  increases  were 
in  capital  equipment.  Overall 
output  of  business  equipment 
has  risen  by  0.4%  for  three 
months  in  a  row.  The  makers 
of  high-tech  gear  have  been 
even  busier  (chart).  Output  in 
those  industries  has  increased 
in  each  month  of  2003,  with 
an  average  advance  of  1%.  Such  gains  in  tech  ouj 
confirm  that  a  capital-spending  rebound  is  under 

Manufacturing  also  may  be  getting  some  help 
stronger  demand  abroad.  In  June,  the  trade  df 
narrowed  to  $39.5  billion,  from  $41.5  bilUon  in 
mainly  on  the  strength  of  a  2.4%  jump  in  exports- 
largest  monthly  increase  in  three  years. 

For  now,  at  least,  the  economy  is  galloping  into! 
second  half,  propelled  by  accelerating  demand  herj 
home,  as  the  benefits  of  lower  interest  rates  and  [ 
cuts  kick  in.  And  the  odds  are  high  that  stror 
spending  by  consumers  and  businesses  will  sustain] 
economy's  faster  pace  down  the  home  stretch. 
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STILL  m  THE  STRONG  GRIP  OF  DEFLATION 


Several  recent  signs  offer  hope 
that  the  Japanese  economy  is 
gaining  strength,  but  deflation  and 
other  barriers  to  growth  remain 
firmly  entrenched. 

Second-quarter  growth  in  real 
gross  domestic  product 
was  surprisingly 
strong,  and  the  sec- 
ond-half outlook  is 
brighter.  Real  GDP  rose 
at  an  annual  rate  of 
2.3%  from  the  first 
quarter,  and  data  for 
previous  quarters  were 
revised  higher,  bring- 
ing growth  during  the 
past  year  to  2.1%. 

In  the  second  half,  improving 
global  conditions,  helped  by  a 
pickup  in  U.  S.  growth,  reduced 
geopolitical  uncertainty,  and  the 
fading  SARS  epidemic,  are  setting 
the  stage  for  stronger  exports, 
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which  will  boost  capital  spending. 
Both  sectors  showed  gains  last 
quarter.  Reflecting  the  economy's 
better  prospects,  the  Nikkei  stock 
index  is  up  11%  since  Aug.  7,  to 
the  highest  level  in  nearly  a  year. 
Business  outlays 
are  primed  for  further 
growth:  Corporate 
profits  are  already 
strengthening.  Com- 
panies' balance  sheets 
look  healthier,  and 
manufacturers  have 
shed  excess  capacity. 
Indeed,  economists  at 
J.R  Morgan  Securi- 
ties Inc.  Asia  note 
that  private  nonfinancial  corpora- 
tions made  net  loan  repayments 
totalling  a  record  30.6  trillion  yen 
($260  billion)  in  the  year  ended 
March,  2003,  and  that  manufactur- 
ers have  cut  capacity  by  9%  in 


the  past  five  years,  eliminating 
nearly  all  of  the  increase  during 
the  bubble  years  of  the  late  198( 

So  is  this  the  light  at  the  end 
a  long  dark  tunnel?  Hardly.  Evei 
in  the  short  term,  the  outlook  fo 
household  spending  is  still  murk; 
Deflation's  grip  on  corporations  i 
pressuring  them  to  Lift  profits  at 
the  expense  of  jobs,  and  recent 
hikes  in  social  security  taxes  are 
weighing  on  household  incomes. 

Deflation  will  not  subside  until 
growth  is  sufficient  to  absorb  th 
remaining  excesses  in  production 
capacity,  which  may  be  greater 
than  the  official  data  show.  Rossi 
bly  many  companies  are  not  re- 
porting idle  capacity  that  is,  in 
fact,  still  on  their  books,  because 
writing  it  off  would  be  too  costly 
The  rising  tide  of  Chinese  import 
only  makes  deflation  worse,  and 
structural  reform  remains  slow. 
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Supplier  spend  spiraling  out  of  control? 
Not  on  our  watch. 


PeopleSoft  Supplier  Relationship  Management. 

The  only  solution  to  manage  all  of  your  enterprise  spend  in  real  time. 

PeopleSoft  SRM  enables  you  to  proactively  control  all  of  your  enterprise  spend —from  direct  goods  to 
indirect  goods  to  capital  assets  to  services.  And  because  you  are  connected  to  all  of  your  suppliers  over 
the  Web,  you  can  manage  it  all  in  real  time,  and  always  act  before  it's  too  late.  Learn  more  by  visiting 
us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277 
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POLITICAL  POWER 

OVERLOAD 

The  power  grid  can  be  flxed-if  Congress  gets  out  of  the  wi 


COMMENTARY 

By  Peter  Coy 


I  he  Great  Blackout  of  2003 
may  be  over,  but  the  de- 
bate over  how  to  make 
the  power  grid  safer  is 
running  on  alarmingly  low 
voltage.  Even  people  who 
should  know  better  are 
making  statements  that 
demonstrate  evidence  of 
rolling  intellectual  brownouts.  Among 
the  myths  we've  all  heard  lately: 

The  U.S.  has  a  Third  World  trans- 
mission system.  Wrong. 

The  main  solution  is  to  build  more 
lines  to  carry  power  between  different 
parts  of  the  country.  Wrong. 

Upgrading  the  grid  will  be  expen- 
sive. Wrong. 

Here's  what's  true:  The  U.S.  trans- 
mission grid,  while  imperfect,  is  still 


among  the  most  reliable  in  the  world. 
Yes,  the  mid-August  blackout  was 
Mghtening,  and  it  may  be  a  sign  of  vul- 
nerabilities that  stUl  aren't  fully  under- 
stood. But  even  a  good  system  can  fail 
when  an  unusual  confluence  of  events 
occurs.  And  let's  keep  things  in  per- 
spective. The  last  time  there  was  a 
blackout  approaching  the  size  of  this 
one  was  1965,  when  the  Texan  in  the 
White  House  was  Lyndon  B.  Johnson. 

While  more  investment  is  clearly 
needed,  it  shouldn't  be  poured  into 
tightening  the  linkages  between  neigh- 
boring sectors  of  the  grid  so  more  pow- 
er flows  over  long  distances.  That  would 
only  increase  the  risk  of  cascading  fail- 
ures. "In  the  perfect  storm,  if  one  moun- 
tain climber  slips,  he  brings  everyone 
down  with  him,"  observes  Jim  Letzelter, 
a  managing  director  of  The  McGraw- 
Hill  Companies'  Platts  Research  &  Con- 
sulting energy  service. 


As  for  Myth  No.  3,  making  the 
more  robust  needn't  be  expensive.  M 
the  Electric  Power  Research  Insti 
says  a  complete,  state-of-the-art  i 
emization  would  cost  $50  billion  to 
billion  over  the  next  5  to  10  years, 
son  Electric  Institute  President  Tho 
R.  Kuhn  says  a  lot  could  be  ace 
plished  by  simply  raising  annual  inv 
ment  in  transmission  from  its  curren 
billion  a  year  to  around  $5  biUion  a 
Contrast  that  with  more  than  $100 
lions  that's  been  invested  in  just 
past  three  years  in  new  genera 
plants.  Tcxiay,  transmission  costs  aca 
for  only  about  7%  of  utility  bills.  A 
what  has  happened,  almost  every 
wovild  agree  that  spending  a  bit 
on  the  grid  is  cheap  compared 
sweating  (or  maybe  next  time  freez 
in  the  dark. 

The  fact  is  that  the  grid  does  in( 
need  upgrading.  The  obstacle  is  neit 


Staying  Switched  On:  Five  Power  Plays 


FERC'S 
ROAD  MAP 


The  Federal  Energy 
Regulatory 
Commission  wants 
utilities  to  turn  over  control  of  their 
high-voltage  wires  to  one  of  about 
eight  Regional  Transmission 
Organizations.  RTOs  could  reduce 
power  to  portions  of  the  grid  in  case 
of  shortages.  RTOs  could  also  order 
companies  to  build  new  power  lines. 


companies  claim  that  keeping  control 
of  transmission  lines  ensures 
reliability,  but  critics  argue  that  it 
results  in  customers'  paying  more  for 
electricity. 


SMALL  IS 
BEAUTIFUL 


HIGH 
TECH 


TAKE  IT 
SLOW 


Southern  Co. 
Entergy  Corp 


Some  of  the  larger 

utilities,  including 

Atlanta-based 

and  New  Orleans-based 

,  are  resisting  pressure 


The  Electric  Power 
Research  Institute, 
the  utilities'  research 
arm,  favors  a  "smart  grid"  that  could 
operate  reliably  even  near  full 
capacity  with  the  help  of  sensors  and 
heavy-duty  semiconductors  that 
reroute  electricity  around  problem 
areas.  The  smart  grid  could  also 
carry  calls  and  data,  allowing  utilities 


Conservationists  sav 
that  instead  of 
disfiguring  the 
countryside  with  power  lines  to  mov 
power  over  long  distances,  the  U.S. 
should  encourage  more  power 
generation  close  to  customers, 
preferably  from  cleaner  sources. 


RADICAL 
DEREG 


The  libertarian  Cato 
Institute,  among 
others,  wants  to  let 
power  line  owners  charge  what  the 
market  will  bear.  Cato  also  argues 
that  the  private  sector  is  best  at 
figuring  out  the  proper  mix  of  more 


to  cede  their  authority.  The 

to  compete  with  phone  companies. 

power  plants  vs.  more  power  lines.  1 
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money  nor  technology.  Nor  is  it  a  pauci- 
ty of  ideas.  The  problem  is  politics.  In 
the  absence  of  new  rules  from  Congress, 
the  electrical  grid  is  trapped  in  limbo 
between  the  vertically  integrated  in- 
dustry of  the  past  and  the  horizontally 
integrated  industiy  of  the  future.  The 
result  is  confusion.  No  one  has  both  the 
responsibility  and  the  undisputed  au- 
thority to  make  the  grid  operate  reli- 
ably. And  investors  are  reluctant  to 
pumi?  more  money  into  the  grid  when 
they  can't  predict  the  outcome  of  the 
political  stalemate  over  regulatory  re- 
form in  Washington. 

That's  a  shame,  because  there  is  one 
plan  on  the  table  that  could  go  a  long 
way  toward  clearing  up  authority  over 
grid  management  and  creating  clear  in- 
centives for  investment.  It's  the  plan 
being  pushed  by  Pat  Wood  III,  Presi- 
dent George  W  Bush's  appointee  as 
chairman  of  the  Federal  Energy  Regu- 
latory Commission  (ferc).  Wood  under- 
stands that  the  core  problem  of  the 


transmission  grid  is  what  economists 
call  "the  tragedy  of  the  commons."  Like 
a  fishing  gi'ound  or  a  pasture,  the  grid  is 
overused  when  there's  no  effective 
means  of  charging  people  for  it  or  ex- 
cluding them  from  using  it. 

FERC's  plan  would  create  perhaps  sev- 
en or  eight  regional  transmission  or- 
ganizations with  undisputed  authority 
to  decide  who  can  use  the  grid  in  their 
regions  and  when.  Companies  would 
also  split  themselves  vertically,  divorcing 
transmission  from  generation — and  then 
grow  horizontally,  by  expanding  in  ei- 
ther wires  or  power  plants.  The  end 
result:  increased  efficiency,  which  would 
slightly  lower  the  national  average  retail 
cost  of  electricity,  the  Energy  Dept. 
predicts.  More  important,  the  plan 
would  lessen  the  risk  of  blackouts 
caused  by  underinvestment,  miscommu- 
nication,  incompetence,  or  Enron-style 
market  manipulation. 

Think  of  the  power  grid  as  a  net- 
work of  crisscrossing  canals,  shared  by 


- 
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all.  Generators  pour  power  into 
canals.  Customers  siphon  it  off. 
tricity,  like  water,  flows  "downhill 
follows  the  path  of  least  resistance 
gardless  of  state  borders  or  contrac 
arrangements.  Customers  do  pay  tc 
the  transmission  grid,  of  course, 
because  of  the  way  power  slo 
around,  their  transactions  may  tri; 
congestion  on  circmts  himdreds  of  r 
away — causing  problems  that  they 
never  pay  for. 

The  tragedy  of  the  commons  ha 
tensified  since  1996,  when  ferc 
gered  an  explosion  in  wholesale  pc 
trading  by  requiring  utilities  to  let 
er  companies  send  power  over 
lines  for  a  fee.  This  lowered  the 
of  electricity  by  increasing  the  usaj 
the  cheapest  generators  available.  B 
complicated  grid  management.  To  1 
generation  and  consumption  in  bala 
control-room  operators  are  consta 
negotiating  with  neighboring  contro 
eas,  while  asking  utilities  in  their 
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CROSSED  WIRES 
ON  CAPITOL  HILL 


When  the  lights  went  out  from 
Detroit  to  New  York,  alarm 
bells  went  off  from  Bush  cam- 
paign headquarters  to  Capitol 
Hill.  That's  because  electric-power  poli- 
tics is  such  a  mine  field. 

Certainly,  the  President  has  been 
ahead  of  the  curve  by  promoting  tax  in- 
centives for  utility  modernization  and 


regulatory  changes  to  ease  construction 
of  new  transmission  lines  as  part  of  his 
comprehensive  energy  plan.  "Now  is  the 
time  for  the  Congress  to  move  and  get 
something  done,"  a  vacationing  Bush  told 
reporters  outside  a  Crawford  (Tex.)  gas 
station  on  Aug.  19. 

But  what  Bush's  handpicked  head  of 
the  Federal  Energy  Regulatory  Commis- 


LITTLE  RUNNING  Ri 

Bush  says  he  favoi 
regional  grids-bu 
powerful  state  int 
oppose  them 

sion  wants  to  get  do 
what  powerful  senat 
tecting  regional  intei 
permit  are  two  very 
things.  The  face-off  c 
cates  final  passage  o.  eh 
ergy  biU  so  dearly  d(  th 
the  President.  That  1 
Bush  in  the  unusual 
of  officially  distancin] 
from  his  own  appoint 

Politicians  in  the  J  id 
and  Northwest,  led  I  lo 
tor  Richard  C.  Shelb  k 
Ala.)  and  a  host  of  GOP  govemo 
asked  the  White  House  to  dela} 
efforts  by  Federal  Energy  Re; 
Commission  Chairman  Pat  Wool 
deregulate  electricity  and  force 
to  join  regional  grids. 

Westerners  don't  want  to  givl 
more  authority  to  string  transnr 
lines  across  private  land.  Southt 
sist  the  Wood  plan  would  raise  : 
usurp  state  regulation,  and  subj 
to  the  vagaries  of  the  Northern 
"Utilities  in  the  Southeast  are  t 
investing  billions  of  dollars  in  uj 
to  the  transmission  system,"  saj 
by  aide.  "We  don't  think  we  sho 
to  sacrifice  to  benefit  the  Northi 
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IIS  to  crank  certain  plants  up  or 
n,  or  even  to  "shed  load" — lingo  for 
ing  off  the  juice  to  some  customers, 
the  U.S.  grid  is  fragmented  into 
E|e  120  control  areas,  and  even  inside 
P't  of  the  areas,  operators  can  make 

requests  of  utili-  

J(J!  not  demands, 
he   nonprofit    re- 
al transmission  or- 
lizations  that  FERC 
i[  ts  would  operate — 
not     own — the 
i»s  in  their  areas, 
ing    the    regions 
lie  and  few  in  num- 
would  give  region- 
al oerators  a  broader 
of   the 


conse- 

ices  of  their  actions,  while  reduc- 

the  need  for  negotiations  between 

rol  areas.  And  the  regional  opera- 

]i  would  have  full  command  over  all 

^plants  in  their  territories,  including 

power  to  order  construction  of  new 

er  lines  where  needed — meaning  no 

6  vulnerability  to  utilities  that  are 

I  mpetent  or  won't  play  nice,  ferc  is 


also  seeking  permission  from  Congress 
to  order  the  siting  of  needed  power 
lines,  over  states'  objections  if  neces- 
sary, reducing  the  power  of  not-in-my- 
backyard  lobbyists. 

FERC's  plan  isn't  entirely  command 
and  control.  It  har- 
nesses market  forces 
where  possible.  As  a 
carrot,  builders  of 
badly  needed  lines 
could  earn  a  premium 
over  the  ordinary  rate 
of  return — one  part  of 

create  losers  as  well  the  ferc  pian  that  is 

already  in  place  and 
as  winners  working,  to  discour- 

age overuse  of  lines, 
which  could 


The  FERC  plan 

makes  sense. 

Trouble  is,  it  would 


lead  to 

outages,  the  system  would  charge  cus- 
tomers more  for  using  lines  that  are  al- 
ready congested.  The  beauty  of  the  sys- 
tem is  that  it  sends  crystal-clear  price 
signals:  If  certain  customers  are  pay- 
ing a  great  deal  because  they  have  to 
import  their  power  over  congested  lines, 
it's  obvious  that  there  is  a  need  to  build 
a  new  line  that  will  serve  them — or  to 


locate  a  new  generating  plant  close  by. 

If  FERC's  plan  makes  so  much  sense, 
why  isn't  it  breezing  tlu'.agh  Congress? 
Mostly  because  it  vdll  ci  ate  losers  as 
well  as  winners.  Southern  "o.,  the  big 
Atlanta-based  utihty  holding  company 
and  generous  political  donor,  is  strenu- 
ousl.v  fighting  ferc.  The  company  ar- 
gues that  the  reforms  would  cause  low- 
pric(?d  power  to  flow  out  of  the  region, 
hurting  its  customers.  But  skeptir-s  say 
Southern's  niaiii  oncem  is  that  iis  un- 
regulated generiiiiig  business  would 
lose  business  to  cht-ay)er  imported  pow- 
er fi-om  the  Midwesi.  S:tys  one  federal 
energy  official:  "A  competitive  market 
doesn't  benefit  a  utility  that  has  100% 
market  share,  because  there's  only  one 
way  you  can  go  from  lOO'if ." 

Forget  the  scare  stories  y:  i.  h-jard 
when  the  fights  went  out:  America's 
electrical  grid  isn't  in  a  shambles.  And 
fixing  it  won't  break  the  bank.  All  it 
takes  is  sensible  policy  and  the  political 
fortitude  to  make  things  happen. 

With  Richard  S.  Dunham  and  Mike 
McNamee  in  Washington  and  Christo- 
pher Palmeri  in  Los  Angeles 


H  a  Bush  utility  regulator  in 
icaught  in  a  political  vise.  He 
ant  a  showdown  vrith  his  boss, 
•ongly  favors  a  national  network 

tjJ  grids.  "Regionvride  planning  is 
necessary,"  he  told  Business- 
it  as  long  as  we  have  this  feder- 

Dijissing  match  over  jurisdiction, 
t  invest,  because  they  don't 

iiji/  they'll  get  their  money  back." 
trying  to  finesse  the  differ- 

cjfrestating  his  support  for  re- 

)!|nsmission  authorities  while  sig- 

ifkt  he  may  back  a  Senate  bid  to 

tim  for  three  years — well  after 
[04.  Why?  Because  the  political 

ij  jr  of  the  blackout  makes  Repub- 

iflvous.  Four  states  that  lost 
i  electoral  battlegrounds.  Bush 

t|won  Ohio  in  2000.  Michigan, 
inia,  and  New  Jersey,  carried 

i  re,  are  Bush  targets  for  '04. 

I)  Dutage  is  one  more  jolt  to  Bush 


in  the  economically  dim  Mid- 
west. "It  brings  into  question 
federal  stewardship  of  the 
grid,"  says  Sherry  Bebitch 
Jeffe,  a  University  of  Southern 
California  poUtical  scientist.  "It 
allows  [Dems]  to  revisit  the 
connection  between  Bush  and 
the  energy  patch." 

That  could  be  tricky.  Demo- 
crats had  accused  Bush  of  hold- 
ing energy  legislation  hostage 
to  the  interests  of  oil-biz  bud- 
dies eager  to  drill  in  Alaska. 
Now  they  risk  being  blamed 
for  blocking  needed  reforms  on 
behalf  of  green  activists. 

"This  shouldn't  be  about  par- 
tisanship," says  House  Majority  Leader 
Tom  DeLay  (R-Tex.).  "It's  about  turning 
the  lights  on."  Still,  it's  impossible  to  re- 
move poUtics  fi"om  any  solution.  The 
White  House  wants  to  please  key  swing 


states  but  knows  it  could  get 
stung  if  it  angers  Shelby's 
coalition.  Among  states  op- 
posed to  the  FERC  plan  are 
Washington  and  Oregon,  Gore 
country  in  2000  and  both  the 
focus  of  Bush  attention.  Also 
in  the  fold  are  Arkansas,  Flori- 
da, and  Louisiana,  where  Bush 
won  narrowly. 

If  the  President  delays  a 
showdovm  until  after  the  elec- 
tions, he  can  zero  in  on  energy 
issues  with  bipartisan  support, 
such  as  mandatory  reliability 
standards  and  tax  incentives 
planning  is  urgent  for  transmission  investments. 
Then  he  can  look  like  an  ener- 
gy visionary — unless  the  lights  go  out 
again.  Voters  in  the  dark  may  think  twice 
about  leaving  Bush  on  the  power  grid. 
By  Richard  S.  Dunham,  unth  Mike  Mc- 
Namee, in  Washington 


WOOD 

The  FERC  head 
says  regionwide 


R  POLITICS 


ELECTION  2004 


The  Great  Blackout  of  2003  has  cascaded  through  the  American  political 
system.  Here  are  some  of  the  effects  it  will  have: 


ation  of  the  blackout  was  a 
can  nightmare.  Among  those 
he  dark  were  voters  in  four  key 
tates  coveted  by  the  White 
Michigan,  Ohio,  Pennsylvania, 
iplw  Jersey.  The  Dems  quickly 
Jdictably  blamed  Bush  for  fail- 
pdate  the  nation's  power  grid. 
:  Voters  are  unlikely  to  punish 
;ident,  but  more  blackouts 
-ive  him  a  political  black  eye. 


REGIONAL  RIVALRIES 


Solving  the  power  problems  is  compli- 
cated not  only  by  partisan  concerns 
but  also  regional  differences  that  mir- 
ror the  split  within  the  industry.  Some 
Hill  Republicans — mostly  from  the 
Northeast  and  Midwest — want  to  cre- 
ate a  nationwide  energy  grid.  But  law- 
makers from  the  Southeast  and 
Northwest  prefer  local  regulation. 
RESULT:  Even  more  lobbying  dollars 
will  be  flowing. 


CAPITOL  HILL  PARTISANSHIP 


Democrats  say  Republican  demands 
to  open  such  environmentally 
sensitive  areas  as  Alaska  to  drilling  is 
delaying  passage  of  an  energy  bill, 
which  includes  incentives  for  utility 
generation  and  distribution.  GOP 
leaders  say  the  Democrats  are  in  the 
pocket  of  environmental  extremists. 
RESULT:  Political  gridlock  unless  the 
Administration  drops  its  Alaska 
initiative. 


News:  Analysis  &  Commentary 


ENERGY 


WHAT  NEEDS 
TO  BE  DONE  NOW 

Key  steps:  Enforce  standards  and  add  digital  smarts 


IS 


For  a  commodity  we  take  for 
granted,  electricity  is  remark- 
ably challenging  to  deliver  The 
national  grid  that  sends  elec- 
trons to  our  computers  and 
toasters  is,  in  essence,  one  huge 
electrical  circuit.  The  laws  of  physics 
dictate  that  supply  and  demand  must 
stay  in  exquisite  balance,  Uke  a  balleri- 
na endlessly  pirouetting  en  pointe.  If 
one  transmission  line  fails,  the  system 
must  instantaneously  reroute  power  or 
other  lines  and  power  plants  will  fall 
like  so  many  domi- 
noes, causing  mas 
sive  blackouts. 

The  surprise 
that  the  unsung 
managers  of  the 
grid  successfully 
maintain  this  deli- 
cate balance  virtu- 
ally all  the  time,  us- 
ing automation  and 
their  omu  judgment 
to  keep  electricity 
flowing  amid 

storms,  floods,  and 
power-plant  crashes. 
Indeed,  problems 
like  those  suffered 
by  power  lines  in 
Ohio,  which  may 
have  led  to  the 
Aug.  14  blackout, 
are  solved  constant- 
ly every  day  on  the  grid.  "This  blackout 
should  not  have  occurred,"  says  WUliam 
Massey,  a  commissioner  at  the  Federal 
Energy  Regulatory  Commission  (ferc). 
"There  was  a  system  failure." 

The  reasons  for  the  failure — and  why 
some  areas  of  the  country,  such  as  New 
England,  did  cope — are  still  unknown. 
But  to  those  who  understand  the 
vulnerabilities  of  the  electricity  grid, 
there's  no  mystery  about  the  steps  that 
now  need  to  be  taken  to  reduce  the 
chances  of  future  blackouts.  They  have  a 
vision  of  a  technologically  advanced  dig- 
ital system  with  enough  smarts  to  man- 
age this  fragile  balance  on  its  own. 


AMPLE  SPENDING 
ON  NEW  PLANTS... 


TRANSMISSION 


'91     '92     '93     '94     '95     '96     '97     '98     '99     '00 

...BUT  TOO  LIHLE 
FOR  THE  GRID 

TOTAL  EXPENDITURES,  1991  TO  2000,  IN  BILLIONS 
GENERATION  TRANSMISSION 

$78.6       $27.2 

'CONSTANT  2002  DOLLARS 
Data:  Electric  Power  Research  Institute,  Edison  Electric  Institute 


Here's  what  we  need  to  get  there: 

Tough,  Uniform  Standards 

Today's  electricity  system  is  a  com- 
plicated patchwork  of  hundreds  of  pow- 
er plants  and  thousands  of  miles  of 
transmission  lines,  divided  up  into  scores 
of  different  control  areas,  each  run  by 
different  authorities.  After  the  blackout 
of  1965,  the  North  American  Electric 
Reliability  Council  (nerc)  was  created 
to  set  standards  and  rules  for  key  tech- 
nical details,  such  as  how  precisely  the 
quality  of  the  elec- 
tric current  must 
be  controlled,  or 
how  much  transmis- 
sion capacity  must 
be  held  in  reserve. 
But  the  standards 
are  voluntary  and 
are  not  always  met. 
"The  incentive  to 
cheat  is  universal," 
says  Ralph  Ca- 
vanagh,  co-director 
of  the  Natural  Re- 
sources Defense 
Council's  energy 
program.  That  can 
lead  to  problems 
when  electrons  flow 
across  the  seams 
between  regions  us- 
ing different  rules. 
There's  a  simple,  in- 


expensive solution  to  this:  mandatory 
national  standards,  with  nerc  cops  on 
the  beat  to  enforce  them. 

Information  Technology 

Rapid  surges  or  drops  in  power  can 
bum  out  transmission  lines  and  wreak 
havoc  at  power  plants.  That's  why  each 
component  is  protected  by  relays — es- 
sentially, circmt  breakers — that  open  to 
remove  the  hne  or  plant  from  the  grid. 
The  problem  is  that  there's  no  commu- 
nication between  the  various  parts  of 
the  grid.  "There  is  no  way  for  one  sys- 
tem operator  to  know  the  details  of 
what's  going  on  in  other  areas,"  says 


/ 
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Marija  D.  Ilic,  professor  of  electrical 
and  computer  engineering  at  Carnegie 
Mellon  University.  Ilic  and  others  have 
developed  softvi^are  that  looks  across 
seams  of  the  grid  and  better  manages 
the  overall  flow  of  electricity. 

Faster  Digital  Switches 

Imagine  how  hard  it  would  be  to  ship 
freight  on  the  railroads  if  it  took  10 
days  to  open  and  close  a  switch.  That's 
how  slow  the  current  mechanical  switch- 
es are  on  the  electricity  grid  relative 
to  the  speed  of  electrons,  says  Kurt  E. 
Yeager,  president  of  the  Electric  Power 
Research  Institute.  As  a  result,  there  is 
always  a  split-second  delay  in  respond- 
ing to  problems — which  in  some  in- 
stances could  be  too  long.  That's  why  a 
consortium  organized  by  EPRI  is  devel- 
oping digital  switches  that  operate  at 
the  speed  of  hght,  along  with  sensors 
capable  of  spotting  disturbances  in- 
stantly. With  the  new  technology,  the 
grid  would  be  smart  enough  to  react 
to  problems  before  they  spread.  "The 
key  is  to  make  the  grid  self-healing," 
says  Bruce  Germane,  vice-president  of 
Long  Island  Power  Authority. 

Adding  more 

transmission      lines  

also  helps.  But  the 
new  technology  can 
make  far  better  use 
of  existing  wires.  A 
substation  in  New 
York  is  being  outfit- 
ted with  the  new  dig- 
ital switches,  and  it 
will  pass  along  nearly 
200  megawatts  more 

power  than  before.  

Adding  digital  smarts 
is  one  of  the  big-ticket  items  in  upgrad- 
ing the  grid.  The  cost  is  pegged  at  $50 
billion  to  $100  billion  over  5  to  10  years. 
But  that's  a  bargain,  experts  say,  since 
routine  outages  alone  cost  the  economy 
an  estimated  $100  billion  a  year. 

Direct-Current  Links 

The  grid  operates  on  alternating  cur- 
rent— the  same  frequency  of  60  cycles 
per  second  as  the  stuff  that  comes  out 
of  your  wall  plug.  This  makes  managing 
the  grid  more  difficult  since  small  fre- 
quency fluctuations  on  the  grid  can  dam- 
age equipment  elsewhere.  But  if  the  AC 
power  generators  were  isolated  from 
each  other  using  high-voltage  direct- 
current  hnks,  there  would  be  less  need 
to  synchronize  frequencies.  "The  grid 
would  be  less  likely  to  go  out,"  explains 
Sarosh  Talukdar,  professor  of  electrical 
and  computer  engineering  at  Carnegie 
MeUon  University.  A  few  such  links,  in- 


"Distributed  power," 

with  offices  and 

homes  generating 

their  own  juice,  may 

become  a  trend 


eluding  an  846-mile  line  l-etween  the 
Pacific  Northwest  and  Los  Angeles, 
have  been  built,  epri's  Yeagtr  also  en- 
visions small  direct-current  minigrids  to 
deliver  higher-quality  power  to  indus- 
trial parks,  office  towers,  or  residences. 

Distributed  Sources  off  Power 

If  .subway  systems,  hospitals,  facto- 
ries, office  buildings,  and  even  homes 
had  their  own  powej-  sources,  blackouts 
would  be  far  less  disrupting.  And  these 
small  generators — everything  from  so- 
lar panels  and  windmills  to  diesel-pow- 
ered  facilities  and  small  turbines — could 
feed  their  excess  electricity  into  the  grid, 
reducing  the  need  for  new  pcver  f/lants 
and  transmission  lines.  "In  my  lifetime, 
there's  going  to  be  a  paradigm  shift  to 
distributed  resources,"  predicts  Shalom 
Zelingher,  director  of  research  and  tech- 
nology development  at  the  New  York 
Power  Authority.  One  reason  Zelingher 
and  most  other  energy  experts  are  san- 
guine: So-called  distributed  power 
schemes  can  save  money,  especially 
when  generators  are  attached  to  the 
grid.  Companies  with  their  own  power 
sources  can  use  the  cheapest  electrici- 
ty— theirs     or     the 

grid's — and  also  sell 

excess  power  back  to 
the  system. 

Paradoxically,  how- 
ever, attaching  many 
small  power  sources 
to  the  grid  increases 
the  potential  for  prob- 
lems, since  the  inter- 
mittent electricity 
generated   by   these 

sources  would  be  "just 

another  vehicle  to  up- 
set the  deUcate  balance  of  the  system," 
says  Yeager.  Therefore,  a  grid  smart 
enough  to  handle  the  added  complexity 
must  be  created  first. 

Once  electricity  experts  figure  out 
the  precise  causes  of  the  Aug.  14  black- 
out, they  will  be  able  to  make  immedi- 
ate fixes  to  prevent  the  same  chain  of 
events  from  recurring.  And  the  $100 
billion  investment  to  create  the  smart 
digital  grid  will  slash  even  further  the 
chances  of  massive  blackouts,  as  well 
as  routine  outages. 

Of  course,  technology  will  never  make 
the  system  completely  fail-safe.  "There 
is  no  way  of  guaranteeing  that  comph- 
cated  systems  wiU  never  go  down,"  says 
Carnegie  Mellon  University  economist 
Lester  B.  Lave.  But  taking  these  steps 
Mrill  reduce  the  odds  that  the  lights  go 
out  again  anytime  soon. 

By  John  Carey  in  Washington,  with 
Adam  Aston  in  New  York 
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COMMENTARY 

By  Paula  Dwyer 

THE  BIG  FOUR:  TOO  FEW  TO  FAIL? 


The  Securities  &  Exchange  Com- 
mission is  finally  getting  around 
to  discipUning  the  auditors  who 
played  supporting  roles  in  some  of 
the  biggest  corporate  disasters  in 
modem  time.  In  mid-August,  it 
banned  two  PricewaterhouseCoopers 
accountants  from  auditing  public 
companies  after  they  failed  to 
follow  audit  rules  in  reviewing  the 
books  of  software  company  Micro- 
Strategy  Inc.  and  conglomerate  lyco 
International. 

But  in  both  cases,  key  players  ap>- 
pear  to  have  dodged  the  sec  ham- 
mer. The  agency  didn't  pursue  other 
senior  partners  who  signed  off  on 
the  audits.  And  it  hasn't  brought 
charges  against  PwC  itself,  despite 
citing  the  finm  or  one  of  its  auditors 
for  improper  conduct  three  times  in 
the  past  three  months.  Moreover,  a 
PwC  spokesman  says  the  firm  con- 
tinues to  employ  the  Tyco  account- 
ant and  stands  behind  the  audits  he 
oversaw  from  1997  to  2001. 

The  mild  ptmishment  raises  a 
troubhng  question  that  has  lurked 
ever  since  last  year's  coUapse  of 


Arthur  Andersen:  Are  the  surviving 
Big  Four  accounting  firms  now  too 
few  to  be  allowed  to  fail — and  effec- 
tively beyond  regulators'  reach?  Any 
severe,  fiirmwide  sanction,  such  as  a 
one-year  ban  on  auditing  public  com- 
panies, could  put  an  accovmting  firm 
out  of  business.  That  would  only 
strengthen  the  ever-growing  concen- 
tration of  the  Big  Four.  Already, 
their  market  dominance  threatens  to 
make  imworkable  an  idea  the  sec  is 
studying  to  boost  auditor  independ- 
ence— requiring  companies  to  rotate 
audit  firms  every  five  years. 

Regulators  face  a  conundrum. 
They  must  carry  a  big  stick  but  not 
use  it  to  drive  any  of  the  remaining 
big  players  out  of  business.  The  sec 
and  the  new  Public  Company  Ac- 
coimting  Oversight  Board  (pcaob), 
which  shares  accoimting  enforcement 
with  the  SEC,  must  foster  competi- 
tion, even  if  it  means  asking  Con- 
gress to  open  the  federal  purse  to 
subsidize  small  firms'  expansion. 

This  doesn't  mean  SEC  officials 
don't  want  to  be  tough.  "We  can't 
expect  audit  firms  to  correct  defi- 


ciencies if  there's  no  firmwide  penal 
ty  after  a  string  of  failures,"  says  i 
top  agency  official.  Yet  Andersen's 
failure  shows  how  carefully  they 
must  tread.  All  but  a  handful  of 
Andersen  cUents  took  their  busines; 
to  one  of  the  remaining  four:  PwC, 
Deloitte  &  Touche,  Ernst  &  Young, 
and  KPMG.  A  July  30  General  Ac- 
coimting Office  report  says  that 
businesses  audited  by  the  Big  Four 
now  accoimt  for  an  astounding  99% 
of  all  public-company  sales.  "It's  a 
national  problem,"  admits  SEC  Chi 
man  William  H.  Donaldson.  "We': 
concerned  about  the  long-term 
implications." 

SEC  Enforcement  Director  Stephe 
M.  Cutler  won't  say  what's  next  in 
the  PwC  case  but  insists  he's  "dete: 
mined  to  pursue  firmwide 
sanctions."  If  so,  hell  need 
to  be  creative.  Already,  the 
agency  is  experimentini 
in  a  case  against 
Ernst  &  Young  for  a 
legedly  violating  rule 
preventing  audit  firms 
from  going  into  business 
with  the  companies  they  audit.  SEC 
lawyers  are  seeking  to  prevent  E&Y 
from  accepting  new  clients  for  six 
months.  E&Y  is  fighting  what  it  con- 
siders a  draconian  punishment.  Be- 
yond such  temporary  suspensions, 
the  agency  is  also  going  to  have  to 
impose  hefty  financial  penalties  for 
the  auditors  to  feel  pain. 

Fostering  competition  will  be 
harder.  The  Big  Four  dwarf  the  rest 
of  the  profession:  Annual  revenues  o 
the  20  next-largest  firms  combined 
don't  equal  the  $3.2  billion  in  U.  S. 
sales  of  KPMG,  the  smallest  of  the 
Big  Four.  It  could  take  a  decade  for 
one  of  the  second-tier  firms  to  grad- 
uate to  the  bulge  bracket  by  merg- 
ing, opening  new  branches,  and  hir- 
ing the  staff  needed  to  attract  a 
large  corporate  client. 

To  boost  competition,  the  federal 
government  could  subsidize  overseas 
expansion  of  the  non-Big  Four  by 
awarding  them  audit  contracts  at, 
say.  Defense  Dept.  installations.  At 
the  same  time,  the  SEC  could  encour 
age  large  foreign  accoimting  firms  tc 
compete  for  U.  S.  business,  a  step 
that  Donaldson  says  "should  be  a 
great  opportimity"  for  them.  The 
sooner  he  sends  out  the  invitations 
the  better. 


Dwyer  covers  accounting  from 
Washington. 
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Ne  see  management 
I  little  differently 
rom  the  other  guys. 


At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 
Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows... or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

*^  Pj  ►►  CIO  eBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  www.netiq.com/manageability 
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Work  Smarter. 


©Copyright  2003  NetlQ  Corporation.  All  rights  reserved.NetlQ  and  the  NetlQ  logo  are  registered  trademarks  of  the  NetlQ  Corporation. 
All  other  names  and  products  mentioned  herein  may  be  the  registered  trademarks  of  their  respective  companies. 


News:  Analysis  &  Commentary 


TELEVISION 


THE  PEACOCK 

IS  SPREADING  ITS  WINGS 

NBC  wants  to  grow.  A  Vivendi  deal  would  make  it  a  giant 


THE  QUEER 
EYES  HAVE  IT: 

NBC  bought 
Bravo,  which' 
carries  the 
hit  show 


The  hottest  new  show  in  TV-land 
these  days  is  Bravo's  Qweer  Eye  for 
the  Straight  Guy,  where  five  gay 
men  give  hapless  heteros  style 
makeovers.  Now  the  company  that  owns 
Bravo  looks  as  if  it  is  about  to  get  a 
major  makeover  all  its  own.  Having 
shaken  off  a  decade-long  aversion  to  the 
big  deal,  General  Electric  Co.'s  nbc  unit 
has  emerged  as  the  front-runner  for  the 
Hollywood  assets  of  French  conglomer- 
ate Vivendi  Universal,  which  include 
Universal  Pictures,  Universal  Television 
Group,  and  the  Sci  Fi  and  USA  Network 
cable  channels. 

After  weeks  of  negotiations,  GE  and 
Vivendi  seemed  to  be  moving  closer  to 
merging  nbc  with  the  latter's  Hollywood 
assets.  The  deal,  which  could  be  an- 
nounced after  Vivendi's  planned  Aug.  26 

board  meeting,  would  transform   

NBC  from  a  network  into  a  verti- 
cally integrated  media  giant  ri- 
valing the  likes  of  Viacom,  News 
Corp.,  and  AOL  Time  Warner. 
Fact  is,  with  network  TV  view- 
ership  declining  and  nbc  worried 
about  life  after  Friends,  GE 
needs  to  diversify  its 
entertainment     rev 
enues.      Moreover, 
NBC  Chairman  Bob 
Wright  is  mindful 
that  size  increas- 
ingly matters  in  the 
broadcasting  industry. 
"We'd  Uke  to  be  big- 
ger," he  says.  "If  we 
don't  get  Vivendi,  we'l 
look  for  other  properties.' 
For  years,  GE  resisted 
buying  Hollywood  stu- 
dios, arguing  that  the 
potential    for    big- 

NBC'S  BUYING  SPREE 


WHAT  IT  HAS  ACQUIRED  SO  FAR  . 

TELEMUNDO  The  24-hour  Spanish-language 
network  reaches  90%  of  U.S.  Hispanic 
households   PAID:  $2.7  billion 


BRAVO  The  cable  channel  has  hit  shows  like  Queer 
Eye  for  the  Straight  Guy,  Inside  the  Actor's  Studio, 
Boy  Meets  Boy,  and  The  West  Wing  reruns 
^/!D:  $1.25  billion 


budget  bombs  made  them  in- 
herently risky,  and  that  owning 
one  would  limit  nbc's  abihty  to 
choose  among  other  studios' 
hottest  TV  projects.  But  today, 
each  of  the  other  five  big  net- 
works is  owned  by  companies 
with  studios,  ensuring  them  a 
constant  supply  of  new  shows. 
Distributors  are  stronger,  too: 
Comcast  Corp.  now  controls  ca- 
ble TV  in  one-third  of  the  country,  and 
Rupert  Miirdoch's  News  Corp.  is  in  the 
process  of  buying  satellite  service 
DirecTV,  with  its  11.5  million  sub- 
scribers. To  make  sure  their  programs 
get  carried,  programmers 
need  heft. 

nbc's  new  boldness  may 
say  more  about  GE,  where 
earnings  fell  14%  in  the 
second  quarter  on  weak- 
ness in  its  power  sys- 
tems and  plastics  busi- 
nesses, among 


others,  nbc,  by  contrast,  racked  up 
highest  growth  of  the  quarter  witl 
26%  jump  in  earnings.  That  may  be  ( 
reason  why  GE  Chairman  Jeffrey  R.  ] 
melt  has  pushed  to  do  more  deals  in 
broadcast  unit  than  his  predecessor,  J; 
Welch.  In  the  past  two  years,  nbc  has 
versified  its  operations  by  spending 
billion  in  cash  and  stock  to  buy  Sp 
ish-language  broadcaster  Telemur 
Communications  Group  Inc. 
Bravo.  "The  combination 
Vivendi  assets  with  nbc  wo 
be  an  incredible  powerhous 
says  Michael  Holland,  chaim 
of  New  York  investment  fi 
Holland  &  Co.,  a  GE  sharehok 
"They  have  the  possibility 
creating  major  cash  flow  out 
this  thing." 

The  big  lure  for  nbc  is  Viv 
di's  cable  channels,  which  would  prov 
a  source  of  new  profits,  nbc  says  it 
generate  operating  earnings  of  $850 
lion  this  year,  up  24%  from  last  ye 
But  programming  costs  are  rising  f< 
Uber-producer  Dick  Wolf,  whose  Law 
Order  fi-ancWse  provides  20%  of  the  h 
prime-time  schedule,  is  demanding 
huge  fee  increase.  Owning  Univers 
which  produces  the  shows,  would  all 
NBC  to  air  reruns  on  its  own  cable  cK 
nels  and  scoop  up  extra  revenues. 

ge's  hard-nosed  style  still  could  p 

vent  a  deal  from  happening.  Rival  b 

ders  John  C.  Malone's  Liberty  Me 

Corp.  and  a  group  headed 

Vivendi   Vice-Chairman   Edj 

Bronfman  Jr.  are  offering  a 

up  front.  GE  would  inste 

give  Vivendi  as  much  as  2; 

of  a  joint  venture,  with  a  gu 

antee  that  the  French  compa 

could  cash  out  for  GE  stock 

through  an  initial  pubUc  offeri 

later.  Still ,  people  close  to  the  ta 

say  Vivendi  Chairman  Jean-Rc 

Fourtou  figures  he  may  gen 

ate  a  bigger  payday  down  t 

road  with  ge's  buttoned-do 

managers.  That  would  give  h 

a    front-row    seat    for    NB 

much-needed  makeover. 

By  Ronald  Grover 

Los  Angeles,  w 

Diane  Brady  and  Tom  Lowry 

New  Yc 


.  .  AND  THE  VIVENDI  PROPERTIES  IT  MAY  BUY  ND 

UNIVERSAL  PICTURES/UNIVERSAL  TELEVISION  The 

movie  studio  is  in  the  midst  of  a  three-year  hot  streak,  while 
the  TV  studio  makes  the  popular  Law  &  Order  franchises 


USA  NETWORK  Once  top-rated,  it's  still  a  power  with 
shows  like  Monk  and  has  a  No.  5  overall  rating 


SCI  FI  CHANNEL  Steven  Spielberg-produced  UFO  thriller 
Taken  has  hypercharged  ratings 
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FIRST  THINGS  FIRS! 


Put  the  2003  Honda  Clearance  at  the  top  of  your  list. 
It  comes  only  once  a  year  and  won't  last  long.  Life  can  wait. 

Clearance  ends  September  2. 

The  2003  HoHda  ClearaRce. 


See  Your  Honda  Dealer  Today 
honda.com 


t®  and  the  color  canary  yellow  arc  rcRistcrcd  trademarks  of  3M  Company. 


62003  American  tlonda  Motor  C^o.,  Inc. 
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RETAILING 


BACK-TO-SCHOOL 
IS  GEHING 
HIGH  ^ARKS 

An  eai  iy  buying  surge 

has  retailers  breathing  easier 

Lulu  Flores  can  thank  President 
George  W.  Bush  for  her  new  cargo 
miniskirt.  As  soon  as  the  tax-credit 
checks  arrived,  her  parents  gave  her 
$200  to  spend  on  back-to-school  items. 
That's  $50  more  than  last  year.  On  Aug. 
18,  the  14-year-old  New  Yorker  was  at  a 
H&M  Hennes  &  Maxmtz  store  in  mid- 
town  Manhattan,  debating  with  her 
friend  Heather  about  whether  a  chngy 
$10  t-shirt  win  pass  muster  in  the  class- 
room. "I  think  people  are  going  to  be 
dressing  better  this  year,"  she  says, 
with  a  touch  of  anxiety.  "All  my  friends 
are  buying  more." 


school  promotions.  Even  hard-pressed 
department  stores  are  abuzz  with  better 
news.  Bloomingdale's  Chairman  and  CEO 
Michael  Gould,  coming  off  his  best  quar- 
ter since  2000,  says  August  sales  are 
above  expectations:  "We  feel  very  good 
about  the  business  right  now." 

More  money  in  shoppers'  wallets  is 
helping:  Tax  rebates  have  given  them  an 
extra  $13  billion.  And  many  still  have 
cash  left  over  from  refinancing  their 
homes.  Plus,  retailers  are  offering  dis- 
coimts  on  everything  from  home  PCs  to 
cargo  pants  to  woo  people  through  their 
doors.  "When  back-to-school  sales  are 
up,"  says  Ellen  ToUey,  a  spokeswoman 
for  National  Retail  Federation,  "it's  a 
good  sign  for  the  rest  of  the  year." 

Retailers  could  use  a  little  good  news. 
Last  year's  back-to-school  season  was 
"a  debacle,"  recalls  veteran  retail  con- 
sultant Howard  Davidowitz.  In  2002, 
according  to  nrf,  families  with  kids  age 
6  to  17  said  they'd  spend  an  average 
of  $441.60  on  back-to-school  items,  down 
from  the  $456.70  families  spent  in  2001. 
Now,  spending  is  finally  bouncing  back  a 
bit.  This  year,  nrf  expects  such  spend- 


skater,  or  even  ptmk-rock-inspired  gi 
are  also  popular  with  teens.  All  a{ 
are  picking  up  cargo  pants,  as  well 
cargo-styled  skirts,  shirts,  and  jacke 

But  as  consumers  drop  more  doll 
in  stores,  they're  on  the  lookout  for  b 
gains.  Over  78%  of  those  surveyed 
NRF  said  they  intend  to  buy  their  ba 
to-school  gear  in  discount  stores.  It's 
surprise  then  that  stores  are  putt: 
more  emphasis  on  providing  quality.  ] 
tailers  from  Gap  Inc.  to  Children's  PL 
Retail  Stores  Inc.  are  offering  high 
quaUty  merchandise  for  the  same  pr 
as  last  year.  Tara  Poseley,  senior  vi 
president  for  GapKids  and  babyGap 
San  Francisco,  says  the  chain  has  i 
proved  fit  and  fabrics  this  year  and  1 
also  added  features  such  as 
Shield — a  teflon-coated  twiU  that  resi 
stains — to  traditional  items  with( 
charging  more. 

Merchants  are  optimistic,  but  tl" 
acknowledge  that  despite  a  few  sc 
weeks,  they're  hardly  out  of  the  woo 
For  one  thing,  consumers  now  sprt 


WAL-MART:  Discount  stores  vrill  lecu 


Chalking      Average  spending 

"      per  family  on  back- 
up Sales       to-school  items* 


$436.00    $548.80   $456.70    $441.60   $450.7( 


*Survey  of  households  with  children  age  6-17 


Data:  National  Retail  Federation 


After  a  tough  spring  and  last  year's 
truly  horrible  fall  season,  a  surge  in 
back-to-school  shopping  has  some  re- 
tailers rejoicing.  Sure,  they're  still  wor- 
ried about  the  rest  of  the  year.  But  for 
now  at  least,  prospects  look  brighter. 
Bellwether  Wal-Mart  Stores  Inc.  says 
August  same-store  sales  could  show  the 
biggest  gain  in  a  year.  On  Aug.  19,  Sta- 
ples Inc.  reported  a  47%  rise  in  net  in- 
come, to  $87.8  miUion  for  the  second 
quarter,  in  part  because  of  early  back-to- 


ing  to  rise  2%,  to  an  average  of  $450.76 
per  family,  or  a  total  of  $14.1  billion. 
About  65%  of  that  will  go  to  clothes 
and  shoes,  with  16%  for  school  supplies 
and  about  19%  on  electronics. 

What  are  kids  persuading  their  par- 
ents to  buy?  In  apparel,  the  military 
look  is  hot  this  year,  while  other  fa- 
vorites include  strappy  tops,  plaid  kilt 
"skorts" — a  skirt-over-shorts  combo — 
and  hooded  sweatshirts.  Vintage  fash- 
ions, as  well  as  the  long-favored  surfer, 


whJ 


wq 


out  their  purchases  or  even  delay  t. 
until  after  school  starts.  That's 
strategy:  She'll  buy  one  outfit  now 
then  look  aroimd  the  halls  to  see 
hot  before  buying  the  rest.  With  s 
of  students  doing  the  same,  stores 
be  able  to  declare  the  season  a  suc^ 
until  the  end  of  September — or  e\| 
early  October.  After  that,  they'll 
praying  for  a  good  Christmas. 

By  Diane  Brady  in  New  York,  u, 
Wendy  Zellner  in  Dallas 
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IrEI  works  with  QWEST 

Cutting-edge  technology  is  vital  to  winning  new  business,  but  it's  only  half  of  the  package.  You  need  great 
people  and  great  service  to  make  it  all  come  together.  That's  what  we  believe  :;t  Qwest,  anc  we  prove  it 
every  day  to  companies  like  Recreational  Equipment,  Inc.  When  they  said  "no  dovvntime,"  Qwest  listened  and 
delivered.  We  implemented  a  complete  Dedicated  Internet  Access  solution  for  RE!,  beating  their  deliver/ 
date  by  two  weeks.  With  this  service  up  and  running,  REI's  Internet  sales  continue  to  see  double-digit  growth 
year  over  year.  Their  success  is  our  success.  It's  a  relationship  that  continues  to  this  day.  It's  our  Spirit  of 
Service "  commitment.  And  it's  what  sets  us  apart. 


I 


DIA  is  available  throughout  the  United  States.  Qwest  DIA  service  also  provides  high-speed  Internet  access  to  more  than  240  major  cities  in  19  European  countries.  However,  customers  in  the  states 
CO,  lA,  ID,  MN,  MT,  ND,  NE,  NM,  OR,  SD,  UT,  WA  and  WY  will  have  their  Qwest  Internet  services  provided  in  conjunction  with  a  separate  Global  Service  Provider  (GSP).  This  provider  will  supply 
lers  with  connectivity  to  the  global  Internet.  When  Qwest  receives  regulatory  relief,  it  will  offer  this  service  without  the  use  of  a  GSP.  ©2003  Qwest  Communications  International  Inc. 
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VIAGRA 

HAS  A  HEADACHE 

THE  LITTLE  BLUE  PILL  IS  GET- 
ing  a  little  competition.  On 
Aug.  19,  Bayer  and  Glaxo- 
SmithKIine  received  Food  & 
Drug  Administration  ap- 
proval for  their  impotence 
drug  Levitra.  The  drug  is 
the  first  major  challenger  to 
Pfizer's  Viagra.  Analysts  say 
Levitra  may  be  faster-acting 
than  \^agra.  But  expect  Pfiz- 
er to  defend  its  $1.7  bUlion 
impotence  drug  aggressively, 
even  pointing  out  to  doctors 
that  Levitra  carries  a  warn- 
ing about  possible  heart 
rhythm  disturbances.  A 
spokesperson  for  Bayer  and 
Glaxo  says  the  FDA  concluded 
the  cardiac  issue  was  not 
"clinically  significant." 

HAMMERING  AWAY 
AT  HOME  DEPOT 

WITH  THE  BABY  BOOMERS  NOW 
in  their  nesting  years,  the 
battle     between     retailers 


CLOSING    BELL 


THATIL  SHOW  'EM 

For  years,  investors  have 
wondered  when  storage  mak- 
er Network  Apphance  would 
get  squashed  by  larger  rivals 
such  as  EMC.  On  Aug.  20,  It 
helped  allay  those  fears  by 
reporting  a  76%  jump  In 
first-quarter  earnings.  The 
news  sparked  a  16%  jump  in 
Network  Appliance's  stock,  to 
nearly  $21. 


16  NetworkAppliance 


STOCK  PRICE 


AUG.  20 


AUG.  12,  '03 
▲  DOLLARS 

Data:  Bloomberg  Financial  Martets 


Home  Depot  and  archrival 
Lowe's  has  become  the  do-it- 
yourself  equivalent  of  the  cola 
wars.  And  the  second  quarter 
looks  like  another  win  for  up- 
start Lowe's,  which  said  on 
Aug.  18  that  profits  for  the 
quarter  ended  Aug.  1  sizrged 
28%,  thanks  to  a  heady  17% 
rise  in  sales.  The  following 
day.  Home  Depot  notched  a 
9.9%  rise  in  second-quarter 
profits  on  a  10.5%  rise  in  rev- 
enues. But  while  Lowe's 
stock  rose  $3,  to  $51.96,  on 
its  strong  report.  Home  De- 
pot shares  tumbled  5%,  to 
$32.16,  as  investors  decided 
that  Lowe's  is  winning  mar- 
ket share  with  brighter 
stores. 


RJR:  SMOKE,  SMOKE 
EVERYWHERE 

THE  MOOD  IS  GLUM  ON  TOBAC- 
CO Road.  On  Aug.  20,  R.J. 
Reynolds  Tobacco  Holdings 
told  workers  to  expect  an  im- 
specified  number  of  job  cuts 
as  soon  as  September.  The 
layoff  warning  comes  after 
the  maker  of  such  popular 
brands  as  Winston  and  Camel 
reported  a  67%  drop  in  sec- 
ond-quarter profits.  RJR,  the 
second-largest  U.S.  cigarette 
maker,  blamed  the  decline  on 
competition  from  discount 
brands.  The  bad  news  doesn't 
stop  there,  rjr's  accounting 
practices  are  also  the  target 
of  a  probe  by  the  Securities 
&  Exchange  Commission. 
The  SEC  wants  more  disclo- 
sxrre  about  how  much  of  rjr's 
sales  and  marketing  budget 
goes  toward  defense  against 
product-habihty  claims. 

NORTHWESrS  SKIES 
ARE  CLEARING 

NORTHWEST  AIRLINES  WON't 

have  to  break  into  its  piggy 
bank  after  all.  The  nation's 
No.  4  carrier  got  the  go-ahead 
from  the  Labor  Dept.  on 
Aug.  18  to  replenish  under- 
funded pension  plans  with 
stock  in  a  regional-airUne  sub- 


HEADLINER:   MICHAEL   POWELL 


CHANGING  HIS  CHANNEL 


Confronting  a  fierce  pubhc 
backlash  against  relaxing 
media-owner^p  laws, 
Federal  Communications 
Commission  Chair- 
man Michael  Powell 
is  trying  to  make 
amends.  Powell 
directed  the 
agency  on  Aug. 
20  to  recommend 
ways  to  promote 
local  content  on  TV 
and  radio.  But  the 
move  wQl  probably  do 
little  to  slow  momentum  in 
Congress  to  overturn  a 
new  rule  that  allows  TV 
networks  to  own  local  sta- 
tions covering  45%  of  the 
nation's  audience,  up  from 
an  original  35%  Umit. 

Powell  says  public  out- 
rage is  based  on  misguided 
fears  that  big  media  wiU 


ignore  local  programming 
He  argues  that  rules  to 
promote  such  prograr 
would  address  those 
cems.  Powell  namecl 
two  task  forces  tc 
recommend  gui 
lines  within  a 
year  to  promote 
localism  in  broaj 
casting  and  to 
promote  minority 
and  small-businesd 
ownership.  He  also 
directed  the  agency  to  i 
sue  more  licenses  for  loca 
radio  stations. 

Many  had  speculated 
that  PoweU  would  step 
down  after  pushing 
through  his  media  regs 
form.  Now,  the  betting  is 
he'll  stick  around  to 
restore  his  reputation. 

By  Catherine  Yai 


sidiary  instead  of  cash. 
Northwest  asked  for  an  ex- 
emption in  late  2002,  saying 
it  did  not  have  enough  money 
to  bring  the  fimds  up  to  re- 
quired levels.  But  in  the  sec- 
ond quarter,  the  company 
posted  its  first  quarterly  prof- 
it in  nearly  two  years.  It  also 
reported  that  cash  reserves 
now  stand  at  $2.8  billion.  De- 
spite the  stronger  balance 
sheet,  Northwest  says  it'll 
take  advantage  of  the  break 
to  contribute  at  least  $223 
million  in  Pinnacle  Airlines 
stock  to  its  pension  plans  and 
husband  the  cash  stash  for 
other  uses. 


CHARGES  IN  A  BW 
STOCK-TIP  CASE 

FEDERAL  AUTHORITIES   HAVE 

charged  a  former  U.  S.  Postal 
Service  employee  with  securi- 
ties fi:^ud  for  misappropriating 
stock  tips  fi-om  BusinessWeek. 
On  Aug.  20,  the  sec  sued 
Davi  Thomas,  formerly  em- 


ployed in  a  Mount  Ver 
(N.Y.)  sorting  facility,  chi 
ing  that  he  reaped  $154, 
by  trading  stocks  mentio 
in  BW's  Inside  Wall  Str 
column.  From  1996  to  11 
Thomas  allegedly  read  BA\ 
it  passed  through  the  faci 
and  allegedly  made  numer 
trades,  profiting  from  w 
the  sec  called  the  colur 
"material  impact."  The  L' 
Attorney  for  the  Eastern  I 
trict  of  New  York  also  fi 
an  indictment.  Thomas  co 
not  be  located  for  commt 
SEC  officials  say  his  whc 
abouts  are  unknown. 


ET  CETERA , .  ■ 

■  Nokia  sold  more  than  \ 
its  stake  in  ailing  network 
outfit  Redback  Networks. 

■  Guidant  must  pay  Johns 
&  Johnson  $425  rniUion 
patent  infiringement  on  a  st< 

■  The  FCC  allowed  AOL  to  i 
video  in  its  instant  messag 
service. 
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TED  BY  RICHARD  S.  DUNHAM 


OW  THE  BUSHIES  WILL  SPEND 
N  AYAUNCHE  OF  CASH 


junning  for  office  isn't  cheap.  Senate  campaigns  in  states 
■such  as  North  Carolina  can  set  you  back  $10  million,  and 
la  Presidential  bid  totals  more  than  10  times  as  much, 
n  by  those  expensive  standards,  President  George  W. 
h's  ability  to  spend  more  than  $200  million  between  now 
Labor  Day  2004  would  leave  all  previous  records  in  the 
;.  With  no  GOP  opposition.  Bush  can  use  the  primary  sea- 
to  mount  a  lavish  dress  rehearsal.  The  Bush  spending  ma- 
e  will  try  out  new  campaign  technologies,  soften  up  vot- 
in  key  swing  states,  lay  the  groundwork  for 
listicated  get-out-the-vote  efforts — and  at- 
pt  to  leave  the  Democrats  in  a  futile  game 
itch-up  going  into  the  general  election, 
f  course,  there  will  be  TV  time  aplenty, 
m  March,  2004,  until  the  Repubhcan  con- 
ion  in  early  September,  the  President's  re- 
tion  campaign  wiU  blitz  the  airwaves.  (The 
paign  has  to  bum  through  primary  funds 
re  the  convention  so  it  can  qualify  for  pub- 
unds  in  the  general  election.) 
;  won't  be  just  the  quantity  of  Bush  ads 

will  stand  out.  The  campaign  will  have 
resources  to  replace  hackneyed  30-second 
,s  with  one-  or  even  two-minute  vignettes 
ocal  stations  and  cable.  "The  30-second  spot 

ss  and  less  effective,"  says  gop  pollster 
nk  I.  Luntz.  Longer  pitches  aren't  cheap: 

tz  says  a  60-second  spot  costs  70%  more  

1  the  standard  half-minute.  But  the  Bushies  can  afford  it. 
list  as  important  will  be  where  those  commercials  run. 
1  Bush's  war  chest,  he  can  hit  hard  in  states  he  lost  in 
),  including  Iowa,  Michigan,  Pennsylvania,  and  Wisconsin. 

campaign  might  also  advertise  in  such  likely  Democrat- 
ates  as  New  York,  Illinois,  and  Cahfomia,  forcing  Dems 
pend  scarce  dollars  protecting  turf, 
/hile  Bush  will  spend  plenty  on  media,  he'll  have  lots 
over  to  put  in  place  an  ambitious  get-out-the-vote  effort — 


BUSH:  High-tech  campaign 


denying  Democrats  that  traditional  edge.  "We  will  be  dedi- 
cating substantial  resources  to  our  grassroots  network,"  says 
Scott  Stanzel,  spokesman  for  the  Bush-Cheney  campaign. 

Bush's  cash  will  also  buy  the  best  information  about  voters 
and  their  preferences,  which  in  turn  vdll  allow  the  campaign 
to  customize  its  message.  "We've  found  that  it's  not  always  a 
good  idea  to  reach  out  to  people  based  on  party  affiliation  but 
rather  on  issues  that  we  agree  on,"  says  Blaize  Hazelwood, 
political  director  of  the  Republican  National  Committee. 

New  technology  will  let  the  Bushies  nail 
down  those  connections  more  precisely  than 
ever.  Luntz  points  to  automated  polling  systems 
that  can  call  people,  ascertain  a  respondent's 
positions  on  10  key  issues,  and  deliver  a  follow- 
up  call  emphasizing  points  where  the  Presi- 
dent's agenda  dovetails  with  the  household's 
priorities.  "In  a  sense,  it  will  allow  [Bush]  to 
personalize  the  campaign  even  while  it  is  na- 
tional in  scope,"  he  says.  All  that  cash  could 
also  make  direct  mail  much  more  effective: 
Voters  may  find  videos  or  CD-ROMs  in  their 
mailboxes  instead  of  brochures. 

With  the  Bush  reelection  effort  equipped  to 
spare  no  expense,  Democrats  are  looking  at  a 
bleak  picture.  Emerging  from  a  punishing  pri- 
mary fight,  the  nominee  will  immediately  be 
pummeled  on  the  airwaves — with  little  money 
left  to  respond.  And  Republicans  will  lever- 
age sophisticated  voter  information  to  sway  undecideds  and 
insure  a  pro-Bush  turnout  on  Election  Day. 

Some  political  analysts  dovniplay  the  GOP's  cash  advan- 
tage. "I'd  rather  have  a  hot  candidate  vrith  a  hot  message 
than  all  of  the  money  in  the  world,"  says  Phil  Noble,  founder 
of  PoliticsOnline,  a  political-strategy  firm  specializing  in  In- 
ternet communications.  That  may  be — but  all  the  money  in 
the  world  certainly  won't  hurt  Bush. 

By  Alexandra  Starr 


CAPITAL  WRAPUP 


[ERGISE  IN  FUTiHTY  I 

Florida  Senator  Bob  Graham's  Presi- 
ntial  campaign  is  playing  a  name 
ime  game.  It's  citing  moniker  confu- 
)n  for  the  increase  in  his  negative 
11  ratings.  Team  Graham  suggests 
uth  Carolina  Democrats  are  mixing 
jnator  Bob  up  vdth  Republican  Lind- 
y  Graham,  the  state's  junior  senator, 
id  in  New  Hampshire,  aides  say 
me  voters  are  confusing  Senator  Bob 
th  Republican  Phil  Gramm,  a  '96 
hite  House  hopeful.  Graham  is 
wed  favorably  by  19%  of  Granite 


State  Dems  vs.  29%  unfavorable — ^up 
from  7%  in  January,  according  to 
American  Research  Group  (arg)  polls. 
Only  Al  Sharpton  does  worse. 

EXERCISE  JN  FUTILITY  11 

►  North  Carolina  Senator  John  Ed- 
wards, also  looking  for  more  recogni- 
tion in  New  Hampshire,  took  to  the 
airwaves  this  summer.  Now,  86%  of 
voters  are  aware  of  his  candidacy,  ac- 
cording to  ARG.  But  Edwards'  positive 
ratings  haven't  budged,  and  support 
has  dipped  from  3%  to  2%.  Maybe  it's 
better  to  be  unknowTi  than  unloved. 


THE  ODDS  ON  ARNOLD 

►  Will  Arnold  Schwarzenegger  be 
California's  next  governor?  You  can 
bet  on  it — and  the  odds  are  in  his  fa- 
vor. Betonsports.com,  one  of  the 
biggest  gambhng  sites,  has  an  Arnold 
win  at  1-2.  At  BoDog.com,  $10  on 
Arnold  nets  only  $11.  For  a  real  pay- 
out, $10  on  comedian  Gallagher  prom- 
ises a  half-million  at  BetwwTS.com. 
Governor  Gray  Davis  can  take  some 
consolation:  At  4-1  on  BoDog,  his 
odds  are  better  than  the  Republican 
he  beat  in  '02,  Bill  Simon  (5-1). 
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KARSAI  PLASTICS  IN  B|l 

HUNGARY:  Cheaj)  labi  t.a 
isn't  enough  anymor 


are    beginning    to 
away  industrial  inv( 
ments  that  helped  this 


Bt 


[S( 


Por  fia 


EASTERN  EUROPE 


A  CHILL  WIND  BLOWS 
FROM  THE  EAST 

Eastern  Europe's  dynamos  are  losing  jobs  to  Asia 


At  first  glance,  IBM's  computer  disk- 
drive  factory  in  Szekesfehervar, 
Hungary,  doesn't  look  the  picture 
of  industrial  decline.  Built  just 
eight  years  ago,  its  bright  facade  still 
glows  from  a  hillside  overlooking  a 
bustling  shopping  plaza.  But  a  closer 
look  reveals  an  unnatural  stillness. 
Loading  docks  that  once  were  piled 
high  with  components  he  empty.  Turn- 
stiles that  admitted  3,700  workers  a  day 
are  chained. 

IBM  shut  the  plant  last  No- 
vember, moving  the  work  to 
China,  where  wages  are  75% 
cheaper.  Dutch  electronics 
maker  Royal  Philips  Elec- 
tronics and  Singapore  con- 
tract manufacturer  Flextron- 
ics International  Ltd.  have 
moved  an  additional  1,500 
Hungarian  jobs  to  China  in 
the  past  18  months.  Flex- 
tronics also  has  closed  a 
1,000-worker   plant    in    the 


Czech  Republic.  The  closings  are  send- 
ing shudders  across  eight  formerly  com- 
munist countries  just  as  they  are  gear- 
ing up  to  celebrate  their  entry  into  the 
European  Union  on  May  1. 

The  most  successful  of  that  group — 
Hungary,  Poland,  and  the  Czech  Re- 
pubUc — ^have  been  put  on  warning  even 
before  the  party  starts  that  EU  mem- 
bership is  no  economic  panacea.  The  la- 
bor markets  of  Asia,  especially  China, 


gion  rebuild  after  cfsai 
munism's  collapse.  "Tl 
whole  goal  has  beeri^uii 
join  the  EU, 
Humphrey  W. 
president  of  FlextroAiJ 
Europe.  "The  risk  is  t  to 
they  don't  realize  this  m 
rat  race.  And  it's  just  to 
beginning,  not  the  enc  iBi 
The  manufacturing  r 
flight  is  prompting  sc  ml 
governments  to  look  ifi 
ways  to  diversify  ti  jr 
economies.  "These  co  m 
tries  have  to  make  tiro 
their  minds  where  tl  U 
want  to  be  in  10  ye;  ig 
time,"  says  Wun  W^eh  ith 
Philips  regional  CEO  for  Europe.  "If  tl  d 
try  to  keep  attracting  [investment  ba  m 
on]  cheap  labor,  they'll  have  problei  1 1 
Their  real  future  test  will  be  how  v  ab 
they  emphasize  knowledge-based  jol  d : 


F 


Upgrading 
Eastern  Europe 


AS  UNSKILLED  MANUFACTURING 
JOBS  MOVE  TO  CHINA  ..  . 

COMPANY  JOBS     COUNTRY    DESTINATION  YEAR 


COMPANY 


The  competition  will  be  harsh.  Inc 
the  Philippines,  and  Russia  are  ris  I 
powers  in  information  technology 
customer  support.  But  Eastern  EurcL 
has  some  advantages.  EU  law  prohih  ^ 
storage  of  banking  data  outside  t  a 
vinion.  So  joining  the  EU  vrill  help  1  (O 
region  grab  back-office  financial  jo  ni 
EU  membership  also  will  increase  t « 
feeling  of  security  for  foreign  investo  si 

But  Eastern  Europe's  cost  advanta  ml; 
is  shrinking  by  the  day.  In  the  past  t  ixj 
years,  real  wages  have  risen  by  20%  m 
Hungary  and  11.5%  in  the  Czech  J  | 
pubUc,  according  to  Vienna-based  Ers  b; 
Bank.  Despite  the  runup,  wages  in  Ea  fe 
em  Europe's  most  dynamic  economi  \i 
are  still  25%  lower  than  those  in  We  ;« 
em  Europe.  But  the  gap  is  vrideni  nt 
•with  China,  where  wages  have  stayed  \, 
about  $100  per  month  for  unskilled  fs  ^ 

.  .  EAST  EUROPE  SNAGS  SOME     k 
GLOBAL  SERVICE  POSITIONS      ^i 

JOBS     DESCRIPTION  DESTINATION     YEAR   L' 
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500    IT,  back  office       Hungary     2001 
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300    BackOffice 


Hungary     200! 


EDS 


IBM               3,700 

Hungary  China 

2002 

FLEXTRONICS  1,000 

Hungary  China 

2002 

PHILIPS            500 

Hungary  China 

2003 

140    Call  center  Hungary     20m^ 
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PHILIPS        500    BackOffice 


Poland       2003 


IBM 


200    Customer  support  Czech  Rep  200li 


LoglcaCMG  200    IT 


Czech  Rep  2003. 


Data:  Companies,  BusinessWeek 
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'  workers.  Greater  access  to  China's 
:  domestic  market  also  makes  the 
'  for  moving  production  more  com- 
ing. Even  Eastern  European  com- 
es, such  as  Hungary's  Karsai  Plastics 
iiing,  are  opening  plants  in  China, 
/ages  don't  dictate  every  investment 
sion.  Proximity  to  Western  Europe, 
to  mention  Eastern  Europe's  blos- 
ing  consumer  markets,  can  be  an 
antage.   For  large   appliances   or 
)S,  shipping  costs  are  high.  PSA  Peu- 
-Citroen  and  Toyota  Motor  Corp. 
open  a  joint  plant  in  the  Czech  Re- 
lic in  2005  employing  3,000.  PSA  will 
li  a  3,500-worker  factory  in  2006  in 
akia.  And  since  moving  production 
Microsoft  Corp.'s  Xbox  game  con- 
s  to  China,  Flextronics  has  hired 
le  Hungarians  to  make  goods  such  as 
for  France's  Schneider  Electric, 
hanks  to  such  investment,  the  num- 
of  overall  manufacturing  jobs  in 
igary  and  the  Czech  Republic  has 
ained  steady  in  2001  and  2002,  while 
two  economies  are  growing  at  2.7% 
2.2%,  respectively.  But  that's  fol- 
ing  years  of  heady  manufacturing 
A^th.  And  Poland  has  lost  250,000 
liufacturing  jobs  in  the  same  period, 
ome  of  the  manufacturing  work  is 
ig  replaced  by  higher-skilled  jobs, 
about  three  miles  from  IBM's  moth- 
d  factory  in  Szekesfehervar,  Alcoa 
just  hired  210  service  workers.  Two- 
Ids  of  them  handle  finance  and  ad- 
istration  tasks.  The  rest,  mostly 
ing  techies  dressed  in  T-shirts  and 
Us,  run  and  help  design  applications 
a  computer  system  that   serves 

00  Alcoa  Inc.  workstations  across 
continent.  Piano  (Tex.)-based  Elec- 
ic  Data  Systems  Corp.  has  opera- 
s  in  Poland,  Hungary,  and  the  Czech 
(ublic.  Its  call  center  in  Budapest 
ddes  remote  information  technolo- 
^upport  for  companies  such  as  Gen- 
Motors,  Coca-Cola,  and  Sweden's 

■sson.  "There's  going  to  be  a  huge 
e  in  the  next  three  to  five  years  in 
transition  to  commoditized  back-of- 
services,"  says  Laszlo  Szakal,  eds's 
it  sales  executive  for  Hungary, 
'o  attract  these  jobs,  governments 
Castem  Europe  are  starting  to  re- 
ip  education  systems  that  have  been 
lected  since  the  political  changes  of 
)-90.  In  Hungary,  a  new  law  allows 
istry  groups  to  supervise  curricu- 

at  vocational   schools.   "It's  not 
agh  anymore  just  to  create  a  safe  le- 

financial,  and  economic  environ- 
it,"  says  Hungary's  Economy  & 
nsport  Minister,  Istvan  Csillag.  To 
p  pace  in  the  global  economic  race, 
new  EU  members  will  have  to  use 
r  heads  more  than  their  hands. 
iy  Christopher  Condon  in  Budapest, 

1  Rick  Butler  in  Warsaw 


RUSSIA 


RETAIL  BANKING 
RENAISSANCE 

Local  and  foreign  banks  are  courting  Russia's  middle  class 


Russia  has  done  a 
lot  to  nurture  a 
consumer-oriented , 
free-market  economy 
out  of  the  ruins  of 
communism.  But  one 
crucial  gear  of  capital- 
ism is  still  missing — a 
thriving  network  of 
private  retail  banks. 
State-run  Sberbank 
still  dominates  the  re- 
tail landscape  as  in- 
roads by  private  banks 
were  wiped  out  in  the 
financial  crisis  of 
1998 — along  with  many 
Russians'  savings. 

Now  that  is  finally 
changing.  With  Russia's   AGGRESSIVE: 
economy  clocking  Alfa  has  the 

steady  growth,  private  lead  in  private 
banks,  both  local  and  retail  banking 
foreign,  are  making  a 
big  push  to  expand  their  retail  business. 
Dozens  of  retail  branches  are  opening 
around  Moscow  and  other  cities,  featur- 
ing services  not  offered  by  Sberbank, 
such  as  24-hour  banking  and  unsecured 
personal  loans.  "The  coimtry  has  reached 
the  point  that  we  can  develop  a  prof- 
itable business  serving  middle-class 
clients,"  says  Didier  Alix  of  France's  So- 
ciete  Generale,  which  plans  to  open  the 
first  of  five  branches  in  Moscow  this  fall. 
The  expansion  is  timed  to  coincide 
with  the  expected  passage  in  the  next 
few  months  of  a  law  that  extends  de- 
posit insurance  to  private  accounts.  De- 
posits up  to  $620  would  be  100%  guar- 
anteed, while  those  up  to  $3720  would 
be  75%  secured.  Until  now  only  Sber- 
bank accounts  have  been  protected, 
which  has  helped  it  keep  a  lock  on  68% 
of  all  retail  deposits.  But 
even  without  the  new  law, 
private  bank  deposits  are 
growing.  Total  retail  bank 
deposits  have  doubled 
since  2001  to  $40.1  billion. 
At  the  same  time,  Sber- 
bank's  market  share  has 
dropped  from  75%  in 
2000,  and  brokerage  Troi- 
ka Dialog  forecasts  it 
falling  to  63%  by  2005. 
Russia's  Alfa  Bank,  Ros- 
bank,  and  mdm  Bank  all 
are  expanding  rapidly. 


'^bOAMHK 


THE  RUSH  IS  ON 


UOJU 
JUNE  6,  '03 
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JAN.  1,  '01 
▲  BILLIONS  OF  DOLLARS 

Data:  Central  Bank  of  Russia,  BusinessWeek 


I^'ureign  banks  are  also  wading  into 
the  market,  including  SG,  the  U.S.'s 
Citibank,  and  Austria's  Raiffeisen  Bank. 
They're  offering  new  services  to 
Russians,  such  as  online  banking.  Raif- 
feisen boasts  a  six-branch  network  and 
has  three  more  in  the  works.  Citibank, 
the  world's  largest  retail  bank,  opened 
its  first  branch  in  Moscow  last  Dec- 
ember. "Only  33%  of  savings  is  estimat- 
ed to  be  in  the  banking  sector,  so  there's 
a  huge  opportunity  to  bring  new 
customers  to  the  industry,"  says  Nandan 
Mer,  head  of  Citibank's  local  retail  unit. 
Rising  incomes  and  consumer  demand 
have  led  to  a  surge  in  car  loans  and 
mortgages.  Outstanding  loans  to  retail 
clients  hit  $6.45  billion  in  Jime,  2003,  up 
from  just  $1.02  billion  in  January,  2000, 
says  Russia's  central  bank.  It's  a  high- 
profit  business  for  the  banks.  Average 
interest  rates  on  ruble  deposits  are 
about  5%,  while  rates  on  retail  loans  av- 
erage 20%. 

The  big  challenge  for  newcomers  is 
distribution,  especially 
for  foreign  banks  with 
fewer  outlets.  Citibank 
is  relying  on  tele- 
phone, the  Internet, 
ATMs,  and  alliances 
with  local  retailers. 
With  memories  of  1998 
fading,  now  is  the  time 
to  provide  Russians 
with  new  ways  to 
stash  their  cash. 

By  Jason  Bush  in 

Moscow,  urith  Carol 

Matlack  in  Paris 
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TAIWAN 


PC  MAKERS:  MORE  SALES. 
FEWER  PROFITS 

Some  Taiwan  manufacturers  plan  to  switch  to  high-end  TVs 

If  anybody  in  Taiwan  should  be  happy 
with  the  computer  business,  it's  Quan- 
ta Computer  Inc.  Chairman  Barry 
Lam.  Since  he  founded  Quanta  in  1988, 
it  has  become  one  of  the  world's  biggest 
designers  and  manufacturers  of  note- 
book PCS.  Quanta  makes  one-quarter 
of  all  notebooks  sold  in  the  world 
and    counts    Dell   and    Hewlett- 
Packard  among  its  major  cus- 
tomers. And  in  this  year's  second 
quarter,  Quanta's  sales  nearly 
doubled. 

So  why  isn't  Lam  crowing? 
Because  it's  getting  tougher  to 
make  big  profits.  In  two  years. 
Quanta's    gross    margins    have 
shrunk  from  15%  to  just  5%  as 
notebook  PCs  have  started  to  be- 
come low-cost  commodities.  Tai- 
wan Ratings  Corp.,  an  affiliate  of 
Standard  &  Poor's  in  Taipei,  pre- 
dicts that  Quanta's  profits  this  year 
wlQ  be  up  no  more  than  10%,  to  $350 
million,  even  as  sales  jump  70%,  to 
$7.1  billion.  So  Lam  is  diversifying  into 
servers  and  digital  TVs.  "We  have  to  go 
beyond  the  PC,"  says  Lam.  "If  we  don't, 
our  margins  will  keep  dropping."  Next 
year.  Lam  even  plans  to  cut  the  word 
"computer"  from  the  company's  name. 

Other  Taiwanese  computer  makers 
are  at  the  same  crossroads.  In  this 
year's  first  half,  Taiwan's  notebook  ship- 
ments jumped  23%,  to  10.7  million  units, 
thanks  to  more  outsourcing  by  top  U.  S. 
and  Japanese  brands.  But  the  average 
price  manufacturers  get  fell  10%,  to 
$666,  says  it  researcher  Market  Infor- 
mation Center  in  Taiwan.  Relentless 
price  deflation  has  long  been  a  fact  of 
life  in  electronics.  But  the  down- 
ward spiral  has  accelerated.  In 
the  first  quarter,  Lite-On  Elec- 
tronics Inc.  says  selling  prices  for 
its  color  monitors,  keyboards,  and 
other  PC  products  dropped  by  up 
to  20%,  double  last  year's  pace. 
"It's  a  micro-profit  era,"  says  Lite- 
On  CEO  David  Lin. 

Helping  drive  profits  down  is 
the  industry's  still-weak  pricing 
power  and  PC  industry  consolida- 
tion. Second-tier  players  such  as 
Gateway  and  NEC  are  losing 
share.  And  last  year,  Hewlett- 


Packard  Co.  swallowed  Compaq  Com- 
puter Corp.  Now,  Dell  Inc.  and  HP  con- 
trol 50.1%  of  the  U.S.  PC  market.  So  the 
Big  Two  have  more  leverage  to  squeeze 
contractors.  "There's  been  a  landscape 
shift,"  says  Morgan  Stanley  tech  in- 
vestment banker  JuUan  Snelder.  "That 
puts  tremendous  pressure  on  suppliers." 
To  compensate,  some  pc  contract 
manufactvirers  are  laimching  their  own 
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brands.  Others,  such  as  Quanta 
MiTAC  International  Corp.,  are  sc: 
bling  to  diversify.  Digital  TVs  are  a  j 
ticularly  intriguing  post-PC  option, 
upmarket  televisions  are  still  asseml 
by  the  companies  whose  brands  ap] 
on  them,  such  as  Panasonic,  Sony, 
Samsimg.  But  because  many  key  p 
also  are  used  in  PCs,  the  Taiwanese 
TVS  as  a  natural  for  them.  "All  the 
ponents  of  digital  TV  will  be  ^ 
miliar  to  us,"  says  MiTAC  Chai: 
Matthew  F.C.  Miau.  "It  may  be  t 
the  IT  people  will  be  the  ones  mani 
turing  TVS." 

The  Taiwanese  hope  to  either 
TVs  for  major  consumer  electro: 
companies  or  for  PC  companies  I 
ing  to  enter  new  markets, 
ta's  Lam  thinks  computer  i 
will  do  well  because  they're  ui 
to  cutthroat  competition.  I 
this  year.  Quanta  wiU  start 
ducing  23-inch  and  26-inch 
TVS  that  will  retail  for  up 
$1,500,  for  a  brand  he  wi 
name.  Lam  predicts  that  Qui 
ta's  dependence  on  notebook  I 
will  drop  from  95%  of  sales  ; 
2002  to  50%  four  years  from  nt  [ 
Still,  the  Taiwanese  have  little  '  . 
perience  in  high-end  consumer  el  i 
Ironies.  And  competition  from  C  i 
nese  producers  is  likely  to  be  fiei 
at  the  low  end. 

Entering  the  brand-name  busini ; 
is  even  riskier.  For  example,  ASUS' 
Computer  Inc.,  a  maker  of  notebcL, 
PCS,  game  consoles,  and  motherboar 
has  launched  a  handheld  PC  vmder  t 
MyPal  name.  Inventec  Corp.,  anoth 
notebook  producer,  seUs  cell  phones  at 
PDAs  vmder  the  name  okwap. 

Taiwan's  electronics  industry  tri 

this  tactic  in  the  1980s  and  1990s— w 

mixed  results.  MiTAC  ended  up  droppi 

its  brand.  Acer  enjoyed  some  succ 

in  the  U.  S.  but  couldn't  match  the  m.^ 

keting  and  distribution  of  American 

vals.  The  brand  business  is  "a  tota 

different  culture"  from  contract  marl 

facturing,  warns  Acer  Chairm 

Stan  Shih.  Can  other  Taiwane 

companies    succeed    where 

failed?  "No  way,"  he  scoffs. 

Some  PC  makers  say  they* 
learned  from  Acer's  firistratio 
and  are  sticking  to  Asian  mi 
kets.  In  June,  MiTAC  started  se 
ing  its  Mio  brand  smart  phon 
only  in  Taiwan.  "Dell's  not  in  t 
phone  business,  and  HP's  not 
the  phone  business,"  says  Mii 
For  now,  that's  reason  enough 
test  uncharted  waters. 

By  Bruce  Einhorn  in  Taxi. 
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\ne  more  thing  could  help  make  a  differenced 


WlXf  added  to  aspirin  and  your  current 
idications,  helps  raise  your  protection  against 
|ure  heart  attack  or  stroke.  If  you've  been 
ipitalized  for  heart-related  chest  pain  or  a  certain 
e  of  heart  attack,  conditions  that  doctors  call 
:S  or  Acute  Coronary  Syndrome,  ask  your 
ttor  about  adding  PLAVIX. 


For  most,  heart  attack  or  stroke 
is  caused  when  platelets  form 
clots  that  block  the  flow  of 
blood  to  the  heart  or  brain. 

ink  aspirin  and  your  other  medications  alone  are 
)ugh?  Adding  PLAVIX  could  help  protect  you 
inst  a  future  heart  attack  or  stroke. 


PLAVIX  and  your  other 
medications  work  in  different 
ways.  Adding  PLAVIX  can  go 
beyond  your  current  treatment. 
Prescription  PLAVIX,  taken  with  aspirin,  plays  its  own 
role  in  keeping  platelets  from  sticking  together  and 
forming  clots — which  helps  keep  blood  flowing. 

Talk  to  your  doctor  about  PLAVIX. 
For  more  information,  visit 
www.plavix.com  or  call  1-888-440-6899. 

ONCE-A-OAY 


(clopidogrel  bisulfate]  75mg  tawets 

Add  more  protection  against  heart  attack  or  stroke 


ORTANT  INFORMATION:  If  you  have  a  medical  condition  that  causes  bleeding,  such  as  stomach  ulcer, 
should  not  use  PLAVIX.  The  risk  of  bleeding  may  increase  with  PLAVIX,  and  when  you  take  PLAVIX 
h  certain  other  medicines,  including  aspirin.  Review  your  medicines  with  your  doctor  to  minimize  this 
.  Additional  rare,  but  serious,  side  effects  could  occur. 


ise  see  important  product  information  on  the  following  page. 


Sanori~synthelabO   ^BristoH^yen  Squibb  Company 


PLAVIX® 

clopidogrel  bisulfate  tablets 

BRIEF  SUMMABY—  Please  see  padoge  msen  tor  (ul  prescribnj  intO'-kitKKi, 

INDICATIONS  AND  USAGE:  PLAVIX  (clOfiKKMrel  bisuKaie)  is  motiO  lof  the  redudian  ol  ttifombotic  events  as  Mkws: 

•  RKtfll  Ml.  RetM  SMh  IT  EtUkMrte^  Ptriphetai  Arterial  Diseiu 

Fo(  patents  iinth  a  history  of  recent  rrryocardal  IntarctHxi  (Mii  lacent  stroke,  or  estaMshed  penpheral  artenaj  disease.  PIAVIX  has  tieen 
stxiwn  10  'educe  the  rate  ol  a  comlMied  endpoint  of  new  isctiemc  stroke  (latal  or  not),  new  Ml  (fatal  or  not),  and  other  vascular  death 

•  talt  t^omflaiT  SlitmM 

For  paceiits  «nh  acute  connaty  ^ndrtitne  (unstaMe  anginaAKin-0-««ave  Ml)  inckid>)g  patierits  wtu 

who  are  to  t)e  naroged  with  peraitweous  corcrury  intervention  (v»th  or  without  stent)  or  CASG.  PlJkVIX  has  tieen 

rate  of  a  comliined  endpoini  of  canliovascuiar  death.  Ml.  or  stroke  as  wel  as  Bk  rale  of  a  comliined  endpoint  of  cardnvascular  death  Ml, 

strolie  or  refracto<7  isc:ieniia. 
GONTTUUNOKAnONS:  The  use  ol  PIAVIX  s  coniiandicated  In  patients  with  a  hypersensitivity  to  the  drug  sutistaiKx  or  any  component  of 
the  product  and  t^ose  with  active  pathological  Heeding  such  as  peptic  ufcer  or  inliacranal  hemorrhage 

WARNINGS:  Tti/smbM  fumbocitoperx  paptn  (TTPf.  TTP  has  tieen  reported  rarely  folowing  use  ol  PIAVIX.  sometimes  after  a  short 
exposure  (<2  weeks)  TTP  is  a  senous  conilion  requiring  prompt  Ittatnienl  It  is  diaractenzed  by  IhromMcytofiena.  microangiopathic 
hemolylic  anemia  (schislocyles  (fragmented  RBCsj  seen  on  peripheral  smear),  neurological  findings,  renal  dysfiindian.  and  fever  TTP  was 
not  seen  dunng  dopidagieFs  dmal  trials,  which  (KMed  (Ner  17  500  cMpidogrel-treated  patients  In  warkH^ 
however  TTPhastieenreportedatarateofat)autfourcasespermillK)npatiefllse}(posed  or  atxwt  It  cases  per  mHion  patient-years  The 
background  rale  is  ttxhjght  to  be  about  four  cases  per  million  person-years. 

PREIXJDONS:  General:  As  with  other  antiplatelet  agents,  PUtVIX  protongs  the  bleeding  time  and  therefore  should  be  used  with  cautxm  in 
patents  who  may  be  at  nsk  of  increased  bleeding  from  trauma,  surgery,  or  oHier  pathological  condidons  (particularty  gastrointestinal  and 
intraocular)  If  a  patient  IS  to  undergo  elective  surgery  and  an  antplatelet  effect  is  not  desired,  PtAVIX  shouk)  be  discontinued  5  days  prior  to 
surgery  Due  to  the  nsk  of  bleeding  and  undesirable  hematokigKal  effects,  bkiod  eel  count  deteriTMiation  and/or  other  apptopnate  testing 
shouM  be  promptly  consklered.  whenever  such  suspected  dncal  symptoms  anse  dunng  the  course  of  treatment  (see  ADVERSE  REAC- 
TIONS) Gl  OeeOing:  In  CAPRIE  PLAVIX  was  associated  with  a  rale  ol  gastroinlestinal  bleeding  of  2.0%.  «s  2.7%  on  aspirin  In  CURE.  ttK 
incidence  of  major  gastrointestinal  Ueedng  was  1  3%  vs  07%  (PLAVIX  »  aspirin  vs  placeba  *  aspinn.  respectively)  PIAVIX  should  be  used 
with  caulKxi  in  patents  who  have  lesnns  with  a  propensity  to  Heed  (such  as  ukxrs)  Drugs  that  might  induce  such  lesions  shouU  be  used 
with  cautnn  in  patients  taking  PUWIX  Use  m  lllepafibaiiy  Iritpaired /Clients  Expenence  is  1^ 

may  have  bleeding  diatheses.  PIAVIX  shook)  be  used  with  caution  in  this  population  l/«  n  Amaliy-/nviai«f  fMaits:  ExperK^ 
in  patients  with  severe  renal  impairmenl  PLAVIX  shouM  be  used  with  caution  m  this  populatian 

HontHdM  lor  Palieitt:  Patients  shouU  be  told  that  it  may  take  them  kmger  than  usual  to  stop  bleeding  when  they  take  PLAVIX.  and  that 
they  shouki  report  any  unusual  bleeding  to  their  physician.  Patients  shouki  inform  physKians  and  dentists  that  they  are  taking  PLAVIX  before 
any  surgery  is  scheduled  and  before  any  new  drug  is  taken 

Dti|  Wwctlain:  Stu^  of  specific  dnig  mteiacbons  yielded  Die  foaomng  results:  Asim:  Aspinn  did  not  modily  ihe  ckipidogreHiiedaled 
nhibilnn  of  AOP-induced  platelet  aggregation  Concomrtant  admnstratnn  ol  500  mg  of  aspinn  twkx  a  iby  for  t  day  did  not  sigmficanHy 
increase  the  prokm^tion  ol  bleeding  time  induced  by  PIAVIX  PUWIX  poterttiated  the  effect  of  aspirin  on  coHagen-induced  plaielel  aggrega- 
tkin  PUV1X  and  aspirin  have  been  adiTinisteted  together  for  up  10  one  year  Nep»n  In  a  study  in  healthy  volunteers.  PIAVIX  dkl  not  ne^ 
siBte  motMcalion  of  the  heitaiin  dose  or  alter  the  eliect  of  hepann  on  coagHabon.  Coadministration  ol  hepahn  had  no  effect  on  nhibrhon  of 
platelet  aggregation  induced  by  PLAVIX  MonslenMlaf  Ani-lnlliinmloty  [kugs  (NSAIDs):  In  healthy  volunteers  receiving  naproxen,  concann- 
tam  administiahon  of  PLAVIX  was  assodaled  with  increased  occult  gastrointestinal  bkxxl  kiss  NSAIDs  and  PLAVIX  shouM  be  coadministered 
with  cauhon.  nar^rm  The  safety  of  the  coadministrahon  ol  PLAVIX  with  warfann  has  not  been  established  Consei)uently,  concofititant 
istratkyi  o<  these  two  agents  shook)  be  undertaken  with  caution  (See  Pricailiiiiit-GeMral.)  Olfter  Civiconire/Tr  The^ 
leant  pharmacodynamc  interactions  were  observed  when  PLAVIX  was  coaAnnistered  with  atcMlol,  nifedipine  or  t)otn  atenokil  and  nilRip- 
ine.  The  pftarmacodynamK  activity  of  PLAVIX  was  also  not  signficantty  influenced  by  the  coadmmistiation  o'  phenobarlital,  anielMkw  IK 
nkifM.  The  phamiacakinetics  of  Mfuii  or  lliaipliyllwe  were  not  modified  by  the  coadministration  ot  PLAVIX  'clopidogrel  bisulfale).  At 
high  concentratkms  in  vitro,  dopdogrel  inhibits  P450  (2C9)  Accordingly.  PLAVIX  may  interfere  widi  the  metabolism  of  ptaqtoii,  tMMBilm, 
WMimMa.  mtani,  MntaMt,  nnatMia,  and  many  omMKreMal  antJ-allaMMllKy  i«enls,  but  there  are  no  data  with  which  to  pr^ 
diet  Ihe  magnitude  of  these  interactions.  Caution  should  be  used  «r^  an-y  of  these  drugs  is  coadministered  with  PLAVIX  In  addihon  to  the 
above  ioecitic  mte.'act.or.  stutfes  Mt.eits  enie'ea  ■"'.'.  oiv^i  '.ri%  i.itn  plavix  recei/et!  3  .-sner,  of  co'icomrtai!  mjoicaticis  including 
diuretics,  tietablodung  agents,  angiotensin  converting  enzyme  iniiiliitors.  calcium  anQgonisIs  cholesterol  lowering  agents,  coronary 
vasodilators,  antidiabelic  agents  lincluding  insulin),  aniiepileptit  agents.  Irarmoae  replacement  therapy,  heparins  Lifiactcnatea  and 
LMWH)  anc  GPIIb^lla  antagonists  without  evidence  of  clinically  signhcant  adverse  interactions  The  use  of  oral  anbcoagulants.  non-study 
anb-plateiei  d "jg  ro  cnro- .:  nsaiDs  was  not  atoned  in  CURE  and  there  are  no  data  on  their  concomitant  use  witti  ckiiNdogrel 
Dniftlalioratory  Test  Interactions:  iMie  known. 

Caramgenesis.  Mdagenesis.  ImpaimicM  il  FeitiKli:  There  was  no  evidence  of  tumongenicily  when  ctopklogrel  was  administered  lor  78 
vieeks  to  mice  and  1  (M  weeks  to  rats  at  dosages  up  to  77  mg/kg  per  day.  which  afforded  plasma  exposures  >25  times  Ihat  in  humans  at  the 
recommended  daily  dose  ol  75  mg  CtopkMgrel  was  not  genotoxic  in  four  n  Htro  tests  (Ames  test  ONA-repair  lest  in  ral  hepatocytes.  gene 
mutabon  assay  in  Chnese  hamster  f  brobbsls.  and  metaphase  chromosome  analysis  ol  human  lymphocytes)  and  in  one  lii  mvo  test 
(mcronucleus  lest  by  oral  route  in  rnice).  Clapktogrel  was  found  to  have  no  effect  on  fertiTity  of  male  and  female  rats  at  oral  doses  up  to  400 
mg/kg  per  day  (52  times  the  recommended  human  dose  on  a  mgmr  basis) 

Pi«|Miicr  Pregnancy  Category  B.  Reproductkxi  studies  performed  in  rats  and  labbits  at  doses  up  to  500  and  300  mgiVg/day  (respectively. 
65  arxl  78  bmes  the  recommended  daily  human  dose  on  a  mg/m*  basis),  revealed  no  evidence  ol  impaired  lertJMy  or  febtoxKity  due  to  cklpi- 
dogreL  There  are.  however,  no  adequate  and  welkontrolled  studies  m  pregnant  women  Because  animal  reproduchon  studies  are  not  always 
predictive  of  a  human  response.  PLAVIX  should  be  used  during  pregnancy  only  if  dearly  needed. 

MnJRi  Makan:  Studies  ai  rats  have  shown  that  ckipktogrel  and/or  its  metaboktes  are  excreted  in  the  milk.  It  is  not  known  whether  this 
drug  is  excreted  in  human  mdk  Because  many  drugs  are  exacted  m  human  mift  and  because  ol  the  potential  lor  sernus  adverse  reactions 
in  nursing  nlants  a  deosnn  shook)  be  made  whether  to  discontinue  nursing  or  to  discontinue  the  drug,  taking  into  account  the  importance 
ol  the  drug  to  the  nuismg  woman 

PcMakic  Use:  Safely  and  effectiveness  m  the  pediatnc  population  have  not  been  estabkshed 

AOVBtSE  REACTIONS:  PLAVIX  has  been  evakiated  for  safety  in  more  than  17.500  pahents.  nckjdmg  over  9.000  patients  Heated  tor  t  year 
or  more.  The  overall  kilerability  ol  PIAVIX  in  CAPRIE  was  similar  to  that  ol  aspinn  regardless  ol  age.  gender  and  race,  with  an  appcoxlmat^ 
ly  ei)ual  incidence  (13%)  ol  patients  withdrawing  from  treatment  because  ol  adverse  reactkms  The  cbwaiy  important  adverse  events 
observed  in  CAPRIE  and  CURE  are  discussed  bekiw 

HennnhagK:  ki  CAPRIE  patients  receiving  PLAVIX  gastrointestinal  hemoritiage  occun'ed  at  a  rate  ol  2.0% .  and  required  hospitalizahon  m 
07%  In  patients  receiving  aspinn.  the  corresponding  rales  were  2  7%  and  II  %.  respectively.  The  incidence  of  intracranial  hemorrhage  was 
0  4%  for  PLAVIX  compared  U  0.5%  tor  aspina 

In  CURE  PLAVIX  use  with  aspinn  was  associated  with  an  increase  in  Ueedaig  compared  to  placebo  witti  aspiiin  (see  TaUe  3)  There  was 
an  excess  (i  maior  bleedHig  n  patients  receiving  PLAVIX  plus  aspinn  compared  with  placeto  plus  aspinn.  primanly  gastrontesbnal  and  at 
puncture  sites  The  incktence  of  intracranial  hennntage  (01%),  and  fatal  bleeding  (0.2%).  was  the  same  in  botti  groups. 

In  paoents  recerving  both  PLAVIX  and  aspirin  in  CURE  Hie  kndence  ol  Ueedng  is  descnbed  betow 

CUBEIncidenctiilMie<i«|c»iiiplicali««(%paBeiili) 


Event 

PLAVIX 

Placebo 

P-value 

(» aspinn)- 

(t  aspinn)- 

(n=6259) 

(n=6303) 

Maior  bleeding' 

37' 

2.71 

0.001 

ble-lhreateninq  bleeding 

22 

1.8 

013 

Fatal 

02 

02 

5  9^dL  hemogtohm  drop 

09 

0.9 

Requinng  surgical  intervention 

0.7 

0.7 

Hemorrhagic  strokes 

01 

0.1 

0.5 

OS 

Requinng  transhisran  (^4  units) 

12 

1.0 

Other  maior  Heeding 

16 

10 

O005 

Signilicantly  disabling 

0.4 

03 

0.05 

003 

Requnng  2-3  unts  ol  Hood 

13 

09 

Mnorbleedingi 

51 

24 

<0001 

Other  standan)  therapies  were  used  as  appropnate 
'  Lite  threatening  and  other  maior  bleeding 

'  Maior  Heeding  event  rate  for  PLAVIX  ♦  aspinn  was  dose^lependent  on  aspirin  <100  mg=2  6%  10O-2O0  mg=3  5%  >200  mg=4  9% 
'  Major  bleeding  event  rate  for  placebo  *  aspirin  was  dose-d«pendent  on  aspinn:  <I00  mg^.0%.  100-200  mg=23%:  >200  mg^  0% 
'  led  to  nlerruptionol  study  medicahoa 

Ninety-two  percent  (92%)  ol  the  patients  in  the  CURE  study  received  hepann/LMWH  and  the  rate  ol  bleeding  in  these  patients  was  simi- 
lar to  the  overall  results 

There  vras  no  excess  (1  major  Heeiis  within  seven  days  after  coronary  bypass  graft  surgery  in  pahents  who  stopped  therapy  more  than  five 
days  pnor  to  surgery  (event  rate  44%  PIAVIX  t  aspmn:  53%  pbcebo  <  aspinn)  In  patierils  who  remained  on  therapy  within  live  i&ys  ol 
byiass  graft  surgery,  the  event  rate  was  9.6%  tor  PLAVIX  t  aspinn.  and  63%  lor  placebo  •  aspinn 
MevirqKnaagnnutocyfDSis  Tickipkline.  a  dnig  chemk^  simiar  to  PLAV^^ 

450  neutrophib/|iL)  In  CAPRIE  severe  neutropenia  vvas  observed  >i  six  patents,  tour  on  PIAVIX  and  hvo  on  aspirin.  Two  of  the  9599  patients 
who  received  PIAVIX  and  none  of  the  9586  patents  who  received  aspinn  had  neutropM  counts  of  zen.  One  ol  the  tour  PLAVIX  patients  in 
CAPRIE  was  recenmg  cytotoxic  chemotherapy,  and  another  recovered  and  rehimed  to  the  tnal  after  only  temporanly  mterrupCng  treatment 
with  PUVIX  (cklpidogrel  bisultate)  In  CURE,  the  numbers  ol  patents  with  thrombocytopenu  (19  PUVIX « aspinn  vs  24  placetio  «  aspinn) 
or  neutropenia  (3  vs  3)  were  smtu 

Amxxigh  the  risk  ol  rnyelokixicity  with  PLAVIX  thus  appears  to  be  gude  tow.  Ihs  possMty  shouk)  be  coRSKlered  when  a  patent  recerving 
PLAVIX  demonstrates  fever  or  other  sign  ol  inlecton 

GastrantesSnil:  Overall.  Ote  incidence  ol  gastrorteslinal  events  (eg  abdominal  pain,  ilyspepsia.  gastnts  and  consbpaion)  in  patents 
receivmg  PLAVIX  (cklpidogrel  tisullate)  was  27 1%.  compared  to  29  8%  n  those  receiving  aspinn  in  the  CAPRIE  tnal  >n  the  CURE  trial  the 
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incidence  ol  these  gastromlestnal  events  tor  patents  recemng  PIAVIX  «  aspinn  was  1 1  7%  compared  to  1 2.5%  lor  those  receMng  I 
*  aspinn 

In  the  CAPRIE  tnal  the  incklence  ol  peptK.  gastnc  or  duodenal  uk:ers  was  07%  tor  PLAVIX  and  1 2%  tor  aspiin.  In  the  CURE  bid  I 
dence  of  peptc.  gastnc  or  duodenal  ufcers  was  04%  for  PLAVIX « aspinn  and  03%  tar  placebo  *  aspinn 

Cases  ol  diarrhea  were  reported  in  the  CAPRIE  hial  in  45%  of  patents  m  the  PIAVIX  gnxip  compared  to  34%  in  the  aspirin 
Itowever.  ttiese  were  rarely  severe  (PLAVIX4)  2%  and  aspinn^  1  %)  In  the  CURE  trial.  Ihe  ncidence  of  itarrhea  ftx  patents  receivng  I 
«  aspinn  was  2 1%  comfared  to  2.2%  tor  those  receiving  ptacebo  «  aspinn. 

In  the  CAPRIE  tnal.  the  mcklence  of  patents  withdrngng  Irom  treatnent  because  of  gastnMilestnal  adverse  raactons  was  1: 
PLAVIX  and  4  0%  tor  aspirin.  In  the  CURE  trial,  the  incidence  ol  patents  withdrawing  Irom  treatment  because  ol  gaslroinlestnal  a 
tons  was  09%  tor  PLAVIX  t  aspinn  compared  with  08%  tor  placsbo  *  aspinn 

Rash  arid  oner  Star)  OisorDlers  In  the  CAPRIE  tnal.  the  incidence  ol  skin  and  appendage  iksardeis  n  pabeie  recervmg  PLA 
(07%  senrJbs):  the  corresponding  rate  in  aspirin  patents  was  13 1%  (05%  senous)  to  Ihe  CURE  tnal  me  nadence  ol  rash  or  other  s 
orders  in  patents  receiving  PLAVIX  *  aspiiin  was  4  0%  compared  to  3.5%  tor  tose  receiving  placebo  t  aspinn 

In  the  CAPRIE  tnal.  the  Overall  incidence  ol  patents  withrirawing  from  treatnent  becaise  ol  skin  and  appendage  dsorders  advers 
tons  was  1 5%  tor  PLAVIX  and  08%  tor  aspirin  In  the  CURE  tial.  the  incidence  ol  pateiils  wIMrawing  because  ol  skin  and  appenda 
orders  adverse  reactons  was  07%  tor  PLAVIX « aspirin  compared  with  03%  for  ftieOxt  t  aspinn 

Adverse  events  occurring  in  22.5%  ol  patents  on  PLAVIX  m  the  CAPRIE  contraled  dnical  trial  are  shown  betow  regardtoss  ol  n 
to  PLAVIX  The  median  duiaton  ol  therapy  was  20  monOis.  with  a  maximum  ol  3  years. 
A*nn»Ewal»OCCTrTiigi«22.5%olPlAV«PallliNlHCAISUI 
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%  Incidence  (%  DiitanBnuahon) 
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Anhralgia 

Back  Pain 
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Incidence  of  disccntnuaton.  reganfless  ol  relatonship  to  ftierapy.  IS  shown  in  parentheses. 

Adverse  events  occurring  in  22  0%  ol  patents  on  PLAVIX  in  the  CURE  controled  cHcal  tial  are  shown  betow  regardless  ol  lelatonship  to  Pt 

Adverse  Events  Octumng  in  ^2.0%  ol  PLAVIX  Patients  in  CURE 
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Baty  3S  a  WMe-generaJ  disorders 
Chest  Pain 
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Centra/  i  penptienl  nermus  system  disorders 
Headache 
Dizziness 


«0'1 


28 


(001 
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31 
24 


GasfmnKsAral  system  disonkrs 
Abdominal  pain 
Dyspepsia 
Diarrtiea 
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JOJL 


32         (01) 
20       «01) 


ll 


23  (03) 

20  (01) 

21  (01) 


28  (03) 
19  (<01) 
22         (01) 


'OVier  standard  therapies  were  used  as  appropriate 

Other  adverse  expenences  oi  potential  importance  occumng  in  1%  to  25%  ol  patents  recemng  PLAVIX  (ctopidagrel  bsullale) 
CAPRIE  or  CURE  controled  clinical  tials  ate  listed  betow  regardless  olrelatonshHi  to  PIAVIX  to  general,  the  nadenceol  these  event  | 
smiilar  to  that  in  patents  receiving  aspinn  (in  CAPRIE)  or  placebo  t  aspmn  (in  CURE) 

MomincNentus  System  Disordeis^fncatie.?7ttiia^  If 

disorders  Canliaciailure.  Cental  an)  peripheral  rervvussysterndisordeiT  Cramps  legs.  Hyprnesthesa.  Neural  Paraeslhesa.  Vi 
Gastroinfestnal  syslern  disorders:  Constpaton.  Vomitng.  Mearr  rale  am)  rf^fhrn  disor^^ 

ders:  Hepaic  enzymes  increased.  MelaMic  and  imtrHionil  dsorders:  Gout,  hypeninceme.  non-prolein  nilrogen  (NPN)  increased.  Mke 
skelel3l  system  disonleis:  Arthrits.  Arthrosis  Platelet  Meedrig  i  dotting  dsordeis:  Gl  hemorrhage,  hematoma.  piateIeK  decrl  K 
/^QtMinc  disorders:  Anxiety.  Insoinna. /)«)  Mood  ixf  dsoriiins:  Anema.  Aesprrafory  sjoi^ 

appendage  disorders  Eczena.  Skin  ukxratoa  Unary  qstem  disorders:  Cystts  KsmdisonJersCaU^  ^ 

cither  potentially  senous  adverse  evens  which  may  be  ol  clinical  interest  but  were  rarely  reported  (<1%)  in  patents  who  received  PlA^ 
the  CAPRIE  or  CURE  conlTofed  cincal  tnals  are  isted  below  regardless  ol  relatoRship  to  PIAVIX  to  general,  the  mcklence  oi  tiese  eB 
was  similar  to  that  in  patents  receiving  aspirin  (n  CAPRIE)  or  placetio  t  aspirin  (in  CURE)  Body  as  a  whole:  Akrgc  reidnn.  neM 
ischemic  CardtovasoAr  disorders:  Edema  generatzed.  Sastwnlestnal  system  disonleis:  Gasmc  Jeer  perforated,  gastilis  ImiiuiiM 
upper  61  ukxr  hemorrhage  Ijier  arid  fHaiy  systern  dborders:  Bilirutnemia.  hepatbs  inlectous.  kver  taby^  fl^^ 
dborders.  hemarthrosis.  hematuria,  heflicplysis.  hemonhage  ntacranei.  hemorrhage  retroperitoneal,  hemcinliage  of  operatve  wounl 
lar  hemorrhage.  ptAhonary  hemorrhage,  purpura  alergc.  thrornbocytopena  Red  Mood  cal  dfeorSbs  Anenn  apbstc.  anema  hyp^ 
Aqproductne  disorders,  female:  Menorriagia.  Respir^  system  disorders:  Hemothorax.  Stan  and  appendve  dsorders  Bulousena 
rash  erythematous,  rash  mariitopapular.  urttcaria  Unrivy  S)^  dsorders:  Abnonnal  lenal  tunctoa  acute  renal  laikn  HMe  cef  ^ 
iitotoWKitf  9SfEm  disoritlers  Agranukicytosis  granutocytopena.  leukeflie.  leukopena.  nestiophils  de^ 
PMliiilitollill  Eipwitim:  The  tolowiig  events  have  been  reported  spontaneously  Irom  workKwte  poslmaMing  ci«ierience:  Bodf 
»Me:hyperseiBitvity  reactons.  vaphybctok)  reactons.  Central  and  Per«yieralAbvi»s  System  ds^^  conhskin.  halucinitt 
dsorders.  Iner  art)  fiSvysystertidborders:  abnormal  iverfuncton  lest  hepatts(noi>-<ifectous)/UaHabedrvan^ 
cases  ol  Heedtog  wHA  tital  outoome  (especialy  intracranal.  gastroinestnal  and  imperitoneal  hemorrhage),  agianulocylosis.  aptasii 
miailBncytopene.tinxnbotcthromtocytopenc  purpura  (TTP) -see  WARNINGS,  conjunctval.ocuar  and  retnalHeedaq.Aespiira^  t 
lem  disoriltaL  broncftospasm  Sbri  arid  Appendasw  dborders.  angxxdema.  erythema  multtonne  Urnaiy  system  disa^ 
abnomal  creabnme  levels 

OVBIDOSAGE:  One  case  of  deliberate  ovenlosage  with  PUVIX  was  reported  in  the  large.  CAPRIE  amtnUed  dncal  shK^.  A  34-yei 
woman  took  a  single  1  OSO-mg  dose  of  PUVIX  (equivalent  to  1 4  standard  75-mg  ablets)  There  were  no  assocated  adverse  events.  Nc 
ta  therapy  was  insMuted.  and  she  recovered  without  sequebe  No  adverse  events  were  reported  after  single  oral  admtoishaton  ol  60 
(equivalent  to  8  standard  75-mg  taUels)  ol  PUVIX  in  he^  volunteers.  The  Heeding  tme  was  prokinged  by  a  lactor  ol  1 .7.  whch  is 
lar  to  that  typKaky  odserved  with  the  Ihetapeutc  dose  ol  75  mg  ol  PLAVIX  per  day  A  single  oral  dose  ol  cklpidogrel  at  1500  or  2000  n 
was  leeal  to  mice  and  to  rats  and  at  3000  mg/kg  to  baboons.  Symptoms  ol  acute  kncily  were  vomitng  On  balnans).  prgstraMm.  dll 
breathing,  and  gastromtestnal  hemontage  in  al  species. 

RttamMMaliwB  MM  Specific  IIMIMM  Based  on  btotogxal  pausib«y.  Hatelet  tanslusion  may  b^ 
macokigcal  elfects  ot  PUVIX  if  quKk  reversal  is  requred 
Distributed  by  Bristol-Myers  Squibb/Sanoli  Phannaceutcals  Partarship 

New  yoric  NY  10016 
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nLLTHEAnACKONTHEU.N. 
ACKFIRE  ON  THE  BOMBERS? 


ROSE  BRADY 


was  the  most  brazen  attack  against  a  U.  N.  mission  ever. 

Jut  the  bombing  of  the  U.  N.  headquarters  in  Baghdad  on 

^ug.  19,  which  killed  U.  N.  envoy  Sergio  Vieira  de  Mello 

at  least  20  others,  may  have  an  effect  quite  contrary  to 

one  intended.  Rather  than  spurring  the  U.  N.  to  close  its 

ji  operations,  the  bombing  could  lead  to  the  creation  of  a 

ader  international  peacekeeping  coalition. 

low  to  create  such  a  coalition  has  divided  the  U.  S.  and  a 

dful  of  key  potential  partners,  from  France  to  Pakistan,  for 

;ks.   With  its   military   force   of  139,000 

tched  to  the  limit  and  imable  to  prevent  re- 

jt  attacks  on  oil  and  water  pipelines,  the 

urgently  wants  more  countries  to  pro- 

3  troops  to  assist  in  stabilizing  Iraq.  But 

nee  and  India,  able  to  send  upwards  of 

too  soldiers  each,  have  refused  to  participate 

iiout  a  U.  N.  Security  Council  mandate.  Pak- 

n  and  Turkey  are  also  reluctant  to  take 

t  without  a  U.N.  imprimatur.  After  its 

ed  effort  to  win  U.  N.  backing  for  the  war, 

Bush  Administration  has  been  wary  about 

Bring  the  diplomatic  lion's  den  again. 

Jut  the  upsurge  in  violence,  topped  off  by 

U.N.  bombing,  may  change  that  political 

amic.  "This  tragedy  will  shift  the  thinking 

yVashington  in  the  direction  reality  has  al- 

dy  been  driving  it — to  bring  the  intema- 

al  community  in,  in  a  broader  and  deeper 

',"  predicts  Nancy  Soderberg,  a  former  U.  S.  ambassador  to 

U.  N.  Adds  Anthony  H.  Cordesman,  a  Middle  East  expert 

IVashington's  Center  for  Strategic  &  International  Studies: 

may  be  easier  for  the  U.S.  to  accept  the  [U. N.'s]  value 

en  people  have  made  this  kind  of  sacrifice.  And  it  may  be 

t  er  for  countries  to  agree  to  a  U.  N.  resolution." 

\  Tie  U.  S.,  he  notes,  is  slowly  realizing  that  it  is  engaged  in 

lined  nation-building."  That  requires  more  security  person- 

with  the  political  and  language  skills  needed  to  win  hearts 


BLAST  SITE:  Galvanizing? 


and  minds.  Training  an  Iraqi  secuiity  force  should  help.  It 
would  also  be  a  plus  if  Islamic  countries  such  as  Pakistan  or 
Iraq's  Arab  neighbors  take  part  in  peacekeeping.  So  far,  the 
Arab  League  refuses  to  recognize  the  U.  S.-appointed  Iraqi 
Governing  Council.  Pakistan  would  send  troops  \f  there's  an  in- 
ternational mandate  or  a  request  from  the  Iraqis.  "Our  people 
must  be  convinced  we  are  going  in  to  help  Iraqi  people," 
says  Pakistan's  U.  N.  ambassador,  Munir  Akram. 

The  solution  could  resemble  the  Afghan  model.  There,  the 
U.  S.  military  continues  its  search  for  al  Qaeda 
members,  but  international  peacekeepers,  now 
led  by  nato,  are  stationed  in  Kabul.  For  Wash- 
ington, the  key  is  ensuring  that  Civil  Adminis- 
trator L.  Paul  Bremer  III  retains  his  authority. 
"You  cannot  ask  him  to  take  this  on,  then  un- 
dercut him  as  soon  as  he  gets  up  to  speed," 
says  a  Pentagon  official. 

Whatever  the  U.  S.  and  other  Security  Coun- 
cil members  decide,  the  Iraqi  transition  will 
remain  tough — and  expensive.  The  pipeline  at- 
tacks have  dashed  hopes  that  oil  exports  of  2 
milMon  barrels  per  day  will  resume  by  yearend. 
The  U.S.,  which  is  paying  $4  billion  a  month 
for  its  military  effort  and  rapidly  spending  $3.6 
billion  in  reconstruction  funds  allocated  by  Con- 
gress, is  looking  forward  to  a  donors'  confer- 
ence on  Iraq  in  October.  How  much  other  coun- 
tries stump  up  could  well  depend  on  whether 
the  U.  S.  allows  a  U.  N.-authorized  peace  force.  If  terrorist  at- 
tacks continue,  Washington's  incentive  to  spread  the  respon- 
sibility for  nation-building  will  increase  by  the  day. 

With  Stan  Crock  in  Washington  and  bureau  reports 
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For  an  interview  with  Middle  East  expert  Anthony  H.  Cordesman,  go  to 
www.businessweek.com/magazine/extra.htm 


GLOBAL  WRAPUP 


ESHUFFLE  IN  PARIS? 


J'rance's  center-right  government  is 
the  hot  seat  for  the  way  it  handled 
e  unprecedented  mid-August  heat 
ave,  which  claimed  as  many  as  10,000 
'es.  As  a  result,  President  Jacques 
nirac  may  move  forward  plans  for  a 
abinet  reshuffle  that  could  even  see 
e  departure  of  controversial  Foreign 
inister  Dominique  de  Villepin  and  Fi- 
ince  Minister  Francis  Mer. 
The  crisis  has  already  claimed  its 
st  victun  with  the  Aug.  18  resigna- 
m  of  France's  top  medical  official, 


Lucien  Abenhaim,  and  Health  Minister 
Jean-Francois  Mattel  is  likely  to  be 
next.  A  shortage  of  hospital  beds  and 
lack  of  air-conditioning  in  retirement 
homes  exacerbated  the  effects  of  the 
10-day  heat  wave.  Many  claim  that  the 
government  should  have  moved  much 
more  quickly  to  proclaim  a  public 
health  emergency. 

Instead,  Paris  fumbled  from  the 
start.  While  France  sizzled  in  100-de- 
gree  heat,  almost  all  government  min- 
isters were  on  vacation.  Prime  Minis- 
ter Jean-Pierre  Raffarin  only  called  his 
team  back  to  the  capital  for  an  emer- 


gency meeting  on  Aug.  14,  three  days 
after  the  heat  peaked.  Even  Chirac  is 
on  the  defensive  for  being  on  vacation 
in  Canada  during  the  heat  wave. 

The  crisis  comes  at  a  bad  time  for 
the  15-month-old  Raffarin  government. 
It  has  been  pulling  back  from  prom- 
ised economic  reforms  and  badly  han- 
dled a  performing  artists'  strike  that 
closed  down  many  of  France's  famous 
summer  music  and  theater  festivals. 
Chirac  is  said  to  think  a  Cabinet 
reshuffle  may  improve  the  govern- 
ment's declining  popularity. 

By  Christina  Passariello  in  Paris 
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Design 


INNOVATION 


CHINA'S 
DREAM  TEAM 

Industrial  designers  are  making  a  mark 


Sun  Yunbo  never 
dreamed  he  might 
one  day  design  cars. 
In  fact,  the  farm  boy 
from  China's  Jilin  Province 
didn't  even  ride  in  an  auto- 
mobile until  age  19.  So  the 
notion  that  his  creations 
might  someday  roll  off  an  as- 
sembly line  was  "absolutely 
imimaginable,"  Sim  says.  "A  car 
was  a  mysterious  thing."  Today, 
though,  Sim  is  one  of  21  Chinese 
designers  working 
on  the  Buick  Ex- 
celle,  a  new  sedan 
that  General  Mo- 
tors Corp.  plans  to 
start  selling  in  China  this  fall.  "Now 
auto  design  is  natural  for  me,"  Sun  says. 
Sun  is  at  the  vanguard  of  a  trend 
that's  shaking  the  world  of  design.  As 
China  grew  into  an  export  powerhouse 
over  the  past  decade,  most  of  what  its 
factories  churned  out  was  designed  else- 
where. Now,  like  the  Japanese  in  the 
1970s  and  the  Koreans  in  the  1990s, 


MOTOROLA 
PHONE:  Shaped 
in  Beijing 


Chinese  companies  are  keen  to 
reap  the  higher  margins  and  mar- 
ket  share   that   often   reward 
flashy,  well-designed  products. 
"Our  goal  is  the  transition  from 
'Made  in  China'  to  'Designed 
in  China,'"  says  He  Renke, 
chairman  of  the  industrial  de- 
sign department  at  Hunan 
University. 

That's  a  big  change 
from  a  decade  ago,  when 
industrial  design  was  vir- 
tually unheard  of  in  Chi- 
na. Today  the  country 
boasts  some  200  design 
schools  that  chum  out  as 
many  as  8,000  graduates  a  year. 
Himdreds  more  top  Chinese  students 
are  flocking  to  the  best  U.  S.  and  Euro- 
pean graduate  programs  in  design.  "The 
students  are  blazingly  smart,"  says 
Patri-'k  Whitney,  director  of  the  Illinois 
Institu  ^  of  Technology's  design  school, 
which  ha?  a  cooperative  program  with 
'Ringhua  niversity's  Academy  of  Arts 
&  Design  ii:  Beijing. 

GM  helped  get  the  movement 
rolling  ck  in  1997.  Together 
with  its  .nanufacturing  part- 
ner, Shanghai  Automotive  In- 
dustrj^  Corp.,  the  carmaker 
established  the  design  cen- 
ter in  Shanghai,  where 
Sunwoiks.  Since  then, 
Siemens  Mobile,  LG  Elec- 
tronics, and  Electrolux 
have  used  young  local  de- 
signers to  create  prod- 
ucts tailored  to  China's 

domestic  mar- 

BLACK  &  DECKER    ket.  "It  really 

IRON:  Exported       blows     my 

U.S.  mind  how  ded- 
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YOUNG  AND  RESTLESS  Gardes^ 


icated  they  are,"  says  Tim  Parsey,  fcib 
rector  of  consumer-experience  desb 
for  Motorola  Inc.'s  Personal  Commifc 
cations  Div.,  which  has  seven  design 
in  Beijing  working  on  mobile  pho 
aimed  at  the  Chinese  market. 

Even  so,  it  may  be  a  while  befbe 
designers  in  Milan,  London,  or  Det: 
need  to  worry  about  finding  a  new 
of  work.  So  far,  most  Chinese  desigiAi 
have  simply  tweaked  color  and  form  \ 
export  products,  while  conceptual  w 
on  new  cars,  appliances,  and  electrc 
gadgets  is  done  in  Europe  or  the  L 
"They  have  good  designers,  but  tlfc 
don't  know  the  U.S.  market"  in  m: 
products,  says  Jerry  W.  Edwards,  e> 
utive  vice-president  for  merchandising 
retailer  Home  Depot  Inc.,  which  hi  i 
Chinese  subcontractors  to  produce  itt 
such  as  faucets  and  ceiling  fans. 

Despite  the  growing  numbers  of 
sign  schools  in  China,  some  won 
whether  China's  education  system  u 
mately  will  be  able  to  chum  out  woi 
class  designers  in  quantity.  China's  C 
fucian  emphasis  on  learning  by  r 
stifles  creative  thinking  and  makes  tt 


l! 


Not  long  ago,  industrial  design  was  virtually  unheard  of.  > 
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,-.  mbers  reluctant  to  speak  out,  says 
;s  au  Yi,  a  former  teacher  of  industrial 
!iiiign  at  Shanghai's  Tongji  University 
jiP  now  heads  S.Point,  an  independ- 
101 1  firm  that  employs  17  designers  and 

jineers  doing  work  for  the  likes  of 
jfinens  Mobile,  Electrolux,  and  Intel. 
tit  brainstorming  sessions,  they  just 
1  there,"  says  Zhou.  "Even  though 
(Diy  are  thinking  and  have  ideas,  they 
n  I't  say  anything." 

sfilfet  for  products  aimed  at  increasing- 
re  sophisticated  consumers  on  the  main- 
id,  it's  hard  to  beat  Chinese  designers. 
ttpe  was,  anything  foreign  could  be 
niiily  flogged  in  China,  no  matter  how 
anky  the  design.  Today,  though,  shop- 
rijs  demand  products  with  more  piz- 
tiiz.  For  evidence,  look  no  further  than 
tfi  mobile-phone  market.  Chinese  man- 

.cturers  have  tripled  their  market 
f  ire,  to  30%  today  from  10%  in  2001, 
n:  ^ely  because  of  splashy  designs  such 
li  the  gem-studded  handsets  offered  by 
ON  International  Holdings  Ltd.  "How 
C  they  sell  so  well?  They  under- 
pnd  local  tastes,"  says  Motorola's  di- 
K  tor  of  consumer  design,  Kumo  Chiu. 


GM  is  hoping  for  similar  success  with 
the  $21,000  ExceUe.  The  Chinese  prefer 
more  chrome  and  detailing  in  their  au- 
tomobiles, while  Westerners  go  for  more 
organic  styUng,  says  Burt  Wong,  gm's 
top  vehicle  designer  in  Shanghai.  So  the 
Excelle's  grille  is  larger  than  on  U.S. 
Buicks  and  versions  of  the 
ExceUe  that  are  being  sold 
elsewhere,  and  its 
wraparound  head- 
lights are  meant  to 
evoke  the  eyes  of  the 
mythical  phoenix.  "A  car 
needs  to  show  status  and 
power,  but  shouldn't  be 
aggressive,"  Wong  says. 

It's  not  just  multina- 
tionals that  are  discover- 
ing Chinese  designers.  Local  compa- 
nies are  also  looking  to  give  their 
brands  a  lift  through  better  design 
Lenovo,  formerly  known  as  Leg 
end  Holdings  Ltd.,  has  hired 
Ziba  Design  Inc.  of  Portland, 
Ore.,  to  beef  up  its  design  pro- 
gram. China's  largest  TV  manu- 
facturer, Changhong  Electric,  and 


structinn-equipment  maker  Sany 
■  vy  Industry  Group  have  hired 
S.t  'int  to  give  their  brands  more  flair. 
An::  white-goods  maker  Haier  Group 
established  a  design  unit  back  in  1994. 
Today  the  clean,  cool  lines  of  its  reftig- 
eramrs  and  washing  machines  help 
boost  its  sales  around  the  world. 

Chinese  designs  are  even  finding  their 
way  onto  sb^-lves  of  North  American 
and  European  st'.res.  Some  Phihps  DVD 
players  and  Ryobi  power  tools  were  de- 
signed in  China.  Ajid  the  pleasing  con- 
tours of  Black  &  Decker's  new  irons 
came  from  drafting  boards  in  Guang- 
dong. The  Chinese  "are  sui-prisingly  in 
touch  with  design  trends,"  says  Steven 
Hecker,  director  of  new-product  devel- 
opment at  Applica  Consumer  Products, 
which  makes  Black  &  Decker  Corp. 
small  appliances  under  license. 

That  means  sooner  or  later  China 
will  be  a  design  force  to  be  reckoned 
with.  For  a  glimpse  of  the  future, 
check  out  28-year-old  Fang  Zhen,  who 
works  with  Sun  at  GM.  He  sports  or- 
ange hair,  favors  black  T-shirts  and 
cargo  pants,  and  looks  to  Italy  for  in- 
spiration. "First,  I  want  to  be  the  Gior- 
gio Giugiaro  of  China,"  says  Fang,  re- 
ferring to  the  legendary  Italian  who 
designed  Alfa  Romeos,  Lamborghinis, 
and  the  1967  Oldsmobile  Toronado. 
"Then  I  want  to  be  a  top  auto  designer 
globally."  With  that  kind  of  ambition 
coming  out  of  Shanghai,  designers  in 
the  West  may  want  to  keep  one  eye  on 
the  rearview  mirror. 

By  Frederik  Balfour  in  Hong  Kong 
and  Dexter  Roberts  in  Beijing 


!\  dreds  of  schools  chum  out  grads 


Legal  Affairs 


COMMENTARY 


By  Lorraine  Woellert 

HOW  MUCH  CAN  YOU  STILL 
TELL  YOUR  LAWYER? 


In  a  world  wallpapered  with  regu- 
lation, big  companies  can't  avoid 
brushing  up  against  the  law  from 
time  to  time.  They  inevitably  hire  a 
small  cadre  of  people  who  cut  cor- 
ners, ignore  procedures,  and  make 
deals  with  the  devil.  That's  why 
managers  are  grateful  for  so-called 
attomey-cUent  privilege — the  bed- 
rock principle  that  forbids  lawyers  to 
reveal  confidential  communications 
with  their  customers.  It's  an  essen- 
tial component  of  our  adversarial 
system — a  pledge  that  executives  can 
confide  in  their  lawyers  and  develop 
the  best  defense  possible  without 
fear  that  sensitive  or  incriminating 
secrets  will  it.ak  out. 

But  now,  this  cornerstone  of  the 


American  legal  system  is  under  at- 
tack (table).  Angered  by  evidence 
that  la\vyers  helped  w^hite-collar 
criminals  rip  off  shareholders,  the 
feds  and  the  courts  are  starting  to 
shoot  new  holes  in  the  rule.  In  Jan- 
uary, the  Justice  Dept.  hinted  that  it 
would  go  easier  on  companies  under 
investigation  if  they  waived  the 
privilege.  In  June,  the  Internal  Rev- 
enue Serxace  went  to  court  to  force 
the  Dallas  firm  Jenkens  &  Gilchrist 
to  name  clients  who  used  tax  shel- 
ters that  the  agency  is  investigat- 
mg.  This  fall,  the  Securities  &  Ex- 
change Commission  will  begin 
weighing  a  proposal  that  could  force 
lawyers  who  suspect  wrongdoing, 
and  can't  make  the  company  stop  it. 


to  resign  publicly  from  a  compa- 
ny's service — a  process  known 
as  "noisy  withdrawal."  Even  the 
American  Bar  Assn.  is  ceding 
ground.  On  Aug.  11,  in  a  divided 
vote,  the  aba  altered  its  ethics  rules 
to  allow  lawyers  to  turn  in  their 
law-breaking  clients. 

AH  of  this  raises  a  scary  question: 
Can  you  trust  your  lawyer 
with  your  secrets  anymore? 
For  the  majority  of  execu- 
tives, the  answer  is  yes. 
Most  of  the  day-to-day  questions  that 
executives  ask  about  sexual  harass- 
ment, workplace  safety,  intellectual 
property,  and  pollution  regulations 
will  remain  as  confidential  as  ever. 
But  if  you  are  implicated  in  the 
wrongdoing — especially  if  a  hot  topic 
Uke  tax  evasion  or  securities  fraud  is 
involved — then  watch  out.  A  new  day 
has  dawned.  Your  words  may  come 
back  to  haunt  you  in  court.  "Clients 
have  to  be  aware  that  they  are  at 
very  high  risk  of  enforcement,"  says 
Keith  Bishop,  formerly  California's 
top  securities  regulator  and  now  a 
partner  at  Buchalter,  Nemer,  Fields  & 
Younger  in  Los  Angeles. 

This  is  not  entirely  bad  news. 
Rather  than  looking  the  other  way 
when  managers  misbehave,  lawyers 
are  being  called  upon  to  be  a  moral 
compass  for  their  clients,  steering 
them  through  the  gray  area  between 
aggressive  practices  and  outright 
fraud — and  blowing  the  whistle  when| 
necessary.  "It  wiU  force  lawyers  to 
take  the  blinders  off,"  says  Susan  J. 
Hackett,  general  counsel  of  the 
American  Corporate  Coimsel  Assn. 
But  clearly,  executives  are  going 
to  have  to  tread  more  carefully  with 
their  attorneys.  One  area  where  the 
impact  of  the  new  assault  will  be  felt 
is  independent  investigations  con- 
ducted by  outside  lawyers  after  a 
company  gets  into  hot  water — such 
as  the  one  Wilmer,  Cutler  &  Picker- 
ing performed  for  Enron  Corp.'s  di- 
rectors last  year.  While  such  probes 
were  once  off  limits  to  federal  prose- 
cutors, investigators  now  target 
them  as  an  easy  source  of  informa- 
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PRIVILEGE^ 
UNDER  ATT 


The  agency  is  weighing  a 
proposal  that  would  force 
lawyers  to  resign  publicly 
if  clients  don't  correct  a 
suspected  wrongdoing. 


JUSTICE  DEPT. 


Prosecutors  are  frequently 
demanding  waivers  of 
the  attorney-client 
privilege  from  companies 
under  investigation. 


COURTS 


Judges  are  forcing 
companies  accused  of 
serious  fraud  to  unseal 
privileged  documents. 
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tion.  The  idea  behind  the  policy 
shift:  If  Justice  can  get  compa- 
nies to  turn  over  their  own  inter- 
nal investigations,  then  prosecu- 
tors won't  have  to  spend  as 
much  money  probing  white-collar 
wrongdoers. 

Defense  lawyers  complain 
that  Justice  requests  for  waivers 
of  attorney-client  privilege  are 
becoming  more  routine.  That 
means  that  executives  who  coop- 
erate with  internal  investiga- 
tions may  be  putting  themselves 
at  risk — a  development  that  is 
likely  to  undermine  future  cor- 
porate probes.  "The  witness  un- 
derstands that  he's  basically 
speaking  to  the  government," 
says  former  U.  S.  Deputy  Attor- 
ney General  Eric  H.  Holder  Jr. 
"You're  no  longer  the  lawyer  for 
the  corporation.  You  are,  in  the 
view  of  the  witness,  an  agent 
for  the  government." 

Hoping  to  fend  off  further  as- 
sault against  the  attorney-client 
privilege,  the  aba  has  made  a 
preemptive  strike.  After  heated 
debate,  the  bar's  delegates  voted 
to  rewrite  their  code  of  profes- 
sional conduct.  The  new  guide- 
lines allow — but  do  not  re- 
quire— attorneys  to  break 
confidence  with  a  client  and  re- 
port possible  corporate  fraud  to 
law-enforcement  officials.  The 
move  is  in  part  an  effort  to 
show  that  the  profession  can  po- 
lice itself  and  that  the  sec  and 
the  Justice  Dept.  need  not  at- 
tack the  privilege,  sec  Commis- 
sioner Harvey  J.  Goldschmid 
calls  the  ABA  vote  "constructive." 
Nevertheless,  he  asks,  "should 
lawyers  have  less  responsibility 
than  corporate  auditors  and  in- 
dependent directors?"  Both 
groups  are  required  to  report 
cases  of  securities  fraud  or 
embezzlement. 

That's  a  good  question.  Attor- 
ney-client privilege — like  proper- 
ty rights,  free  speech,  and  due 
process — has  never  been  an  ab- 
solute. It  is  an  important  value 
that  must  be  weighed  against 
other  values.  As  the  corporate 
crime  wave  illustrates,  privilege 
has  plenty  of  potential  for  abuse. 
Now  it  is  being  scaled  back  a 
bit.  But  unless  you  have  really 
pushed  the  boundaries  of  the 
law,  you  can  still  trust  your 
attorney. 

With  Paula  Dwyer 
in  Washington 


KEEPING  THE  FROTH 
ON  SAM  ADAMS 

Will  Jim  Koch's  beer  ever  be  hip  again? 


Just  as  Jim  Koch  is  about  to  paste  a 
sticker  for  Samuel  Adams  beer  on 
the  cooler  of  a  Manhattan  super- 
market, the  red-faced  manager  ap- 
pears. "Don't  you  dare  put  anything  on 
my  shelves  without  my  permission,"  he 
fumes.  The  brewer  musters  his  most  dis- 
arming smile  and  extends  his  hand.  "Hi," 
he  says  in  the  voice  made  fandliar  by  15 
years  of  cheek}^'  radio  commercials.  "I'm 


Jim  Koch,  of  Samuel  Adams  beer"  T 
manager  is  unimpressed:  "It's  a  little  U 
for  that,"  he  says  curtly.  'Tlease  lea 
my  store  immediately." 

For  C.  James  Koch  (pronounc' 
"Cook"),  who  just  stepped  off  the  7  a. 
shuttle  from  Boston,  it  is  not  an  aus] 
cious  start  to  a  day  that  will  be  spei 
like  many  others,  trolling  through  cc 
venience  stores,  supermarkets,  taven 
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People 


and  nightclubs  talking  up  his  brand  to 
sometimes  indifferent  retailers.  But  as 
he  quizzes  barkeeps  about  what's  sell- 
ing and  checks  the  temperature  of  the 
Sam  Adams  drafts  he  orders,  he  also  re- 
ceives praise  for  the  quality  of  his  beer, 
especially  his  popular  low-cal  offering, 
Sam  Adams  Light.  "Not  a  bad  way  to 
spend  a  day,  huh?"  the  chairman  of 
Boston  Beer  Co.  grins  as  he  lugs  a  can- 
vas briefcase  full  of  samples  down  Fifth 
Avenue  in  the  midsummer  heat. 

Not  bad — ^but  not  exactly  the  easy  life, 
either.  The  54-year-old  Koch,  son  of  a 
fifth-generation  brewer,  has  been  hustling 
ever  since  he  cooked  up  his  iirst  batch  of 
Sam  Adams,  based  on  an  old  family 
recipe,  and  began  selling  it  bar  to  bar  in 
Boston  in  1985.  He  could  have  sold  out  to 
a  megabrewer  long  ago  and  settled  into  a 
cushier  existence.  In  fact,  Koch  says  he 
has  enough  money  that  he  doesn't  have  to 
work,  but  never  could  fathom  the  idea. 
''What  would  I  do  if  I  did  seU?"  he  asks. 
"I'd  go  looking  for  a  brewery  to  buy  so  I 
could  laimch  my  own  brand."  As  for  why 
he  still  pounds  the  pavement,  Koch  of- 
fers a  cosmic  explanation:  "From  the 
meta-marketing  to  the  store  shelves,  it's 
all  seamlessly  connected," 
he  says.  (Can  you  tell  he 
was  once  a  consultant  for 
Boston  Consulting 

Group?)  But  it's  clear 
that  the  real  reason  is 
more  personal:  He  still 
gets  an  adrenaline  rush 
from  meeting  his  cus- 
tomers face  to  face,  in- 
dignities and  all.  "Beer 
is  very  complex,  and 
somebody  has  to  love  the 
beer  and  protect  the 
beer,"  he  says. 

Yet  if  Koch  himself 
shows  no  sign  of  fatigue, 
his  brand  is  definitely  be- 
traying signs  of  age. 
Once  a  cutting-edge  al- 
ternative to  stale  imports  and  bland  do- 
mestic beers,  Sam  Adams  now  is  just  an- 
other craft  beer  on  a  cluttered  shelf.  The 
best-selling  one,  yes,  but  one  that  isn't 
drawing  in  many  new  drinkers.  Among 
young  males  for  whom  beer  is  something 
like  a  fashion  accessory,  it's  the  brand 
their  fathers  drink.  Instead,  many  are 
choosing  more  recent  creations  such  as 
Fat  Hre  and  Magic  Hat,  exotic-seeming 
imports  like  Belgium's  Stella  Artois,  and 
even  ancient  domestic  brands  like 
Yuengling  and  Pabst  that  have  been  under 
the  radar  so  long  they  are  novel  again. 

To  sell  Sam  Adams  to  twentysome- 
things,  Koch  has  been  rethinking  every- 
thing from  his  advertising  to  his  assort- 


ment of  beers.  He  has  tilted  the 
marketing  budget  toward  noisy 
TV  commercials  rather  than  the 
conversational  first-person  ra- 
dio ads  that  helped  establish 
the  brand.  He  has  been  flaunt- 
ing his  brewing  prowess  with 
50-proof,  $100-a-bottle  Utopias, 
probably  the  strongest  beer  ever 
made.  He  even  launched  Sam  Adams 
Light  in  2002,  after  years  of  deriding  the 
very  idea  of  a  light  beer 

It's  still  not  exactly  clear,  however, 
what  persuaded  Koch  to  cooperate  with  a 
pair  of  radio  shock  jocks  who  cooked  up  a 
promotion  dubbed  "Sex  for  Sam"  that  of- 
fered a  trip  to  Boston  to  the  couple  who 
engaged  in  sex  in  the  riskiest  places. 
When,  in  August,  2002,  a  Virginia  couple 
trying  to  win  the  prize  were  arrested  for 
allegedly  having  sex  in  New  York's  Saint 
Patrick's  Cathedral,  Koch  was  in  the  radio 
studio.  Not  exactly  the  kind  of  attention 
he  was  hoping  for  Koch  apologized,  and 
the  show  was  canceled 

StiU,  for  six  long  years,  Boston  Beer 
was  stuck  at  about  $200  million  in  sales. 
Last  year,  sales  spiked  up  to  $238  million 
but  have  softened  this  year.  As  bad  as 
that  looks,  other  special- 
ty brewers  suffered  far 
more  in  what  by  the 
late  1990s  had  become  a 
brutally  overcrowded 
marketplace.  In  the  past 
two  years,  Boston 
Beer's  stock  has  risen 


JIM  KOCH 


BORN  May  27, 

1949,  in  Cincinnati 

EDUCATION  B.A., 
government,  Harvard 
University,  1971; 
J.D./M.B.A.,  Harvard, 
1978 

CURRENT  POSITION  Runs  Samuel 
Adams  marketer  Boston  Beer, 
which  he  founded  at  age  35 

FAVORITE  BREW  50-proof 
Utopias,  a  high-alcohol  specialty 
beer  he  produces 

BIGGEST  CHALLENGE  Grabbing 
the  attention  of  twentysomething 
men  who  think  of  Sam  Adams  as 
their  fathers'  beer. 

FAMILY  Married  10  years  to  his 
second  wife,  Cynthia  A.  Fisher,  a 
biotech  entrepreneur;  four  kids — 
two  from  each  marriage 


POTENT 
BREW  OUT 


40%,  to  $15  a  share,  outpacing 

gains  of  Coors  and  Redhc 

Still,  that's  only  about  1 

e<v_B»<«<«p    what      it      ^ 
SO-PROOF  _,,        _. 

UTOPIAS  worth  after 
MAY  BE  initial  public 
THE  MOST  fering  in  19 
And  althoi 
Koch  bridles 
the  "father's  beer"  tag,  he  admits  t 
trying  to  reach  a  new  generation  1 
been  a  humbling  experience.  "I  kn 
that  Sam  Adams  still  stands  for  qual 
passion,  authenticity,  and  innovation, 
I  don't  know  how  to  communicate  that 
a  23-year-old,"  he  says. 

It's  a  strange  admission  from  a  n 
who  has  long  irked  rivals  with  his  hu 
sterism.  "In  the  early  days,  Koch  was 
easy  to  dislike — and  so  successfiil,"  s? 
John  McDonald,  founder  of  Boulevs 
Brewing  Co.  in  Kansas  City,  Mo.  "N( 
I  think  he's  O.  K."  Koch  has  always  be 
a  pinstripe-suited  presence  in  a  deni 
clad  world.  He  grew  up  in  Cinciniu 
earned  degrees  in  government,  busine 
and  law  from  Harvard  University,  a 
along  the  way  became  a  climbing 
structor  for  Outward  Bound.  Today  h 
a  closet  vegetarian. 

Now,  despite  the  bravado,  some  ck 
to  him  say  he's  softening  a  bit.  Koch 
notoriously  parsimonious:  He  and  his 
ond  wife,  biotech  entrepreneur  Cyntl 
A.  Fisher,  live  in  the  same  modest  hoi 
in  Newton,  Mass.,  that  he  bought 
years  ago.  But  he  finally  splurged  ti 
spring  on  a  weekend  place  in  Sou 
Dartmouth,  Mass.,  and  this  summer  f 
cided  to  take  Fridays  off. 

And,  who  knows,  Koch  may  decide 
would  be  even  better  off  selling  the  co: 
pany  to  someone  who  could  really  sea 
the  imports.  While  he  wouldn't  walk  aw 
with  as  much  as  he  might  have  in  Si 
Adams'  heyday,  he  could  pocket  at  \ei 
$70  million.  And  it  is  still  his  choice: 
sole  owner  of  the  company's  Class 
shares  (in  all  he  has  about  a  33%  stake 
the  company),  Koch  has  effective  ve 
power  over  any  decision  to  sell.  "While 
would  never  entertain  the  subject  in  t 
past,  he's  more  wiUing  to  talk  about 
these  days,"  says  board  member  Jea 
Michel  Valette.  Still,  Valette  adds,  "it's 
notion  of  imfinished  business  that's  mo 
vating  him."  Enough  encounters  wi 
surly  store  managers,  and  even  that  cou 
lose  its  charm. 

By  Gerry  Khermcnich  in  New  Yo 
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Tune  into  BusinessWeek  TV  for  an  interviev 

with  Jim  Koch.  For  program  dates  and  times 

your  area,  go  to  www.businessweektv.com 
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It's  on  demand  business.  And  it's  how  Harry  and  David"  rt  ^ 

During  the  holidays,  sales  spike.  That's  when  Harry  and  David  needs  more  computTng 
power  -  enough  to  move  21,000  Web  orders  a  day.  They  worked  with  IBM  to  create 
an  on  demand  business  model,  one  that  would  lower  their  fixed-cost  base.  Now  when 
Harry  and  David  needs  more  power,  they  lease  it.  Just  for  the  season.  Which  allows 
them  to  focus  on  their  favorite  kind  of  overhead:  those  juicy  Royal  Riviera*  Pears. 
Can  you  see  It?  It's  on  demand  business.  Get  there  with  ..i.ci, ,^^ 
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We  are  who  we  are  in  good  measure  hecatise  of  what  we 
learned  and  what  we  remember." 

— Nobel  Laureate  Dr.  Eric  R.  Kandel 

rhe  76-year-old  California  lawyer  appears  to  be  the 
very  model  of  healthy  aging.  C.  L.,  who  asked  that 
his  name  not  be  used,  hikes  two  miles  up  a  nearby 
mountain  four  times  a  week,  is  always  reading  two 
or  more  nonfiction  books  at  a  time,  and  boasts  that 
his  waist  and  chest  measurements  haven't  changed 
since  he  was  25.  This  take-charge  guy  expects  a  lot 
of  himself.  But  for  the  past  six  years,  his  memory 
't  measured  up.  He  occasionally  forgets  a  name,  he  loses  his 
I  of  thought  when  there  are  dis- 
ions,  and  he  has  walked  away 
1  six  pairs  of  expensive  sun- 
ses.  "People  who  are  very  well- 
led  intellectually  notice  when 
begin  to  lose  that  ability  to 
t  onto  every  word,  every  con- 
,"  he  says.  "It's  like  a  significant 
of  your  life  is  erased." 
L.  yearns  for  some  kind  of 
tment — and  his  determination 
Is  a  powerful  message  to  the 
industry.  Although  he  is  func- 
ing  very  well  for  his  age,  he 
ied  hard  to  enter  a  clinical  trial 
an  experimental  memory  drug 
loped  by  Cortex  Pharmaceuti- 
Inc.  of  Irvine,  Calif.  The  com- 
id,  called  CX516,  is  in  Phase  2 
cal  trials  for  people  who  suffer 

1  frequent  short-term  memory  lapses,  a  condition  called 
cognitive  impairment  (mci).  It  is  an  ominous  diagnosis, 
1  though  the  condition  doesn't  interfere  significantly  with 
r  living,  because  it  can  be  an  early  warning  sign  of  some- 
g  much  worse.  Every  year  some  15%  of  people  with  MCi 
n  to  develop  Alzheimer's  disease. 

,L.  took  nine  capsules  of  CX516  daily  for  12  weeks 
spring.  The  impact  was  immediate.  "At  the  start  of  the 
,  I  could  remember  less  than  five  words  out  of  a  list  of 
y  the  second  week,  I  could  get  14  out  of  20.  There  was 
ery,  very  appreciable  enhancement."  He  has  since 
hed  his  part  in  the  study  and  says  it  was  "heartbreak- 
to  go  off  the  drug.  "I've  been  thinking  of  some  other 
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Drugs  to  stave  off 

age-induced  memory 

impairment  may  be 

on  the  horizon 

By  Catherine  Arnst 


way  to  get  it,  and  I  don't  give  a  damn  if  it's  legal  or  illegal." 
If  he  waits  a  few  years,  C.L.  should  be  able  to  solve  his 
problem  legally.  At  least  60  pharmaceutical  and  biotech  com- 
panies around  the  world  are  working  on  novel  memory  pills. 
Some  40  are  in  human  trials,  and  the  first  of  these  could  be  on 
the  market  within  the  next  few  years.  These  drugs  aim  to  do 
far  more  than  relieve  the  occasional  "senior  moment."  Neuro- 
scientists  are  hoping  that  any  pOl  that  improves  memory  in  the 
elderly  wiU  also  protect  against  Alzheimer's  disease,  the  diag- 
nosis old  people  fear  most.  "Within  five  years,  we  wiU  have 
treatments  that  slow  the  rate  of  decline  or  even  delay  the  on- 
set of  Alzheimer's  by  five  years  or  more,"  predicts  Dr  Leon  J. 
Thai,  chairman  of  the  Neurosciences  Dept.  at  University  of  Cal- 
ifornia-San Diego. 

The  drug  industry  is  spending  bil- 
lions of  dollars  to  come  up  with  such 
a  piU,  and  it's  not  hard  to  see  why.  In 
10  years,  all  77  million  baby  boomers 
will  be  50  or  older,  and  as  many  as 
25%  of  them  may  develop  some  form 
of  dementia.  They  do  not,  however, 
show  any  interest  in  going  gently  into 
that  good  night.  As  Harry  M.  Tracy, 
publisher  of  the  newsletter  Neuroln- 
vestment,  notes:  "This  is  a  genera- 
tion that  does  not  accept  decline." 

It's  also  a  generation  that  is  ap- 
proaching the  danger  zone.  The  brain 
reaches  its  maximum  weight  by  age 
20  and  then  slowly  starts  shrinking, 
losing  10%  of  its  volume  over  an  av- 
erage lifetime.  It's  virtually  inevitable 
that  mental  glitches  will  show  up  by 
the  time  we  are  eligible  for  senior-citizen  discoimts,  and  people 
are  noticing.  Surveys  have  found  that  75%  of  people  over  50  be- 
lieve they  suffered  memory  problems  over  the  prior  year. 

Some  of  these  people  may  be  overreacting — but  a  large 
proportion  aren't.  At  least  20  million  Americans  over  60  have 
some  level  of  memory  impairment  short  of  dementia.  Another 
4.5  million  are  victims  of  Alzheimer's,  a  progressive  brain  disease 
that  over  the  course  of  a  decade  destroys  memory  and  other 
cognitive  functions  xmtil  its  victims  are  virtually  helpless.  The 
longer  one  lives,  the  greater  the  danger — 50%  of  people  age  85 
and  over  end  up  with  Alzheimer's. 

Since  more  of  us  are  living  to  an  old,  old  age,  trend  lines  for 
memory  loss  all  point  upward.  The  Alzheimer's  Assn.  esti- 
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mates  that  by  2050 — when  the  number  of  people  over  65  will 
have  doubled,  to  70  million — there  will  be  13.2  million 
Alzheimer's  victims.  Run  the  numbers,  and  it's  obvious  that  a 
pill  that  promises  to  protect  against  this  terrible  malady  would 
dwarf  the  $1.7  billion  a  year  pulled  in  by  Viagra,  that  other 
salve  for  an  aging  body. 

That  such  pills  are  even  in  the  pipeline  is  something  of  a 
scientific  miracle.  The  human  brain  is  medicine's  most  daunt- 
ing frontier.  Made  up  of  more  than  one  triUion  highly  com- 
plex neurons,  it  remained  obdurately  opaque  long  after  the 
body's  other  tissues  had  given  up  many  of  their  mysteries. 
But  in  the  past  decade,  the  code  has  been  partially  cracked. 
Using  sophisticated  imaging  technologies,  animal  experi- 
ments, and  genetic  insights,  scientists  now  have  a  road 


map  of  the  complex  process  that  is  memory  format; 
Products  follow  knowledge.  The  first  drug  able  to 
prove  the  thinking  abilities  of  people  with  advan^ 
Alzheimer's  disease  was  approved  in  Europe  last  year  an< 
widely  expected  to  win  the  nod  from  the  Food  &  D: 
Administration  this  fall.  Memantine,  developed  by  the  G 
man  company  Merz,  is  no  miracle  cvire,  and  it  has  shown 
effect  in  Alzheimer's  patients  in  the  earliest  stages  of 
disease.  But  clinical  trials  demonstrated  that  the  drug  all( 
the  most  desperately  confiised  patients  to  Uve  independer 
for  six  months  to  a  year  longer  than  they  would  otherw 
with  no  debilitating  side  effects.  That's  more  sig- 
nificant than  it  .may  sound:  Alzheimer's  is  the 
No.  1  cause  of  institutionalization  in  the  U.  S. 


temembering... 

1A  phone  number  you've  just 
heard  is  captured  by  the  brain's 
cells,  or  NEURONS,  as  a  pattern  of 
electrical  signals  that  transport  it  to 
a  processing  center  deep  inside  the 
brain  called  the  HIPPOCAMPUS, 
responsible  for  learning  and  memory. 


2  Once  the  phone  number  is 
lodged  in  the  hippocampus,  a 
cascade  of  brain  chemicals  called 
NEUROTRANSMIHERS  is  released.  These 
messenger  chemicals  carry  the 
information  across  tiny  gaps,  called 
SYNAPSES,  connecting  the  neurons. 
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THE  MOST 
COMPLEX 
COMPUTER 
ON  EARTH 

The  brain  contains 
over  a  trillion  neurons 
that  constantly 
reconfigure  themselves 
to  form  new  memories 
or  purge  old  ones. 
When  everything 


perform  this  task  more 
efficiently  than  the 
world's  fastest 
supercomputers. 


1  trials-,  healthy  pilots  who  took  an  Alzheimer's 
drug  experienced  MEMORY  IMPROVEMENT 


^emantine  marks  the  first  big  payofif  of  brain  research  car- 
out  over  the  past  decade.  The  three  treatments  for 
iieimer's  now  on  the  market — Pfizer's  Aricept,  Novartis' 
lion,  and  Reminyl  from  Johnson  &  Johnson — all  boost  the 
Is  of  a  brain  chemical  called  acetylcholine,  and  first  ap- 
ed in  the  early  1990s.  These  drugs  can  delay  the  downward 
!Ctory  of  patients  in  early  stages  of  the  disease  for  sever- 
nonths,  but  they  do  not  improve  thinking  power  and  can 


3 The  NEUROTRANSMIHERS  deliver  the 
phone  number  to  the  appropriate 
area  of  the  brain  for  storage.  The 
stronger  the  MEMORY,  the  more 
synapses  are  created,  strengthening 
the  connections  between  neurons. 
Eventually,  a  group  of  neurons  band 
together  to  form  a  long-term  storage 
space  for  the  information,  a  process 
that  can  take  hours  or  days. 


d  Forgetting 

e  time  you  turn  50, 
imory-formation 
s  slows  down  as 
s  naturally  die  off 
ravaged  by  disease. 
lOCIATED  MEMORY 
^ENT  can  develop, 
Tion  condition 
i  by  momentary  gaps 


nued  memory 
i,  called  MiLD 
VE  IMPAIRMENT,  could 
e  that  clumps  of  an 
)le  protein  called 
d  are  accumulating  in 
)pocampus  and 
ere.  The  amyloid 
's  neurons  and 
neurotransmitters 
e  out  of  control, 
ircuiting  the  memory- 
g  process.  This  marks 
rt  of  ALZHEIMER'S 
,  a  degenerative 
;ondition  that  begins 
e  loss  of  short-term 
ies  and  eventually 
's  all  cognitive 
•ns — a  process  that 
<e  up  to  12  years. 
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cause  nausea,  loss  of  appetite,  and  frequent  bowel  movements. 

Memantine  is  a  smart  bomb  by  comparison.  It  targets  a 
cell  receptor  that  controls  the  intake  of  glutamate,  a  neuro- 
chemical that  scientists  believe  is  responsible  for  75%  of  the 
communications  between  brain  cells.  "Memantine  represents  real 
progress,  a  meaningful  therapeutic  advance,"  says  Dr.  Pierre 
Tariot,  a  University  of  Rochester  psycliiatrist. 

Neuroscientists  eagerly  anticipate  more  such  advances.  Even 
now,  the  contours  of  an  enoimous  memoiy  industry  are  coming 
into  view.  Just  look  at  the  herbal  supplement  ginkgo  biloba;  An- 
nual sales  reached  an  estimated  $500  million  in  the  U.S.  last 
year,  although  clinical  trials  have  disproved  claims  that  it  can 
boost  memory.  The  three  Alzheimer's  drugs  now  available  had 
combined  U.S.  sales  of  more  than  $1  billion,  despite  their 
shortcomings.  Memory  clinics  are  springing  up  around  the  na- 
tion, headed  by  everyone  from  top-ranked  neurologists  to  New- 
Age  practitioners,  while  bookstore  shelves  are  stuffed  with 
how-to  guides  on  memory  maintenance. 

Even  the  federal  government  is  in  on  the  act.  The  cost  of 
caring  for  Alzheimer's  victims  in  the  U.  S.  will  total  over  $100 
billion  this  year,  making  the  disease  a  top  priority  of  the  Na- 
tional Institutes  of  Health.  It  is  sponsoring  a  dozen  or  more  clin- 
ical trials  of  potential  memory  enhancers  in  the  hopes  that 
something,  anything,  will  be  found  that  can  delay  the  slide 
into  dementia.  Anti-in- 
flammatory treatments 
such  as  aspirin  and 
Celebrex  are  particu- 
lar favorites  for  study,  because  inflammation  in  the  brain  is  a 
hallmark  of  Alzheimer^s  disease.  Vitamin  E  also  has  attracted  in- 
terest in  the  hope  that  it  may  protect  brain  cells  from  damag- 
ing molecules  called  free  radicals  that  course  through  the  blood 
and  batter  healthy  cells.  Plenty  of  other  potential  remedies 
are  being  tested  as  well,  among  them  estrogen,  blood  pressure 
medications,  cholesterol-lowering  drugs,  memory  exercises,  and 
special  diets — including  curry  (because  India  has  the  lowest  in- 
cidence of  Alzheimer's  in  the  world). 

Most  experts,  though,  believe  that  a  drug  specifically  designed 
for  memory  loss  will  be  far  more  effective  than  any  jerry- 
built  treatment — and  more  lucrative  for  the  inventor.  Medical 
experts  estimate  that  about  8  million  people  in  the  U.  S.  over 
age  50  suffer  from  mild  cognitive  impairment,  and  drugmakers 
do  not  plan  to  stop  there.  Any  pill  that  wins  FDA  clearance  for 
cognitive  impairment  will  surely  be  tested  against  the  next  gra- 
dation of  fuzzy  thinking:  age-associated  memory  impairment. 
The  signs  of  this  condition  include  the  occasional  misplacing  of 
car  keys  or  failure  to  recaU  a  well-known  name.  As  many  as  12 
million  Americans  suffer  from  such  lapses. 

If  a  pill  that  treats  such  minimal  memory  loss  wins  FDA 
approval,  it's  not  hard  to  imagine  the  next  step  dowTi  this 
slope.  A  drug  that  can  stave  off  age-associated  memory 
impairment  will  surely  appeal  to  the  enormous  cohort  that 
the  medical  establishment  refers  to  as  the  "worried  well." 
These  healthy,  well-functioning  individuals  share  a  common 
fear:  that  forgetting  a  name  every  now  and  then  is  the 
first  step  toward  dementia.  "About  half  of  my  patients  are 
around  50  and  self-referred  because  they  are  just  worried," 
says  Dr.  Gayatri  Devi,  director  of  New  York  Memory  & 
Healthy  Aging  Services,  a  Manhattan-based  clinic.  "Because 
their  functioning  seems  impaired,  some  of  them  come  in 
convinced  that  they  have  Alzheimer's." 

Next  in  line  for  memory  pills  could  be  college  students  seek- 
ing to  improve  test  scores.  Drug  developers  all  insist  they 
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have  no  interest  in  selling  mem- 
ory pills  to  the  young  and 
healthy,  but  that  may  not  mat- 
ter: There  is  already  evidence 
that  even  nimble  memories  can 
be  improved.  In  a  ground- 
breaking study  published  last 
year,  Peter  J.  Whitehouse  of 
Case  Western  Resen^e  Univer- 
sity gave  nine  healthy  aircraft 
pilots — mean  age  52 — a  daily 
dose  of  Aricept,  Pfizer's  drug 
for  mild  Alzheimer's.  They  were 
matched  with  another  nine  pi- 
lots who  received  placebos. 
After  30  days,  the  Aricept  pi- 
lots were  measurably  better 
able  to  perform  a  set  of  com- 
plex flight-simulator  tasks  than 
the  placebo  group. 

Far  more  tests  wiQ  be  needed 
to  determine  if  Aricept,  or  any 
other  drug,  would  have  the  same 
effect  in  a  larger  population.  Be- 
sides, given  its  unpleasant  side 
effects,  it's  imlikely  Aricept 
would  ever  become  a  popular 
"smart  pill."  Nevertheless,  the 
success  of  the  pilots'  study  does 
demonstrate  that  memory-en- 
hancing pills  are  possible. 

It  won't  be  all  that  easy, 
however,  to  push  through  a 
medication  that  tampers  with  the  body's  control  center,  the 
brain.  'The  FDA  is  going  to  be  very  carefial  about  the  safetj'  pro- 
file of  any  drug  that  might  be  taken  by  miUions  of  otherwise 
healthy  people,"  says  Neurolnvestment's  Tracy.  "These  drugs 
have  a  very  high  hurdle  to  leap,  much  higher  than  Alzheimer's 
[medications]."  Experimental  brain  drugs  have  often  failed  in 
clinical  trials  because  of  dire  side  effiects.  Witness  the  fate  of  a 
promising  Alzheimer's  vaccine  by  Elan  Pharmaceuticals.  De- 
velopment was  halted  last  year,  even  though  the  drug  was 
able  to  reduce  levels  of  the  disease  in  a  cUnical  trial,  because 
some  patients  died  of  brain  inflammation. 

The  Elan  experience  was  not  the  only  time  that  doctors 
harmed  the  patient  while  trying  to  heal  the  brain.  A  break- 
through insight  into  memory  was  borne  out  of  an  attempt  to 
cure  epilepsy  that  went  terribly  wrong.  In  1953,  a  Hartford  sur- 
geon, in  an  effort  to  rid  a  27-year-old  man  of  seizures,  re- 
moved a  small  struc- 
ture deep  in  the  brain 
called  the  hippocampus. 
He  cured  the  seiziires, 
but  the  patient,  known  as  H.  M.,  never  formed  another  memo- 
ry. He  can  recall  events  from  before  the  operation  but  has  no 
memory  at  aU  of  a  conversation  held  minutes  earlier  He  lives  in 
a  perpetual  present.  H.M.'s  tragic  case  proved  that  the  hip- 
pocampus is  where  fleeting  impressions  turn  into  permanent 
memories. 

Each  sensation  that  enters  the  hippocampus,  be  it  a  spoken 
name,  some  visual  impression,  or  the  insti-uctions  for  a  new  cell 
phone,  sets  oft"  electrical  charges  inside  neurons,  the  cells  that 
make  up  the  brain.  The  charge  stimulates  the  cell  to  release  a 
roiling  stew  of  neurotransmitters,  which  carry  the  information 
across  tiny  gaps  called  synapses  that  connect  the  neurons  to  one 
another.  The  longer  these  millions  of  signals  flash  back  and  forth, 
the  stronger  the  connections  become  and  the  more  s;vTiapses  are 
created — a  single  neuron  can  have  as  many  as  10,000  synapses. 
Finally,  a  set  of  neurons  bands  together  to  retain  the  data,  and 
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the  brain  remolds  itself  to 
ate  storage  space.  The  er 
process,  from  the  time  a  n 
ber  is  heard  until  it  is  per 
nently  stored,  can  take  h( 
or  even  days. 

As  we  age,  the  brain  car 
execute  this  complex  danc< 
quickly.  A  recent  study 
the  University  of  Kentudg^ 
gests  that  the  genetic  char 
behind  the  mental  slowd( 
may  start  by  age  40,  with 
results  showing  up  a  decad 
two  later  That  doesn't  mean 
have  no  choice  but  to  grow  « 
tinuously  dumber.  Even  w 
the  brain's  ability  to  absorb 
information  slows,  it  gets  be 
at  storing  and  calling  up  in 
mation  it  already  has,  basec 
past  experience.  Age  really 
beget  wisdom. 

Continued  mental  acti^l 
might  also  ward  off  demer 
Several  studies  have  lent 
dence  to  the  "use  it  or  los 
strategy.  The  most  recent, 
hshed  in  June  by  the  All 
Einstein  College  of  Medicin<| 
New  York,  followed  469  pe(j 
age  75  or  older  for  five  ye 
Those  in  the  top  third  of  me: 
activity  had  a  63%  lower  risk  of  dementia  than  those  in  the  1 
tom  third,  liking  part  in  a  single  absorbing  mental  activity 
day  a  week  reduced  the  risk  by  7%.  However,  some  scient 
wonder  if  Alzheimer's  may  have  already  taken  root  in  the  st 
participants  who  weren't  as  mentally  engaged,  which  wc 
explain  their  lower  ranking. 

It  is  almost  certainly  helpful  to  start  the  mental  challen 
much  earlier.  Study  after  study  has  shown  that  people  with  I 
ited  or  no  formal  education  before  the  age  of  10  are  at  a  hi 
er  risk  of  Alzheimer's  later  in  life.  It  may  be  that  intens 
learning  when  the  brain  is  young  and  plastic  greatly  increa 
the  number  of  synapses.  The  brain  can  call  on  these  reserves 
it  ages,  or  in  case  of  injury,  such  as  a  stroke.  This  is  when  th 
piano  or  French  lessons  your  parents  forced  on  you  as  a  cl 
might  pay  off.  "The  more  synapses  you  form  in  your  lifetii 
the  more  you  can  tip  the  balance  in  your  favor  as  you  aj 
says  Dr.  Majid  Fotuhi,  a  neurologist  at  Johns  Hopkins  Hosp 
and  author  of  the  book  The  Memory  Cure. 

Unfortunately,  memory  can  slip  away  from  even  the 
and  the  brightest.  W.  D.,  a  78-year-old  doctor  in  Maryland, 
tired  in  1993  but  continued  to  be  very  active.  Four  years  a 
he  started  noticing  problems.  He  would  forget  where  he  v 
going  in  his  car  or  what  restaurant  he  had  just  eaten  in. 
used  to  be  clear  as  a  bell,  and  now  I  have  to  stop  and  th 
about  where  things  are,"  he  says.  His  doctor  ruled 
Alzheimer's,  but  that  just  makes  him  wonder  what  is  go 
wrong.  "It's  depressing." 

Doctors  have  no  way  of  predicting  who  is  at  risk  for  such 
bilitating  memory  loss.  They  can't  even  diagnose  Alzheim«| 
with  certainty  until  after  the  patient's  death:  It  is  then  t[ 
clumps  of  rock-hard  plaque  in  the  brain  can  be  detected  dur  I 
autopsy.  This  plaque  is  caused  by  the  buildup  of  a  prot| 
called  amyloid,  which  slowly  destroy  neurons,  starting  in 
hippocampus.  It  is  vmclear  whether  amyloid  is  a  cause  o)| 
symptom  of  Alzheimer's,  but  scientists  are  fairly  certain  tha| 
starts  accumulating  10  to  20  years  before  mental  decline 
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What  if  you  came  to  work  and 
found  this  on  your  desk? 
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MENTAL  CHALLENGES  early  in  life-such  as 
piano  lessons-may  enhance  memory  later  on 

ient,  by  which  point  it  is  too  late  to  reverse  the  process.      65-  to  75-year-old  volunteers  more  than  twofold  ov( 
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evident,  by  which  point  it  is  too  late  to  reverse  the  process 
"The  current  Alzheimer's  treatments  are  an  act  of  despair,"  says 
Dr.  Eric  R.  Kandel,  professor  of  psychiatry  at  Columbia  Uni- 
versity. "We  have  to  start  [intervening]  much  earlier  if  we 
want  to  make  a  difference." 

Ergo  the  focus  on  early  memory  loss,  when  the  brain  may 
still  have  a  chance  to  save  itself.  Success  in  this  area  will  owe 
much  to  the  study  of  animals  that  likely  have  far  less  to  re- 
member than  humans.  It  seems  that  brains  of  insects,  apes,  and 

people  work  in  much 
the  same  way.  Kandel 
shared  the  2000  Nobel 
prize  for  medicine  for 
his  breakthrough  discoveries  about  memor>'  that  grew  out  of 
painstaking  work  with  sea  slugs.  Kandel's  discoveries  were  am- 
plified by  Tim  TMy,  a  fellow  of  Cold  Spring  Harbor  Laboratories 
on  Long  Island,  whose  research  is  based  on  the  brains  of  fruit 
flies. 

Work  on  these  two  lowly  life  forms  led  to  a  revolution  in  the 
understanding  of  memory:  Kandel  discovered  that  a  neurotrans- 
mitter called  cydic-AMP,  or  cAMP,  plaj's  a  key  role  in  strengthening 
synapses,  camp  activates  a  protein  called  creb,  which  in  txim 
switches  on  the  genes  that  control  the  release  of  neurotrans- 
mitters essential  to  long-term  memorj'.  "Think  of  creb  as  a 
general  contractor  that  organizes  the  cascade  of  genes  that  build 
memories,"  says  Hilly. 

Once  CREB  was  discovered,  TVdly  went  to 
work  designing  a  strain  of  fruit  flies  with 
the  CREB  protein  permanently  activated.  The 
result:  flies  with  photographic  memories.  The 
CREB  flies  could  remember  how  to  find  sugar 
water  in  a  specially  designed  tank  after  only 
one  trj-,  while  avei-age  flies  would  have  to  go 
through  multiple  training  sessions. 

Both  Kandel  and  Tally  have  formed  com- 
panies to  pursue  their  discoveries,  specifically 
by  targeting  mild  cognitive  impairment  and 
age-associated  memory  impairment.  Kandel's 
firm,  Memory  Pharmaceuticals  Corp.  of  Mont- 
vale,  N.J.,  is  the  furthest  along,  with  drugs 
that  block  the  breakdowTi  of  c.^lmp.  Memory 
Pharmaceuticals  scored  a  $150  million  part- 
nership with  Roche  Holdings  Ltd.  and  has  six 
drugs  in  the  pipeline,  including  one  in  early- 
stage  human  testing.  Tilly's  Helicon  Thera- 
peutics Inc.,  in  Farmingdale,  N.Y.,  is  stiU  in 
the  lab  with  drugs  designed  to  boost  the 
activity  of  CREB  and  has  had  promising 
results  in  mice. 

The  renowned  reputations  of  Kandel  and 
Tolly  have  given  their  companies  cachet.  But 
even  HUly  acknowiedges  that  any  memory 
enhancers  developed  by  Helicon  "promise  to  be  only  one  in  this 
newiy  emerging  sector  of  the  drug  industiy."  Several  other  can- 
didates are  much  further  along  (table). 

Most  of  these  drugs  can  be  divided  into  tw^o  camps,  defensive 
and  offensive.  They  either  amplify  neurotransmitters  that 
strengthen  memory'  formation  or  block  those  that  get  in  the 
way  of  that  process.  Cortex  Pharmaceuticals,  for  example,  is  in- 
vestigating a  group  of  drugs  called  am[)akines  that  amplify 
the  neurotransmitter  glutamate,  stimulatiri,::  it  to  produce  more 
synapses.  The  furthest  along  of  these  is  CX516,  the  drug  test- 
ed on  C.  L.  In  early  trials,  CX516  boosted  memories  in  healthy 


65-  to  75-year-old  volunteers  more  than  twofold  over  a  pla 
group.  The  drug  also  improved  cognitive  performance  i 
small  group  of  Swedish  medical  students,  an  intriguing  hint 
the  drug  may  work  on  the  young  as  well  as  the  old.  Corte 
conducting  a  150-patient  clinical  trial  in  patients  with  mild 
nitive  impairment,  in  partnership  with  Les  Laboratories  Se 
er  of  France,  scheduled  to  finish  this  year. 

The  defense  strategj"^  is  being  pursued  by  Saegis  Phar 
ceuticals  Inc.  of  Half  Moon  Bay,  Calif.  Its  drug,  SGS742,  bl< 
GABA,  a  neurotransmitter  which  can  inhibit  memory  consol 
tion.  The  results  of  a  completed  Phase  2  trial  for  MCi  have 
to  be  published,  but  Saegis  Chief  Executive  Rodney  Pe 
man  says:  "We  did  see  a  statistical  significance  over  the  pi 
bo  group." 

There  are  plenty  of  existing  compounds  under  investiga 
as  well.  One  closely  watched  trial  sponsored  by  the  nih  wfll 
to  determine  if  statins,  the  popular  cholesterol-lowering  dr 
such  as  Zocor  and  Lipitor,  can  slow"  memory  loss.  Such  a  ( 
nection  makes  sense,  says  Dr.  Kenneth  Davis,  head  of 
Alzheimer's  Disease  Research  Center  at  Mt.  Sinai  Med 
Center  in  New  York,  because  the  plaque  that  clogs  arterie 
patients  with  high  cholesterol  has  certain  commonalities  with 
plaque  found  in  the  brains  of  Alzheimer's  patients. 

It  will  take  several  years  before  any  of  these  large  prev 
tion  trials  produce  definitive  answers.  By  then,  one  of 
many  memory  piUs  in  the  w^orks  could  also  be  available. 
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More  than  40  experimental  drugs  meant  to  enhance  or  protec 
memory  are  in  clinical  trials.  These  are  the  leading  contenders 


DRUG 


SGS742 

Saegis  Pharmaceuticals 


CX516 

Cortex  Pharmaceuticals 


TARGET 


Blocks  a  neurotransmitter  that  inhibits 
memoiy  loss 


Enhances  a  neurotransmitter  that 
solidifies  memories 


MEM  1414 

Memory  Pharmaceuticals 


ARICEPT 

Pfizer 


MEMANTINE 

Merz/Forest  Labs 


Inhibits  an  enzyme  that  breaks  down 
cAMP,  a  key  memory  transmitter 


Approved  for  Alzheimer's,  it  inhibits 
an  enzyme  that  breaks  down  acetylcho- 
line, a  brain  chemical  linked  to  memory 


First  drug  to  improve  cognition  in 
moderate  to  late-stage  Alzheimer's 
patients 


ST/mis 


Phase  2  trials 


Phase  2  trials 


Entering  Phase 
trials 


In  trials  for  mil 

cognitive 

impairment 


Awaiting  FDA 
approval 


that  point,  people  who  suspect  declining  memory  might  visi 
special  clinic  where  they  will  take  a  battery  of  tests  to  ass 
cognitive  function.  Based  on  the  results,  they  will  be  givel 
set  of  brain  exercises  and  prescribed  a  memorj'  drug.  "This  [ 
fort,"  envisions  Tully,  "will  yield  lasting  improvements  in 
abilities  to  perceive  the  world  around  us  and  remember  il 
contributions  to  it."  It  is  a  vision  everyone  on  the  far  side  ofj 
can  embrace. 
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For  additional  coverage,  including  video 
interviews,  go  to  www.abcnews.com 
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CLOTHING 


TALBOTS  GOES  FOR 
TESTOSTERONE 

Just  as  menswear  is  fraying,  the  chain  is  trying  it  on 


Retreat  has  been  the  order  of  the 
day  for  many  players  in  the  mis- 
erable menswear  market.  No 
wonder.  "These  days,  the  No.  1 
reason  a  guy  buys  new  clothes  is  that 
he  has  gained  weight  or  his  clothes  are 
frayed,"  says  Marshall  Cohen,  chief  in- 
dustry analyst  for  npd  Group  Inc.  The 
firm,  which  tracks  consumer  buying 
trends,  says  men's  clothing  has  been  in 
decline  for  a  couple  of  years,  and  it  es- 
timates that  U.S.  sales  slipped  0.8% 
more,  to  $51.9  billion,  in  the  12  months 
ended  in  May. 

So  why  does  Arnold  B.  Zetcher,  chair- 
man and  CEO  of  Talbots  Inc.,  think  this  is 
the  perfect  time  to  plunge  into 
menswear?  Think  of  it  as  buj^g  at  the 
bottom  of  the  market.  "As  we  hear  other 
people  are  having  difBcialty,  that  says  to 
us  we  should  be  in  the  men's  business," 
says  Zetcher.  And  never  mind  that  Tal- 
bots— one  of  the  nation's  best-known 
women's  specialty  retailers,  with  more 


than  900  stores — has  no  experience  sell- 
ing clothes  to  men.  Zetcher  beUeves  his 
fanatically  loyal  female  customers  shop 
for  the  men  in  their  lives —  or  at  least 
can  be  counted  on  to  drag  husbands  and 
boyfriends  into  stores  that  Zetcher  says 
will  be  heavy  on  ambience  and  service. 

In  early  September,  Talbots  Mens  is 
opening  shops  on  New  York's  Madison 
Avenue,  plus  Boston  and  the  Washington 


DARING:  area,  joii 
Talbots  three  stor< 
Mens  is  opened  in 
featuring  visible  I 
bright  tions 

colors  spring.  TI 

just  the 
assault  in  a  campaign 
will  lead  to  a  nationv 
men's  chain  with  "I 
dreds"  of  outlets,  s 
Zetcher — rivaling  Brc 
Brothers'  more  than 
stores.  "We  want  to  i 
what  the  upscale  men's 
erators  are  offering 
more  moderate  price 
el,"  he  says.  Talbots  W 
will  shim  suits,  concent 
ing  on  sportswear  ran] 
from  chinos  to  d: 
trousers,  sweaters 
sports  coats. 

Many  local  mensw 
shops  have  bitten 
dust  in  recent  years, 
sales  at  men's  speci 
stores  haven't  budge( 
a  decade.  But  some  of  the  bigg 
chains  haven't  given  up.  Brooks  Br^ 
ers,  imder  new  owner  Claudio  Del 
chio,  is  aggressively  promoting  its  cl 
of  improved  quality.  Men's  Wearhc 
credited  strong  suit-buying  activity 
an  8%  gain  in  U.S.  same-store  s; 
dviring  the  13  weeks  ended  Aug.  2. 
a  surprising  number  of  retail  gurus 
Zetcher  may  be  on  to  something  by 
fering  a  fresh  assortment  with 
service.  "Most  men  are  terrible  clot 
buyers  who  need  a  lot  of  hand-holdi 
says  Emanuel  Weintraub,  who  rur 
retail  consulting  firm  in  Fort  Lee,  I 
"Yet  the  department  stores  have  al 
doned  that  level  of  service." 

Clearly,  there  is  opportunity  to 
pand  with  the  right  men's  offerings. 
Jos.  A.  Bank  Clothiers  Inc.  chain 
just  100  stores  in  1999  and  is  now  uj 
180.  It  plans  to  have  500  open  by  2< 
Bank  sells  moderately  priced  suits 
sportswear  with  attentive  service.  Si 


ATighti 
Fit  in 
Menswear 

With  men's 
•clothing  in  a 
slump;  here's 
how  Talbots' 
competition 
stacks  up: 


BROOKS  BROTHERS  Lost  its  way  in  the  '90s, 

but  aims  for  a  turnaround  under  new  owner 

JOS.  A.  BANK  CLOTHIERS  Venerable  chain  now 
expanding  rapidly,  stressing  service  and  selection 

MEN'S  WEARHOUSE  Seeing  a  recent  uptick  in  sale 
of  affordable  suits  at  its  nearly  700  stores 

DEPARTMENT  STORES  Still  a  big  factor,  but  losini 
share  with  little  service  and  lots  of  promotions 

LOCAL  SPECIALTY  SHOPS  They've  taken  the 
heaviest  hit,  with  many  closing  their  doors 
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CEO  Robert  N.  Wildrick  took  charge  of 
the  century-old  Bank  in  '99,  net  income 
has  soared  sevenfold,  to  $10.9  million,  as 
sales  jumped  25%,  to  $243  million. 

But  is  Talbots  positioned  to  make  a 
similar  leap?  Its  pricey  women's  offer- 
ings have  suffered  in  the  economic  down- 
turn— in  the  quarter  ended  Aug.  2, 
same-store  sales  fell  1.7%.  Overall  sales 
have  been  stagnant  for  two  years,  at 
around  $1.6  bUhon,  and  net  income  for 
the  12  months  ended  Feb.  1  slid  5%,  to 
$120.8  million.  And  it  may  be  a  challenge 
to  lure  some  men  into  stores  they  asso- 
ciate with  women's  wear.  "A  man  is  going 
to  feel  like  he's  shopping  at  his  wife's 
store  or  his  mother's  store,"  argues 
Robert  Lepre,  a  principal  at  New  Eng- 
land Consulting  Group.  To  counteract 
that  image,  Talbots  is  going  to  great 
lengths  to  differentiate  its  men's  stores, 
with  a  more  masculine  design  and  lots  of 
male  sales  associates. 

That  said,  David  Dirienzo,  head  of 
Talbots  Mens,  contends  that  Talbots'  fe- 
male customers  are  the  chain's  "secret 
weapon."  The  truth  is,  women  buy 
about  half  of  all  men's  clothes.  Anne 
Hames,  who  says  "90%  of  my  clothes 
are  from  Talbots,"  buys  most  of  the 
clothes  worn  by  her  husband,  a  physi- 
cian in  west  Tennessee.  She  began  or- 
dering from  a  Talbots  Web  site  last 
year.  Says  Hames:  "They're  a  whole  lot 
nicer  than  L.  L.  Bean  and  far  superior 
even  to  Brooks  Brothers." 

Zetcher  is  bucking  industry-generated 
hype  that  suits  are  making  a  comeback. 
He's  probably  right — an  annual  survey 
of  households  by  research  consultants 
Retail  Forward  found  that  just  5%  of 
American  men  regularly  wore  a  suit  to 
the  office  in  2002,  down  from  14%  as  re- 
cently as  1997.  Instead,  Talbots  Mens 
will  offer  the  same  kind  of  conserva- 
tive, classic  sportswear  Talbots  now  sells 
to  women,  aimed  at  affluent  men  age  35 
to  55.  To  set  its  private-label  duds  apart, 
Talbots  is  featuring  such  surprising  col- 
ors as  raspberry,  Nantucket  red,  even 
lavender.  And  it's  shooting  for  designer 
quaUty:  sweaters  with  blends  of  alpaca 
and  cashmere,  and  khakis  made  of 
three-ply  Italian  fabric.  Prices  range 
from  $55  for  a  pair  of  chinos  to  just 
under  $400  for  sport  coats. 

For  now,  Zetcher  is  hedging  his  bets. 
He's  opening  just  six  stores  this  year, 
another  six  in  2004,  and  says  he  doesn't 
expect  the  "real  rollout"  to  begin  until 
late  2005  or  even  2006.  "They're  a^^fully 
late,"  argues  Bank's  Wildrick.  "I'll  have 
150  more  stores  open  by  the  time  he 
gets  his  first  15  up."  The  slow  rollout 
gives  Zetcher  plenty  of  time  to  pull  the 
plug  if  the  concept  flops.  But  if  it  doesn't, 
Talbots  could  become  as  dependable  a 
choice  for  men  as  it  is  for  women. 

By  William  C.  Symonds  in  Boston 


The  Corporation 


BANKING 


WACHdVIA'S 

$400  MILLION  HUNCH 

Its  deal  for  Prudential's  brokers  is  a  bold  contrarian  bet; 


When  G.  Kennedy  Thompson 
took  the  helm  of  First  Union 
Corp.  in  early  2000,  it  quickly 
became  clear  he  was  cut  from 
a  different  cloth  than  his  predecessor, 
Edward  E.  Crutchfield  Jr.  The  blustery 
Crutchfield  was  known  for  his  aggres- 
sive dealmaking:  He  once  boasted  that 
to  land  one  of  the  70-plus  banks  he 
bought  during  his  tenure,  he  "just  kept 
stacking  bUlion-dollar  bills  on  the  table" 
untU  the  other  side  caved  in. 

Thompson,  however,  prefers  a  more 
understated  strategy.  After  approach- 
ing fellow  North  Carolina  bank  Wa- 
chovia Corp.  in  2001  about  a  "merger  of 
equals" — one  that  gave  Wachovia  share- 
holders a  scant  6%  premium  on  their 
stock — Thompson  covertly  drove  week 
after  week  to  a  Comfort  Inn  in  rural 
Salisbury,  N.  C,  to  win  over  Wachovia's 
top  executives.  As  Thompson,  who  even 
at  age  52  looks  ever  the  Boy  Scout,  re- 
turned the  key  after  one  such  afternoon 
tete-a-tete  with  Wachovia  CEO  L.M. 
Baker  Jr.,  he  sheepishly  asked  the  desk 
clerk:  "Ever  had  anybody  check  out  so 
soon?"  Replied  the  clerk:  "Not  anybody 
that  looks  like  you." 

The  deal,  sealed  on  Sept.  4,  2001, 
showed  that  Thompson  could  pull  off  a 
major  buyout  on  the  cheap.  He  per- 
suaded Wachovia  shareholders  to  forgo 
the  usual  big  up-front  premium  and  has 
since  integrated  the  banks  without  the 
customer  defections  that  dogged  Crutch- 
field in  his  last  deals.  Thompson,  a  27- 
year  First  Union  veteran  who  made  his 
mark  heading  up  corporate  and  invest- 
ment banking,  also  made  money  for 
shareholders.  Operating  income  for  the 
bank,  now  known  as  Wachovia  Corp., 
nearly  doubled  in  2002,  to  $4.9  billion, 
and  is  on  track  to  rise  24%  this  year. 
The  stock,  recently  at  $43.82,  has  re- 
turned investors  40%  since  the  merger. 
Now  Thompson  is  trying  to  work  his 
magic  again.  But  this  time  he's  flying  in 
the  face  of  industry  convention.  His  re- 
cently closed  deal  to  merge  Wachovia's 
brokerage  business  with  that  of  Pru- 
dential Financial  Inc.  adds  Pru's  4,400 


retail  brokers  to  Wachovia's  own  r  tt 
dling  brokerage  operation.  The  c  i 
comes  at  a  time  when  many  big  1 
kerages  are  thinning  their  sales  ra 
and  fighting  to  get  back  into  invest 
good  graces  after  the  spate  of  \ 
Street  scandals.  What's  more,  the  tr 
record  for  big  broker  combination; 
decidedly  mixed.  Think  of  American 
press  Co.'s  failed  acquisition  of  Lehr 
Brothers,    or    Credit    Suisse    F 
Boston's  struggles  with  onetime  hotsji 
Donaldson,  Lufkin  &  Jenrette. 
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■lompson  thinks  he  can  beat  the 
I;.  For  one,  he  is*betting  that  Wall 
et's  doldrums  are  oven  "This  coun- 
is  a  stock-buying  country,"  he  rea- 
.  He  also  thinks  that  the  Pru  deal 
tions  Wachovia  to  benefit  from  the 
ing  huge  wealth  transfer  to  baby 
ners  from  their  aging  parents.  "Tril- 
of  dollars  are  going  to  change 
is,  and  the  brokerage  industry  is 
g  to  be  a  tollgate.  I  like  our  odds." 
ike  the  Wachovia  takeover,  Thomp- 
;  deal  for  a  piece  of  the  rock  promis- 
big  return  on  a  relatively  small  out- 
It  gives  Thompson  a  coast-to-coast 
vork  of  12,000  brokers  to  peddle 
tgages,  car  loans,  and  other  con- 


The  plan?  Merge  back  offices,  close 
overlapping  branches,  and  aim  to  double 
the  share  of  profits  from  the  brokerage 
business  to  10%.  Some  investors  foresee 
little  risk  because  even  if  the  market 
tanks — an  increasingly  unlikely 
prospect — ^Wachovia  has  a  relatively  small 
investment  in  the  deal.  "The  downside 
risk  is  very  small,  and  the  upside  is 
tremendous,  particularly  if  you  believe 
the  bear  market  is  over,"  says  Thomas  K 
Brown,  chief  executive  of  Second  Curve 
Capital  LLC,  a  New  York  hedge  fund  that 
owns  Wachovia  shares. 

For  its  part.  Prudential,  long  dogged 
by  internal  conflict  between  its  stock 
and  insurance  sales  forces,  was  happy  to 


WMSNOVM'S  DRIVE  INTO  THE  BROKERAGE  BUSINESS 

■  1985  Ed  Crutchfield  is  named  CEO  of  sleepy, 
southern  First  Union.  He  goes  on  to  snap  up  more  than 
75  banks,  transforming  it  into  a  banking  behemoth. 

■  1998  First  Union  makes  its  first  big  foray  into  the 
securities  business,  buying  Richmond  (Va.)-based  Wheat  First  Butcher 
Singer  for  $491  million.  It  also  pays  $2.1  billion  for  the  Money  Store, 
a  subprime  lender  known  by  its  pitchman,  ex-New 
York  Yankee  Phil  Rizzuto.  ► 

■  2000  Crutchfield,  diagnosed  with  lymphoma, 
resigns  as  CEO.  First  Union  veteran  G.  Kennedy 
Thompson  succeeds  him. 

■  2000  Thompson  closes  the  Money  Store — 
with  a  $2.8  billion  write-off — and  focuses  on 
asset  management,  investment  banking,  and 
consumer  banking. 

■  2001  Thompson  strikes  a  $14  billion  deal  to  acquire  the  struggling 

Wachovia,  trumping  a  hostile  bid  from  SunTrust  Banks.  The  new 

institution  takes  the  Wachovia  name. 
-  'I'^^'MI^^^^   . 

■  JULY  2003  Wachovia  combines  its  jtB^^H^ti  j 
brokerage  force  with  Prudential's. 


I 


5r-banking  products  as  well  as  se- 
lies.  In  terms  of  pure  heft,  Wachovia 
irities  trails  only  Merrill  Lynch  and 
mon  Smith  Barney  and  runs  neck- 
neck  with  Morgan  Stanley.  And  by 
cturing  the  stealth  takeover  as  a 
venture — in  which  Wachovia  main- 
62%  ownership,  management  con- 
and  an  option  to  buy  Prudential's 
stake  in  the  future — Thompson 
a  national  brokerage  force  for  the 
)n's  fifth-largest  bank  for  only  about 
million  in  up-front  integration  costs. 


cede  control  of  its  unprofitable  broker- 
age business  to  Thompson  because  of 
the  increased  scale  and  efficiencies  that 
will  result  from  the  deal.  "We'd  rather 
own  38%  of  No.  3  than  100%  of  No.  10," 
says  John  R.  Strangfeld  Jr.,  vice-chair- 
man of  Prudential  Financial. 

Still,  Thompson  is  taking  on  some  se- 
rious management  challenges.  The  First 
Union- Wachovia  merger  involved  com- 
bining two  like-minded  Southeastern 
banks.  Now,  though,  he  must  mesh  his 
small-market  brokerage — known  for  its 


tight  cost  controls — with  Prudential's 
mostly  urban  sales  force,  whose  average 
compensation  is  much  higher  than  Wa- 
ch()\ia's  brokers.  The  average  Wachovia 
broker  has  $44.5  million  in  cUent  assets, 
vs.  .$55  million  at  Prudential.  "Any  time 
you  ti-y  to  merge  two  distinctive  cul- 
tures like  that,  it's  a  real  challenge," 
says  Paul  E.  Purcell,  chief  executive  of 
Robert  W  Baird  &  Co.,  a  Milwaukee- 
based  securities  firm. 

To  try  and  forestall  an  exodus  of  Pru 
brokers,  Wachovia  is  giving  them  re- 
tention bonuses.  It  is  also  taking  the 
unusual  step  of  providing  retention 
bonuses  for  the  brokers'  assistants.  In 
fact,  while  it  vdll  not  disclose  numbers, 
Wachovia  says  it  has  offered  far  more  in 
bonuses  for  the  Pru  deal  than  it  did  for 
all  employees  in  the  much  larger  First 
Union- Wachovia  merger  With  Wachovia 
generating  $2.5  billion  in  excess  capital 
annually,  the  bank  can  afford  it. 

Yet  UBS  PaineWebber  says  that  it 
has  already  lured  away  several  Pruden- 
tial branch  managers  in  the  Northeast 
and  Midwest,  and  industry  analysts  say 
Merrill  Lynch  has  done  so  as  well. 
Moreover,  with  many  of  the  Prudential 
brokers  grumbling  over  retention  pack- 
ages that  are  lavish  for  the  highest  pro- 
ducers but  skimpy  for  everybody  else, 
Pru's  rank-and-file  sales  people  also 
could  soon  be  headed  for  the  door.  Wa- 
chovia notes  that  the  attrition  rate  for 
Pru's  top-producing  brokers  has  actual- 
ly dropped  from  an  annualized  8%-to- 
10%  rate  before  the  merger  to  6.5% — 
thanks  to  the  retention  bonuses  offered 
them  and  their  assistants.  "We  are  very 
pleased  with  where  we  are  right 
now.  We're  not  seeing  any  mass  ex- 
odus," Donald  A.  McMullen  Jr,  pres- 
ident of  Wachovia's  Capital  Manage- 
ment Group,  told  analysts  in  July. 

Although  Wachovia  has  $350  bil- 
lion in  assets,  its  relatively  small  in- 
vestment banking  operation  never 
had  the  hot  initial  public  offerings  and 
wide  array  of  financial  products  that  at- 
tracted upscale  investors  to  its  larger 
competitors.  With  the  market  shaking 
off  the  bear,  however,  the  company  says 
it's  ready  with  new  products.  In  recent 
months,  it  has  also  won  more  under- 
writing deals  in  such  niches  as  real  es- 
tate investment  trusts. 

Thompson  has  made  a  bold  gamble, 
going  deeper  into  the  brokerage  busi- 
ness just  as  most  of  Wall  Street  is  re- 
trenching. Like  any  shrewd  investor,  he 
hopes  that  he  bought  at  the  bottom  of 
the  market.  Many  an  investor  has  tried 
that  same  strategy — only  to  get  burned. 
But  Thompson  knows  that  the  ones  who 
time  it  right  have  no  regrets. 

By  Dean  Foust  in  Charlotte,  N.  C, 
with  Brian  Grow  in  Orlando  and 
Emily  Thornton  in  New  York 
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COMMENTARY 


By  Jennifer  Merritt 


JOBS  ARE  SCARCE.  B-SCHOOU  SHOULD  GET  USED  TO  IT 


When  Jean  Eisel  began  work- 
ing in  MBA  career  services  a 
decade  ago,  finding  jobs  for 
grads  was  a  cinch.  The  best  B- 
schools  could  simply  hang  out  their 
shingles  and,  like  magic,  employers 
would  show  up.  There  was  a  time- 
honored  pattern:  Second-year  stu- 
dents were  interviewed  during  the 
fall,  and  by  November  or  December, 
they  were  fielding  job  offers.  The 
major  employers  of  MB  As — invest- 
ment banks,  consulting  firms,  and 


ing  far  fewer  MBAs  when  they  do 
come  to  campus — and  often  not  until 
spring.  Most  employers  have  cut 
back  on  the  number  of  campuses 
they  visit,  their  winter  offers  contin- 
ue to  dwindle,  and  many  say  they'll 
be  looking  to  after-graduation  cher- 
ry-picking and  spring  job  postings 
to  fill  their  yet-unknown  2004  needs. 
The  new  reality  for  career-service 
staffers  and  students  alike  is  stark: 
Companies  are  now  hiring  on  a  just- 
in-time  basis. 


HARSHER 
HIRING 

k.  Fewer  recruiters 
,    showing  up 
for  campus  inter- 
views in  the  fall 

.  More  just-in- 
r   time  hiring 
in  spring  and 
summer 

'^   Consulting 
-and  banking 
jobs  are  still 
down  by  half 


consumer-goods  companies — hired 
hordes  of  students  in  the  winter 
to  start  work  the  next  August. 

Now,  as  career-services  director 
at  Duke  University's  Fuqua  School 
of  Business,  Eisel  has  found  her- 
self— and  the  MBA  grads  she's  trying 
desperately  to  place — in  the  middle 
of  a  prolonged  job  drought.  Try  as 
she  might  to  boost  the  numbers, 
Eisel  still  hasn't  found  spots  for 
about  30%  of  last  year's  graduates. 
Although  she  and  other  B-school  ad- 
ministrators realize  the  boom  days 
are  gone  and  have  scrambled  to 
scrounge  up  job  possibilities  for 
grads,  many  still  insist  on  relying  on 
fall  recruiting,  hoping  that  things 
will  get  back  to  "normal"  soon. 

But  Eisel  and  her  counterparts 
may  be  facing  a  permanently 
changed  recruiting  landscape.  In  to- 
day's world,  employers  are  showing 
up  less  and  less  in  the  fall  and  hir- 


This  recruiting  revolution  has 
widespread  repercussions  for  B- 
schools,  which  have  long  relied  on 
the  steady  cycle  of  fall  recruiting  to 
place  the  bulk  of  students.  To  cope 
with  the  leaner,  meaner  job  scene, 
B-school  career  offices  will  have  to 
take  on  new  and  different  responsi- 
bilities. First,  abandon  the  hope  that 
MBA  recruiting  will  go  back  to  the 
shingle-hanging  days.  That  means 
reaching  out  even  more  to  nontradi- 
tional  and  smaller  recruiters — 
employers  that  might  be  hiring  only 
one,  two,  or  three  MBAs,  instead 
of  the  200  or  so  each  consulting 
firm  or  investment  bank  once 
scooped  up. 

Some  schools  have  already  begun 
to  regroup,  like  the  University  of 
Pennsylvania's  Wharton  School, 
where  seven  new  staffers  have 
joined  the  career-service  office  this 
year.  Most  are  responsible  for  tar- 


geting small-fry  outfits  in  industry, 
although  of  course  the  brand-name 
school  will  continue  to  cater  to  the 
big  boys  of  Corporate  America. 
Staffers  at  schools  like  University 
of  Southern  California's  Marshall 
School  of  Business  are  now  showing 
up  at  recruiters'  doors  to  keep 
up  with  their  latest  hiring  moves. 

B-schools  should  also  consider 
shifting  the  bulk  of  recruiting  to  tht 
spring,  when  companies  have  a  bet-, 
ter  idea  of  their  third-  and  fourth-  ' 
quarter  staffing  needs 
Smaller  companies  art 
even  less  likely  to  hiri 
in  December  for  Au- 
gust jobs.  But  they 
might  be  more  in- 
cHned  to  make  job  of- 
fers if  spring  becomes 
the  new  hiring  season 
And  by  the  spring  se 
mester,  students  will 
likely  have  better, 
more  well-researched 
career  plans. 

Just  as  important, 
B-schools  will  need  to 
continue  to  hammer 
the  job-market  reality 
home  to  their  stu- 
dents, who  will  still 
expect  an  offer  as  a 
sign  of  an  immediate  return  on 
their  sky-high  tuition  investment. 
That  means  more  career  counseling 
and  preparation  for  students  and 
lessons  in  managing  too-optimistic 
expectations.  Now,  "every  search  is 
nontraditional,  and  every  search  is 
unique,"  says  Steven  D.  Lubrano, 
assistant  dean  at  Dartmouth  Col- 
lege's Tuck  School  of  Business. 

Above  all,  B-schools  should 
stop  envisioning  a  future  in  which 
companies  come  caUing  in  droves. 
Even  if  it  happens  down  the  road, 
counting  on  such  a  rosy  picture 
could  lead  to  complacency.  For  B- 
schools,  it's  time  to  take  those  just- 
in-time  case  studies  out  of  the  class- 
room and  apply  them  to  the 
recruiting  scene  changing  right  un- 
der their  noses. 

Merritt  ivrites  about  managemeiU 
education  from  New  York. 
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.i_i_  2003   Undergraduate  RiE\/iE>w 
A  Guide  to  Reatured  Business  Degree  Rrcdgrams 


VERsmr  OF  Southern  Caufornia,  Marshall  School  of  Business  los  Angeies,  ca  •  m  3.740.8885  •  www.marshan.usc.edu 


use's    Marshall    School    of 
Business  is  one  of  the  few  busi- 
ness schools   that   combines  a 
diversity  of  students,  world-class 
research  and  scholarship,   and 
excellence  in  business  education. 
Undergraduate  core  requirements 
provide  students  with  a  compre- 
hensive  intellectual   foundation 
and   Marshall   students   have 
complete  access  to  the  rich  variety 
of  courses  and  minors  offered 
across   USC.    Located   in   Los 
Angeles,  one  of  the  world's  most 
diverse  cities  and  gateway  to  the 
Pacific  Rim,   Marshall  is  dedi- 
cated to  strength- 
ening its  position 
as  a  global  center 
of  business  educa- 
tion. The  university 
also    maintains 
one  of  the  largest, 
most  supportive 
alumni  networks 

;e  center  of  campus,  Doheny  Library  is  a  masterpiece     in  the  world. 
zhitecture  and  interior  design. 


3C  is  the  only  top-ranked 
ate   research   university   in 

Western  United  States 
ring  an  undergraduate 
)r  in  business.  The  univer- 

commitment  to  excellence 
undergraduate  education 
ed  USC  the  Time/Pnnceton 
ew's  "College  of  the  Year" 
-d  in  2000.  The  2001  "How 
jet  Into  College"  Newsweek/ 
[an   guide   chose   USC   as 

of  America's  nine  "hottest 
•ols,"  and  the  AAC&U  named 
'.  a  "Leadership  Institution" 
ndergraduate  education. 


Business  Degree  Program 

2002  IJ.S.  News  &  World  Report  ranked  Marshall's  undergradu- 
ate program  as  #n.  Students  pursuing  a  degree  in  Business 
Administration  or  Accounting  combine  in-depth  knowledge  of 
theory,  real-world  practical  learning  in  business,  and  a  solid  foun- 
dation in  the  liberal  arts  and  sciences.  This  preparation  uniquely 
equips  graduates  to  deal  with  a  rapidly  changing,  complex  world. 
Focusing  on  leadership  development  and  the  acquisition  of  man- 
agerial skills,  Marshall  emphasizes  communication,  analytical 
decision  making  and  teamwork.  Exchange  programs  give  expo- 
sure to  the  multicultural  nature  of  global  business.  The  integration 
of  broad-based  business  knowledge  and  an  area  of  expertise 
prepares  students  for  productive  careers  or  for  undertaking 
advanced  professional  studies. 


USC 


UNIVERSITY  OF 
SOUTHERN  CALIFORNIA 


SHiNGTON  State  University 


otivated  students  learn  side 
ide  with  renowned  faculty, 
1  gaining  hands-on  research 
irience.  They  are  challenged 
rich  discussions,   leader- 
responsibilities,  internships, 
study   abroad   opportun- 
They  also  benefit  from 
intellectually    stimulating 
ronment,   interaction   with 
achieving  classmates,  and 
npus  community  dedicated 
leir  success. 


Graduates  in  many  fields  are 
considered  the  best  prepared  in 
the  state  and  are  recruited  by 
Fortune  500  employers. 

WSU  offers  many  of  the 
Northwest's  top  and  unique 
undergraduate  programs,  and 
provides  graduate  studies  in  70 
fields.  The  Master  of  Business 
Administration  and  the  Ph.D.  in 
Management  Information  Systems 
are  among  the  best  in  the  College 
of  Business  and  Economics. 


Pullman,  WA  •  888.585.5433  •  www.cbe.wsu.edu 
Business  Degree  Program 

Contemporary  and  technology-infused  courses,  faculty 
student  research  partnerships,  and  internship  and  placement 
emphases  are  a  few  of  the  reasons  it's  "not  business  as  usual"  for 
WSU  College  of  Business  and  Economics'  students. 

For  example,  seniors  in  a  Finance  class  manage  a  $1  million 
portfolio  of  WSU  funds;  last  year  they  beat  the  market  again 
and  were  interviewed  on  CNBC.  Students  in  Hospitality  log 
1,000  paid  internship  hours,  run  on-campus  businesses,  and 
choose  from  top  job  offers.  And,  the  new  "Boeing  Wireless 
Classroom  of  the  Future"  provides  a  high-tech  environment 
where  student  teams  collaborate  and  videoconference  wdth 
executives  from  around  the  world. 

With  more  than  a  century  of  experience  educating  tomorrow's 
leaders,  students  are  encouraged  to  experience  innovation, 
assume  leadership,  and  develop  an  entrepreneurial  outlook  in 
every  aspect  of  their  lives  and  futures. 


Washington  Statc 
^university 

World  Class.  Face  to  Face. 
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San  Diego  State  University 


San  Diego,  CA  •  619-594-5259  •  www.sdsu.edu/busir 


San  Diego  State  University  is 
the  oldest  and  largest  higher 
education  institution  in  the  San 
Diego  region.  Its  diverse  student 
body  benefits  from  innovative 
educational  programs  distin- 
guished by  a  growing  emphasis 
on  global  education.  This  year 
SDSU  was  profiled  by  the 
Association  of  International 
Educators    (NAFSA)    and    the 


U.S.  State  Department's  Bureau 
of  Educational  and  Cultural 
Affairs  as  one  of  six  U.S. 
higher  education  institutions 
that  serve  as  models  for  inter- 
nationalization. 

SDSU  also  aims  to  be  an 
engaged  university  that  can  help 
address  the  social,  entrepre- 
neurial and  workforce  needs  of 
San  Diego  and  beyond.  In 
recent  years  the  university  has 
created  or  expanded  degree  pro- 
grams that  provide  industries 
such  as  hospitality  and  tourism, 
health  care,  biotechnology,  and 
construction  management  with 
highly  skilled  professionals. 

The  university  is  designated  a 
"Doctoral/Research  University- 
Intensive"  by  the  Carnegie 
Foundation,  which  places  it 
among  the  top  seven  percent 
of  more  than  3,800  higher  edu- 
cation institutions  conducting 
research  in  the  U.S. 
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Business  Degree  Program 

One  of  the  largest  undergraduate  business  programs  in  t 
country,  the  SDSU  College  of  Business  has  earned  natioi' 
acclaim  for  many  of  its  programs,  including  undergraduj 
International  Business  and  graduate  Entrepreneurship,  whi 
rank  among  the  top  programs  in  the  country.  Also  offered  £ 
Accounting,  Finance,  Financial  Services,  Hospitality  ai 
Tourism  Management,  Information  Systems,  Managemei 
Marketing,  and  Real  Estate.  Both  the  College  of  Business  ai 
School  of  Accountancy  are  accredited  by  AACSB  Intemation 
the  premier  accrediting  agency  for  management  education 


SAn  DIEGO  STATE  UIIIVEI 


The  University  of  Oklahoma 

OU  provides  a  major    "  ^fl| 

university  experience 
in  a  private  college 
atmosphere. 

It  has  20,000  under- 
graduate students  en- 
rolled on  the  Norman 
campus.  Located  20  miles 
from  Oklahoma  City  it 
is  part  of  a  metropobtan 
area  that  is  home  to 
900,000  {people.  OU  is 
beautifully  landscaped  with  easy 
access  to  research  and  support 
facilities,  shopping,  transportation, 
and  recreational  activities. 

OU  has  19  colleges  offering  154 
undergraduate  majors,  including 
the  following  within  the  Michael 
F  Price  College  of  Business: 
Accounting,  Energy  Management, 
Entrepreneurship  and  Venture 
Management,  Finance,  General 
Management,  Human  Resource 
Management,  MIS,  Marketing  and 
Supply  Chain  Management. 


^PRICE 

'  CulU^e  of  Business 


Construction  has  begun  on  Michael  E  Price  Hall,  a 
55,000-square-foot  addition  to  Adams  Hall 

Price  College  blends  academic 
training  with  real-world  experi- 
ence for  a  rounded  education. 
Courses,  taught  by  faculty 
among  the  top  in  their  fields, 
cross  functional  boundaries  and 
link  a  variety  of  disciplines. 
A  wide  range  of  student  organ- 
izations offer  social,  career  and 
scholarship  opportunities. 

Price  College  has  been  ranked 
as  one  of  the  nation's  top  business 
schools,  listed  in  the  U.S.  News 
top  50. 


Norman,  OK  •  405.325.6021  •  price.ou. 
Business  Degree  Program 

Michael  F.  Price  College  of  Business  -  nationally  recognize 
for  creative  programming 

Communication  Skill  Development 

•  Diagnostic  testing 

•  Four  required  courses 

•  Skill  development  plans 

•  Business  Communication  Center 

Enrichment  Programs 

•  JCPenney  Leadership  Program 

•  Honors  courses 

•  Double  majors 

•  Extensive  study  abroad  opportunities 

Experiential  Learning 

•  Integrated  Business  Core  —  students  create  start-up 
companies  and  manage  community  service  projects 

•  One-quarter  million  dollar  Student  Investment  Fund 

•  In-class  student  consulting  projects  with  well-known  compKinie 

•  Internships  with  U.S.  and  international  corporations 
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(YLHURST  University 

uylhursi  programs  are 
tured  around  flexible 
ins.  Online  courses  are 
sible  24  hours  a  day 
pus  classes  run  evenings, 

and  weekends.  Degree 
i  can  be  customized 
leet  professional  goals. 
ission  is  year-round, 
asses  are  small  and 
nar-style  to  facilitate 
'  discussion.  The  Maryl- 
'  faculty  is  comprised  of 
ang  professionals,  rec- 
ted  in  their  fields  - 
;rs,  managers,  marketers 

entrepreneurs.    Each 
5s  practical,  tested  ex- 
!nce  to  the  classroom, 
iny  students  take  full  advan- 

of  their  learrung  at  work 
from  life  by  earning  up  to 
redits  (two  years)  through 
or  learning  assessment  pro- 
t  and  proficiency  exams, 
sework  completed  long  ago 


may  be  transferable.  Military  serv- 
ice credit  may  also  be  transferred. 
When  an  employer  reimburses 
tuition  and  fees  at  the  end  of 
the  term,  Marylhurst  defers 
these  costs.  Scholarships  and 
financial  aid  packages  are 
available  for  all  ages. 


/  Mexico  State  University 


e  main  campus  of  NMSU  is 
;d  in  Las  Cruces,  a  city  of 
I  85,000,  and  is  within  an 
^  drive  of  El  Paso,  Texas,  and 
,z,  Mexico.  The  region  fea- 
desert  mesas,  the  farms  of 
lio  Grande  Valley  and  \astas 
e  Organ  Mountains.  Hiking 
camping  are  available  in  the 
Wilderness  area  of  South- 
ern New  Mexico  and  skiing 
oe  enjoyed  in  Ruidoso  and 
dcroft  about  two  hours  away. 
e  university  offers  a  mix  of 
iwestem  culture  and  tradi- 


tions and  strong  undergraduate 
programs  within  a  major  re- 
search university  About  49  per- 
cent of  the  15,000  students  are 
minorities  and  about  2,700  are 
graduate  students.  Students  will 
find  the  university's  faculty 
members,  many  of  whom  are 
recipients  of  teaching  awards,  to 
be  accessible  inside  and  outside 
the  classroom. 

NMSU  is  in  the  Sun  Belt 
Conference,  NCAA  Division  I- A, 
and  is  the  home  of  the  American 
Southwest  Theatre  Company 
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Portland,  OR  •  800.634  J982  •  www.marylhursi.edu/business 
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Business  Degree  Program 

Marylhurst  accommodates  professional  responsibilities  and  business 
travel,  allowing  business  students  to  complete  a  degree  at  their  own  pace. 

The  BS  in  Business  and  Management  can  be  earned  completely 
online  in  an  interactive  team  environment  featuring  case-based 
coursework.  Other  online  disciplines  include  Real  Estate  and 
Organizational  Communication.  Public  Relations  is  one  of  six  profes- 
sional certificates.  A  strong  on-campus  program  is  available  as  well. 

Founded  in  1893,  Marylhurst  is  a  leader  in  irmovation  and  aca- 
demic excellence.  This  extraordinary  learning  environment,  along 
with  a  liberal  arts  education,  prepares  Marylhurst  graduates  to  meet 
the  critical  analysis  and  business  skills  corporate  managers  demand. 

Mar)'lhurst  Universit)'  is  ranked  a  "Best  Value"  by  US  News  & 
World  Rq>ort  2003,  and  is  accredited  by  the  International  Assembly 
for  Collegiate  Business  Education. 


MARYLHURST  UNIVERSITY 


Las  Cruces,  NM  •  505.646.4329  •  www.nmsu.edu 


Business  Degree  Program 


The  College  of  Business  Administration  and  Economics  begins 
its  fortieth  year  vAth  new  leadership  as  well  as  newly  affirmed 
accreditation  by  AACSB  International.  Dean  Carrey  Carruthers 
has  served  as  governor  of  New  Mexico,  a  federal  government 
official  and  a  health  insurance  executive.  Now  he  is  positioning 
the  college  to  play  a  significant  role  in  economic  and  business 
development  in  the  state  and  region. 

Students  in  the  college  are  able  to  participate  in  a  variety 
of  student  business  organizations,  some  of  which  have  been 
recognized  nationally  In  addition,  students  are  encouraged  to 
take  advantage  of  co-op  and  internship  opportunities  as  well  as 
international  programs  in  Latin  America,  Europe  and  Asia. 

The  college  offers  an  array  of  undergraduate  majors.  Special 
features  include  the  professional  golf  management  program, 
courses  in  pubhc  utihty  regulation,  and  core  courses  integrating 
major  business  disciplines. 
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Saint  Mary's  College  of  California 


Saint  Mary's  College  of 
California,  founded  in  1863, 
is  one  of  the  oldest  colleges  in 
the  West.  It  is  a  private  coeduca- 
tional college,  owned  by  the 
Lasallian  Christian  Brothers, 
whose  teaching  traditions  date 
back  to  17th  century  France.  It 
prides  itself  on  its  high  academic 
and  personal  standards,  open 
intellectual  atmosphere,  and 
dedication  to  the  traditions  of 
the   liberal   arts.    Its   faculty 


includes  highly  regarded 
teacher-scholars  with  earned 
doctorates  from  leading  univer- 
sities. Small  class  size,  and 
individual  attention  given  to 
students  allow  for  a  rich  educa- 
tional experience,  as  recently 
verified  by  its  excellent  ratings 
in  the  National  Survey  of 
Student  Engagement.  The  420- 
acre  campus  is  located  in  the 
picturesque  Moraga  Valley,  20 
miles  east  of  San  Francisco. 


Chapman  University 

In  Orange  County,  there  is 
a  premier  center  of  higher  educa- 
tion where  students  receive  an 
education  that  is  broad  and  deep 
and  faculty  take  their  roles  as 
educators  and  mentors  seriously 
Currently  home  to  more  than 
4,500  students  pursuing  a  wade 
array  of  undergraduate  and 
graduate  degrees.  Chapman  Uni- 
versity remains  squarely  focused 
on  its  mission — to  provide  person- 
alized education  of  distinction  that 
leads  to  inquiring,  ethical,  and  pro- 
ductive lives  as  global  citizens. 


Chapman  continues  its  dramat- 
ic advance  on  all  fronts — in  pro- 
gram offerings,  campus  and  career 
resources,  and  the  caliber  of  its 
students  and  faculty  Its  renowned 
business,  law,  and  film  and  tele- 
vision schools  offer  the  highest 
quality  professional  training  both 
inside  and  outside  the  classroom. 
Newly  constructed  state-of-the-art 
business  and  law  buildings  will 
soon  be  joined  on  the  park-like 
campus  by  a  new  film  and  televi- 
sion studio,  a  100,000-square- 
foot  library  an  all-faiths  chapel,  a 
major  addition  to  the  music  build- 
ing, and  a  modem  new  residence 
hall.  And  students'  average  SAT 
scores  have  risen  year  after  year 
since  1991.  It's  no  wonder  that 
U.S.  News  &  World  Rqmrt,  Barron's 
Profiles  of  American  Colleges,  The 
Templeton  Guide  and  Yahoo!  have 
all  recognized  Chapman  as  one  of 
the  strongest  universities  in  the 
West  and  the  nation. 


Moraga,  CA  •  925.631.4000  •  www.stmarys-ca 
Business  Degree  Program 
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The  School  of  Economics  and  Business  Administration  off 
comprehensive  undergraduate  degrees  in  Accounting  (B..' 
Business  Administration  (B.S.),  and  Economics  (B.S.  and  B./ 
Graduates  display  strong  communication  skills,  and  the  coi 
dence  and  ability  to  address  both  technical 
and  human  dimensions  of  business  and 
organizational  life.  Some  graduates  enroll  in 
the  School's  esteemed  MBA  and  Executive 
MBA  programs. 

A  recently  launched  "Center  for  the  Study 
of  Fiduciary  Capitalism"  supports  the  study 
of  business  ethics  and  corporate  governance. 
A  new  executive  education  program  engages  students  with  sen 
executives  from  Dolby,  Lucasfilms,  Apple,  H.R,  Cisco,  and  othej 
Extensive  internship,  peer  mentoring,  and  study  abroad  progra 
are  available.   The  School  has  one  of  the  most  extensive  alu 
networks  in  Silicon  Valley  and  the  San  Francisco  Bay  Area. 


Roy  Allen,  Dean 

Projessor,  Scho 

Economics  and  Bus 

AdminislTi 


Business  Degree  Program 


As  one  of  the  world's  select  busmess  schools  accredited  1 
AACSB,  the  George  L.  Argyros  School  of  Business  &  Economi 
offers  bachelor's  degrees  in  business,  economics  and  accountin 
as  well  as  the  MBA  and  Executive  MBA. 

At  the  Argyros  School,  curricular  and  non-curricular  opporr 
nities  abound.  Undergraduates  may  pursue  an  emphasis 
finance,  marketing,  business  economics,  management,  entrepr 
neurship  or  international  business  depending  on  their  chose 
career  path.  Internship  opportunities  are  extensive,  providing 
complement  to  coursework  by  giving  students  a  practical  pe 
spective.  And  numerous  prominent  speakers  such  as  Nob 
prizewinning  economist  Milton  Friedman,  high-profile  CEC 
international  leaders  in  business  and  government,  and  three  moti 
em  presidents  have  visited  the  campus  to  share  their  perspective 

The  philosophy  of  the  School  emphasizes  the  principle  ihi 
managers  must  think  creatively,  behave  proactively  and  con 
municate  effectively  to  create  and  enhance  value. 

The  closer  you  look,  the  better  we  look. 
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lORADo  State  University 

jtuated    at    the    foot    of 
!  Rocky  Mountains,  Colorado 

University  is  a  worid  class 
arch  institution  that  puts 
ents  first  by  providing  them 

a  welcoming  environment, 
idition  of  excellence,  and  a 
mitment  to  their  future. 

Colorado  State  you'll  find 
mnronment  that  encourages 
to  become  whatever  you  set 
jto  be. 

)lorado  State  University  is 
istently  rated  as  one  of  the 


top  public  universities  in  the 
nation  by  publications  such  as 
U.S.  News  &  World  Rqmrt  and 
IQplingers'  Personal  Finance  Mag- 
azine. Our  student-to-tenure-track- 
faculty  ratio  of  twenty-two  to  one 
gives  you  easier  access  to  nationaOy 
and  internationally  recognized 
faculty  Also,  Colorado  State  was 
recognized  by  the  prestigious  John 
Templeton  Foundation  for  our 
overall  record  of  commitment  to 
inspiring  students  to  lead  ethical 
and  ci\ic-minded  bves. 


Fort  Collins,  CU  •  970.491.1101  •  www.colostate.edu 


Business  Degree  Program 

Whether  you're  looking  for  a  busmess  college  that  will  propel  your 
ambitions  or  searching  for  a  world-class  program  without  the  huge 
expense  of  a  pnvate  college,  we  want  to  be  your  first  choice  for 
business  education. 

•  Top  100  best  undergraduate  business  programs 

{U.S.  News  &  World  Report) 

•  Among  the  highest  placement  rales  and  stanmg  salaries 

(On  the  "short  list"  of  many  top-tier  firms) 

•  National  technology  hub 

(technology  services  valued  at  $21.6  million  by  IBM) 

•  Top-50  "Most  Wired"  {Yahoo  Magazine) 

and  Top-20  Cyber  University  {Forbes) 

•  Accredited  by  AACSB  International,  the  premier  accrediting 

organization  for  business  schools  worldwide 

(Only  25%  of  business  schools  are  AACSB  accredited) 

•  Selective  admission  1 100  scholarships  awarded  to  qualified  students 

•  www.biz.colostate.edu 


University 
Knowledge  to  Go  Places 
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bER  State  University 

fiber  State  University  prides 
if  on  excellent  teaching, 
[lordinary  commitment  to 
ing  the  needs  of  students  at 
f  stage  of  life  and  ongoing 
ce  to  the  community 
commitment  that 
iges  minds  in  pro- 
d  and  lasting  ways. 
le  university,  located  in 
hem  Utah  at  the  base 
ne  beautiful  Wasatch 
ntains,    offers    more 

215  degree  programs 
iding  a  full-range  of 
ergraduate  business 
ee  programs  as  well 
1  MBA  and  a  Masters 
Accounting.  Online 
es  and  flexible  class 
duling  are  designed  to 
;  the  complex  needs  of 

nts  balancing  family 
work  responsibilities, 
you  are  considering 
iding   Weber    State 


Ogden,  UT  •  801.626.6050  •  www.weber.edu 


University,  and  would  like  to 
learn  more,  visit  Weber  State 
University  at  www.weber.edu  or 
call  (801)  626-6050  to  arrange 
a  personalized  tour. 


Business  Degree  Program 

You  will  be  delighted  with  the  quality  of  Weber  State  University's 
Goddard  School  of  Business  and  Economics.  The  program  is 
designed  to  guarantee  your  success.  Here  are  a  few  reasons  why 

Small  classes  of  35  students  or  fewer  promote  a  level  of  interaction 
which  can't  be  matched  in  large  lecture  halls.  Our  classes  promote 
interaction  between  faculty  and  students  that  extends  beyond  the 
classroom.  Students  have  the  opportunity  to  study  abroad,  travel  to 
corporate  board  rooms  or  Wall  Street,  complete  an  internship,  or 
work  closely  with  a  faculty  member  on  a  special  project.  Alumni 
and  faculty  work  together  to  open  doors  for  our  students  and  help 
them  launch  their  careers.  The  individual  attention  gives  our  stu- 
dents a  strong  foundation  in  business  and  economics  and  enables 
our  graduates  to  place  in  the  top  5  percent  on  national  exams. 

Visit  goddard.weber.edu  to  learn  more  about  our  programs. 


Weber  State 
Universfiy 
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Indiana  University 

Indiana  University  (lU) 
Bloomington  provides  a  rich 
tradition  and  excellent  academic 
opportunities  including  exten- 
sive study-abroad  programs. 
Established  in  1820,  lU  Bloom- 
ington is  recognized  worldwide 
for   its   top-ranked   programs 


Bloomington,  IN  •  812.855.4848  •  www.indlana 


in  business,  informatics,  music, 
arts  and  sciences,  public  and 
environmental  affairs,  education, 
and  journalism.  In  fact,  under- 
graduate students  can  choose 
among  some  130  majors  and 
minors.  lU  values  and  embraces 
people  from  all  walks  of  life  and 
is  committed  to  the  aca- 
demic success  of  each  stu- 
dent. 

TIME  magazine  recently 
named  lU  "College  of  the 
Year."  Money  magazines 
"Five-Star  Places"  were 
Bloomington,  New  York, 
San  Francisco,  San  Diego, 
and  Austin,  Texas.  Bloom- 
ington was  also  named 
by  USA  Today  as  one  of 
the  country's  top-10 
college  towns.  lU  is  also 
among  the  "best  wired" 
in  the  world,  providing 
an  outstanding  technology 
environment 
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Kelley  School  of  Business  Program 

The  Kelley  School  of  Business  is  proud  of  its  consiste 
rankings  in  the  Top  10  in  all  major  business  disciplines 
is  also  the  home  of  the  Kelley  Scholars,  the  nation's  prenu 
undergraduate  business  scholarship  program. 

It  offers  an  outstanding  curriculum  with  skill-based  coun 
featuring  the  incomparable  Integrated  Core  (I-Core)  ai 
one-on-one  tutoring  services  for  class  presentations  and  writii 
assignments. 

Add  world-class  career  services  with  customized  counselin 
internships,  a  terrific  job  placement  record,  and  a  vast  ne    , 
work  of  alumni  support,  and  you  have  the  prescription  f 
exceptional  opportunity. 

The  Kelley  School  of  Business  has  an  Uncommon  Spir 
a  Worldwide  Reach,  and  a  Small-School  Touch. 


IndianaUniversity 
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The  Citadel,  The  Military  College  of  South  Carolina 


The  Citadel,  a  historic  instit- 
ution with  rich  traditions,  offers 
a  unique  education  that  pro- 
duces graduates  educated  for 
principled  leadership.  As  one 
of  the  Souths  leading  compre- 
hensive colleges,  The  Citadel 
blends  the  best  elements  of 
a  teaching  institution  with  the 
lasting  benefits  of  a  classic 
military  education.  Students  who 


are  members  of  the  South 
Carolina  Corps  of  Cadets  learn 
teamwork,  self-discipline  and 
responsibility  as  value-added 
components  to  excellent  academ- 
mics.  The  influences  of  a  strong 
honor  code  and  four  years 
of  leadership  training  produce 
graduates  who  have  headed 
such  companies  as  Knight 
Ridder,  3Com  and  Wackenhut. 


Business  Degree  Program 

With  its  mission  to  educate  principled  leaders  to  serve  a  glob, 
community.  The  Citadel  School  of  Business  draws  on  visii 
experts  and  a  wide  array  of  internships  to  complement  a  rob 
curriculum.  Roughly  65  pjercent  of  Citadel  business  majors 
directly  into  the  work  force.  Accredited  by  the  AACSB,  The  Citac 
School  of  Business  sends  graduates  into  the  corporate  world  ai 
with  knowledge,  confidence  and  the  ability  to  succeed  and  se: 


THE 

ITADEL 

The  MiuTAnrCoiuoE  of  South  Cakouna 
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HO  SAYS  CEOs 
ANT  FIND  INNER  PEACE? 

ssforce.com's  Benioff  brings  spirituality  to  the  job  of  selling  software  as  a  service 


In  June  3,  Marc  Benioff,  the  affa- 
ble CEO  of  Net  startup  Sales- 
force.com  Inc.,  was  playing  host 
to  400  customers,  business  part- 

and  journalists  at  the  Grand  Ha- 
Room,  a  tony  cigar  bar  on  the  top 

of  a  midtown  Manhattan  sky- 
)er.  The  occasion:  a  press  confer- 
introducing  the  company's  newest 
iology.  Dressed  in  a  dark  suit  with 
ver-present  "End  of  Software"  but- 
on  his  left  lapel,  Benioff  was 
oozing  guests  when  he  got  a  call  on 
bW  phone  from  a  representative  of 
Id  Schwarzenegger.  Would  he  buy  a 
tickets  to  a  charity  screening  on 
27  of  the  actor's  new  movie,  Ter- 
tor  3:  Rise  of  the  Machines^ 
ick-click-cUck  went  Benioffs  brain, 
'as  planning  on  introducing  an  up- 
of  Salesforce.com's  Web-based  cus- 
r-management  software  at  about 
time  anyway.  Why  not  become  the 
ary  sponsor  of  the  event,  invite 
reds  of  business  associates  to  the 
ning,  and  grab  attention  for  his 
product — all  in  one  swoop?  This 
came  together  in  a  matter  of  see- 
In  the  end,  he  hosted  600 
s  at  San  Francisco's  Galaxy 
ter  and  then  whisked  away 
istomers  and  prospects — 
Schwarzenegger — to  a  pri- 
dinner  nearby, 
this  seems  like  a  jarring 

of  dot-com-era  excess  and 
-style  do-goodism,  well,  so 

Benioff,  38,  a  former  Ora- 
!orp.  executive,  has  fash- 

an  environment  at  Sales- 
.com  where  a  relentless, 
-win  drive  is  balanced  with 
clectic  blend  of  Eastern 
ualism,  parties,  and  charity, 
•elieves  that  mixing  these 
mal  interests  with  the  best 
tional    business    practices 
an  "integrated"  company 
e  people  escape  the  traps  of 

ntional  thinking  and  oper- 
nore  creatively.  "We  need 
istant  reinforcement  that 


we're  a  different  sort  of  company  with  a 
different  set  of  values,"  he  says. 

What's  so  different  about  Sales- 
force.com?  The  San  Francisco  company 
is  threatening  giants  such  as  Siebel 
Systems,  Oracle,  and  PeopleSoft  vdth  a 
new  way  of  delivering  the  software 
corporations  use  to  manage  their  busi- 
nesses. Rather  than  hawking  multimil- 
lion-dollar packages  that  sometimes 
take  more  than  a  year  to  install,  Sales- 
force.com  sells  software  as  a  service 
delivered  via  the  Internet.  Corpora- 
tions typically  pay  $65  per  month  for 


each  user,  and  they  don't  have  to  wor- 
ry about  the  headaches  of  buying  and 
maintaining  their  own  computers  and 
software.  Although  customer-manage- 
ment leader  Siebel  Systems  Inc.  de- 
nies Salesforce.com  is  a  threat,  the  up- 
start is  gaining  customers  fast,  with  a 
total  of  6,900.  SunGard  Data  Systems 
Inc.,  for  instance,  just  agreed  to  use 
the  service  for  1,000  salespeople  world- 
wide. "We  don't  have  an  appetite  to 
pay  $18,000  a  head  and  spend  years 
installing  software,"  explains  Bettina 
A.  Slusar,  senior  vice-president  of  glob- 


Salesforce.com's  revenues  are 
rocketing,  and  it's  in  the 
black-making  it  a  target  for 
bigger  software  companies. 
Benioff  meditates  to  cope 
with  the  stress 


WORKMATES: 

Benioff 
with  his 
dog,  Koa 
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al  account  management  for  SunGard. 

The  upshot  is  that  Salesforce.com  has 
emerged  as  one  of  the  few  bona  fide  suc- 
cesses among  dot-coms  bom  in  the  late 
1990s.  In  the  quarter  ended  July  31,  the 
four-year-old  private  company  recorded 
revenues  of  $21.6  nullion,  double  a  year 
earlier,  and  logged  a  $127,000  profit,  its 
second  sequential  quarterly  profit.  New 
requests  for  service  grew  so  rapidly  this 
summer  that  Benioff  plans  on  boosting 
his  staff  of  400  by  20  to  25  people  per 
month  for  the  rest  of  the  year,  double  the 
previous  rate.  Meanwhile,  Siebel  Sys- 
tems saw  its  revenues  decline  17.8%  last 
quarter  and  is  cutting  staff.  Benioff 
rubbed  it  in  by  sending  recruiting  e-mails 
to  Siebel  Systems  employees.  He  may 
be  spiritual,  but  he's  no  saint. 

Investment  bankers  are  atti'acted  to 
Salesforce.com  like  14-year-old  boys  to 
Britney  Spears.  It's  expected 
to  deliver  one  of  the  hot  initial 
public  offerings  of  2004.  "This  is 
a  company  that  wiU 
attract  plenty  of  at- 
tention," says  Evan 
M.  Newmark,  glob- 
al head  of  technolo- 
gy banking  at  UBS 
Investment     Bank, 
who  is  angling  for  a 
piece  of  the  action. 
"Like  Dell  on  the 
hardware  side, 

they're  a  disruptive 
business  model." 

Benioff   faces    a 
host  of  challenges  as 
he    tries    to    turn 
Salesforce.com  into 
the  next  Dell.  Tra- 
ditional   enterprise 
software  makers  are 
gunning  for  him  like 
never  before,  and  ri- 
vals such  as  UpShot 
Corp.  are  also  deliv- 
ering software  over 
the  Net.  If  that's  not 
enough,  software  gi- 
ant Microsoft  Corp.  is  targeting 
one  of  its  sweet  spots:  small  to 
medium-size  companies.  Critics 
question  whether  BeniofTs  off- 
beat management  ideas  can 
succeed  as  his  company  be- 
comes more  complex  and  oper- 
ates with  a  bull's-eye  on  its 
back.  "I  find  it  hard  to  believe 
that  Marc  is  doing  a  good  job 
as  CEO,"  says  John  Dillon,  head 
of  software  maker  Navis  llc, 
who  was  Salesforce.com's  ceo 
until   he  and   Benioff  had   a 
falling-out  in  2001.  "He's  not 


PRE- 
ORACLE: 

Benioff 
the  hoy 


operational.  He  doesn't  have  the  where- 
withal to  manage  people." 

While  that  may  have  been  true  a  cou- 
ple of  years  ago,  Benioff  seems  to  have 
come  into  his  own  as  a  manager  since 
then.  He  has  recruited  a  handful  of  tech 
industry  veterans,  including  Jim  Steele, 
a  former  iBMer  who  runs  worldwide 
sales,  and  Steve  Cakebread,  who  left 
his  chief  financial  officer  post  at  soft- 
ware maker  Autodesk  Inc.  to  become 
CFO.  Meantime,  Benioff  concentrates  on 
his  strengths — strategy  and  marketing. 
His  imorthodox  management  style  has 
helped  turn  Salesforce.com  into  a  force 
to  be  reckoned  with.  While  it's  still  a 
fi'action  of  the  size  of  the  giants,  it  is 
they  who  are  under  pressure  to  respond 
to  the  hotshot  upstart. 

Benioff  has  a  long  history  of  swim- 
ming against  the  current.  While  his  par- 

MARC  RUSSELL  BENIOFF 


BORN  Sept.  25,  1964,  in  San  Francisco. 

UPBRINGING   Parents  Russell  and  Joelle 
Benioff  owned  Stuart's,  a  woman's 
clothing  store  south  of  San  Francisco. 

EDUCATION  B.S.  in  Business 
Administration  from  University  of 
Southern  California,  1986. 

CAREER  Thirteen  years  at  Oracle,  the 
software  powerhouse,  as  a  salesman  and 
later  manager  of  PC-  and  Web-related 
businesses.  He  started  Salesforce.com 
with  three  co-founders  in  February, 
1999,  and  planned  on  being  a  hands-off 
chairman.  But  Benioff  became  CEO  in 
November,  2001,  after  a  falling-out  with 
tech  veteran  John  Dillon,  who  had  been 
hired  to  run  the  company. 


HIS  VISION  The  end  of  software  as  we 
know  it.  He  believes  that  eventually  most  corporations 
will  buy  software  as  a  service  delivered  via  the  Internet, 
the  way  Salesforce.com  sells  its  software  for 
customer-relationship  management. 

HOW  HE  GOT  RICH  His  Oracle  stock  options  yielded 
more  than  $40  million,  and  a  $50,000  ground-floor 
investment  in  Siebel  Systems  in  1993  produced  more 
than  $20  million  in  gains  when  he  cashed  out  in  1999. 

HOME  LIFE  He  lives  with  girlfriend,  Lynne  Krillich,  in  San 
Francisco  and  Hawaii,  where  they  swim  with  dolphins. 

HOW  HE  STAYS  CALM  Although  Benioff  is  Jewish,  he's 
interested  in  many  religions,  especially  Eastern  ones.  He 
meditates,  practices  yoga,  and  has  met  with  the  Dalai  Lama. 

LITT2^-KNOWN  SKILL  As  a  temporary  sheriff,  he  can 
marry  people.  He  has  officiated  at  three  weddings. 


ents  were  busy  running  a  women's 
ing  store  south  of  San  Francisco 
other  kids  were  absorbed  in  sports, 
teenage  son  programmed  games  oi 
Commodore  64  computer  and  creal 
business  selling  the  computer 
When  his  classmates  at  the  Unive: 
Southern  California  were  choosin: 
jors,  he  was  already  dreaming  aboi 
mark  he  would  make  on  the  tech 
try.  He  chose  Oracle  for  his  first 
1986  because  it  was  an  indiistry  il 
Yet  ultimately,  Oracle  was  finistra 
During  Benioff s  13  years  there, 
ways  stood  on  the  company's 
running  small  PC-  and  Internet 
businesses,  few  of  which  flourished 
Internet  seemed  to  offer  the  pa 
transforming  the  industry,  but  he  \v 
sure  what  role  he  should  play. 
The  result  was  a  three-year  ques 
personal  and  professiona 
fillment    that     shaped 
quirky  Marc  Benioff  of  t' 
He  took  a  leave  fi*om  O 
in  1996  and  rented  a  hou 
Hawaii,  where  he  swam 
dolphins  and  dreamed  of  \ 
ing  a  business  that  woul 
for  corporate  computing 
Amazon.com  Inc.  did  for 
sumers.  Then  he  travel* 
India  with  finend  Arju: 
Gupta,  seeking  both  enl 
enment  and  career  direc 
One  of  the  gurus  they 
Mata  Amritanandamayi,  u 
them  to  give   back  to 
world  even  as  they  pun 
their  ambitions — advice 
nioff  took  to  heart.  "Spiri 
ity  and  technology  are  tht 
and  yang  of  Marc,"  says 
ta,  now  a  venture  capit 
"Most  people  make  their 
their    religion.    Marc 
both — ^together."  Back  at 
cle,     Benioff     helped 
Lawrence  J.  Ellison  set 
charitable     foundation 
plowed    into    new    Inte 
projects. 

It  was  the  winter  of 
when  he  left  Oracle  to 
his   own   company.   Fin 
Benioff  had  a  chance  to 
ate  an  organization  base 
the  ideas  he  had  pulled 
gether  during  his  long  Oi 
internship — melding  Inte 
technology,  the  softwart 
ser\ice  business  model, 
philanthropy.  From  the  s 
Benioff  decided  that  1^ 
the  company's  stock,  V. 
its  profits,  and  1%  of  emi 
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The  market  is  volatile.  Consumer  confidence  is  fickle.  And  you've  got  a  business  to  run.  Clearly,  you  need 
business  systems  that  help  you  plan  accordingly.  SAP  has  more  than  30  years'  experience  helping  companies  run 
more  efficiently,  with  everything  from  analytical  tools  that  help  you  take  decisive  action  to  an  open  e-business 
platform  that  helps  you  get  more  value  out  of  the  systems  you've  already  invested  in.  So  no  matter  what  size 
company  you  are,  we  have  a  long-term  plan  for  you.  Visit  sap.com  for  more  details. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 


@  2003  SAP  AG.  SAP  and  the  SAP  logo  are  tredemarlts  and  ragistered  trsdemarits  of  SAP  AG  in  Gemiany  and  several  other  countries. 
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ees'  time  would  go  to  charity.  He  calls  it 
"compassionate  capitalism." 

No  way  is  Benioff  yoiir  conventional 
boss.  He  frequently  shows  up  at  work 
in  a  Hawaiian  shirt  with  his  golden  re- 
triever, Koa  (the  company's  "Chief  Love 
Officer"),  at  his  side.  He  has  taken  many 
of  his  managers  swimming  with  the  dol- 
phins near  his  second  home  in  Hawaii. 
At  6-foot-5,  with  longish  brown  hair  and 
a  ready  smQe,  he  comes  off  like  an  over- 
grown, happy-go-lucky  kid.  How  does 
he  stay  so  calm?  "He  meditates.  He 
doesn't  put  stress  on  himself,"  explains 
Benioff  friend  Robert  Thurman,  a  reli- 
gion professor  at  Columbia  University. 

His  zenhke  approach  to  life  even  per- 
meates the  elaborate  management 
process  he  uses  to  run  Salesforce.com. 
It's  called  V2M0M — standing  for  \ision, 
values,  methods,  obstacles,  and  meas- 
urement. It's  about  laying  out  a  broad 
strategy,  getting  all  the  employees  to 
agree  on  goals  and  methods,  anticipating 
problems,  evaluating  tactics,  and  meas- 
uring results.  Any  new  initiative  is  put 
to  the  V2M0M  test.  "It  gets  tiresome, 
with  the  endless  iterations  we  seem  to 
go  through,"  says  Chief  Technical  Officer 
David  Moellenhoff.  "But  when  we  come 
to  a  consensus,  it's  enlightening.  You 
really  do  make  a  breakthrough."  This 
year's  master  plan  gobbled  up  100  hours 
of  executive  meetings. 

Marketing  extravaganzas  are  another 
essential  part  of  the  companj'^s  success. 
Early  on,  Benioff  cut  way  back  on  tradi- 
tional advertising  in  favor  of  w^hat  he 
calls  "relationship  marketing."  By  inviting 
employees,  customers,  potential  cus- 
tomers, and  the  press  to  high-profile 
events,  he  spreads  good  feelings  about 
his  company  and  exposes  prospects  to 
satisfied  customei*s.  Not  only  does  the 
company  round  up  leads  at  these  events 
but  it  also  receives  scads  of  favorable 
press  coverage.  Even  Keith  Raffel,  chair- 
man of  rival  UpShot,  admits:  "We're 
drafting  on  their  marketing  machine." 
On  Sept.  5,  Benioff  plans  on  hosting  600 
customers,  prospects,  and  journalists  at 
his  "100,000  Enlightened  Users"  event 
in  San  Francisco — starting  with  an  ap- 
pearance by  the  Dalai  Lama  and  con- 
cluding with  a  party  celebrating  the  com- 
pany reaching  the  100,000-user  mark. 
"The  key  to  our  growth  is  you  have  to 
get  these  messages  out  there,"  says  Be- 
nioff. "It  all  comes  back  to  our  financial 
success — otherwise  we  don't  do  it." 

Meet  with  the  Dalai  Lama?  Swim 
with  the  dolphins?  It's  business  as  usu- 
al. Marc  Benioff-style.  And  if  he  keeps 
it  up,  enterprise  software  may  never 
be  the  same. 

By  Steve  Hamm  in  New  York 
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A  NASTY  SURPRISE 
FROM  HP 

Its  PC  unit  is  in  the  red  again  after  six  montiis  of  profitabilii 


Hewiett-Packard  Co.  execs  have  in- 
sisted all  year  that  the  company  is 
fast    rivaling    Dell    Inc.'s    ultra- 
efficient,  low-cost  model  for  selling  com- 
puters. But  on  Aug.  19,  some  gaping 
holes  were  poked  in  this  sanguine  claim. 
Just  five  days  after  Dell  nailed  ex- 
pectations for  its  quarterly  numbers,  HP 
baffled  Wall  Street.  Its  fiscal  third-quar- 
ter results  of  $297  million  in  net  income 
and    $17.3    billion    in 
sales  whiffed  analyst 
estimates     on     both 
counts,    driving    HP's 
shares  down  10%,  to 
$19.80.  The  company 
stumbled    in    setting 
prices  too  low,  particu- 
larly in  the  personal- 
computer  business,  and 
miscalculating  demand, 
both  areas  w^here  Dell 
has  executed.  Result: 
HP's  personal-systems 
division,  including  PCs, 
posted    an   operating 
loss  of  $56  million  after 
breaking  into  the  black 
six  months  prior.  HP 
"should  have  done  bet- 
ter," says  CEO  Carleton 
S.  Fiorina. 

Competitive  pres-    CEO  Fiorina  Said  HP's 

sure  in  computers  is  pp       •  j 

only  going  to  get  more  ^^  priCeS  Were  100 

intense.  While  Fiorina  aggressive.  The  next  day, 

promised  m  an  Aug.       zr  „    ,      ,      j  ., 

19  conference  call  to       Dell  SlaShed  itS  priCeS 

be  less  aggressive  in 
PC  pricing  to  bolster  margins,  DeU  the 
next  day  annoxmced  a  broad  swath  of 
price  cuts  as  large  as  22%  on  PCs  and 
servers.  The  unspoken  taunt  is  clear: 
Dell  believes  it  can  operate  profitably  at 
levels  HP  can't.  "HP  had  an  opportimity 
to  take  advantage  of  competitors  in  PCs 
but  ended  up  doing  damage  to  itself," 
says  analyst  Laura  Conigliaro  of  Gold- 
man, Sachs  &  Co. 

That  damage  isn't  just  to  the  bottom 
line.  Analysts  also  were  troubled  by 
HP's  inabihty  to  manage  Wall  Street's 
expectations.  In  an  era  where  tech 
companies  typically  set  conservative  fi- 


nancial guidance  and  then  make  si 
deliver  those  numbers,  HP  chppec 
credibility.  The  company's  $100  mil 
top-line  miss  on  analyst  estimates  [ 
especially  startUng.  HP  hadn't  provj 
third-quarter  projections,  but  it 
said  it  w^as  comfortable  with  anah 
projections  for  the  second  half, 
the  company  acknowledges  that  it 
fall  short  of  those  numbers.  "It 
generally  lacklusl] 
says  Bear,  Stej 
Co.  analyst  Andrej 
Neff.  "We  want  tol 
some  consistency.'] 
To    deliver   ste 
results,  HP  will  ha\ 
solve  its  executior 
sues.  One  key  prot 
was  its  overly  ag| 
sive  pricing  in  d^ 
tops,  where  it  sot 
to  undercut  DeU. 
component  prices  i 
falling  as  expected  | 
HP  tied  to  longer-t 
deals    with    retai 
and  resellers,  its 
gins   were   squee^ 
While  Dell  has 
flexibility  because 
its  largely  direct- 
model,    HP    pror 
that  it  will  continu^ 
ratchet  up  its  di 
business.  HP  also 
derestimated  der 
for  flat-panel  displj 
and  was  forced  to 
freight  in  parts  at  a  much  greater 

Certainly,   some  of  the  compaij 
struggles  are  seasonal.  Its  Euro]: 
and  consumer  operations — areas 
are  more  significant  to  HP  than  to 
generally  fade  during  HP's  fiscal  t\ 
quarter  and  pick  up  steam  in  its  foi 
"Some  of  our  drawbacks  in  the  tl 
quarter  can  be  huge  advantages  in  I 
fourth  quarter,"  says  Jeff  Clarke,  1| 
executive  vice-president  for  global 
erations.  But  HP  has  some  cleanup| 
do  before  it  can  capitalize  on  any 
benefits. 

By  Ben  Elgin  in  San  Mateo,  Cfll 
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as  one  giant  farm  field? 
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v..  In  tomorrow's  global  food  economy,  every  crop  will  grow  where  it  grows  best. 
And  ADM  can  link  farmers  to  almost  any  market  in  the  world, 
ts  a  rmtUTcil  way  to  improve  agricultural  efficiency,  make  food  more  affordable,  cind  feed  a  htmgry  world. 

Nature  has  answers.  Is  anyone  listening? 
Yes. 


ADM 


THE  NATURE  OF  WHATS  TO  COME' 
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INVESTING 


ON  A  WING 
AND  A  PRAYER 


Investors  flock  to  stocks 
of  companies  in 
Chapter  U-and  they 
usually  get  burned 


F 


or  a  brief  moment,  it  looked  as  if 
Em"on  Corp.  might  make  daring 
investors  rich  again.  On  July  11, 
the  once-high-flying  energy  trader 
filed  its  bankruptcy  reorganization  plan. 
In  the  next  four  days,  the  stock  shot  up 
70%,  to  8.20,  as  volume  spiked  to  13.8 
milhon  shares  a  day,  eight  times  its  av- 
erage. Go-go  postings  popped  up  on  In- 
ternet message  boards,  urging  every- 
one to  hurry  and  buy  shares. 

Offering  the  opposite  view,  though, 
were  other  messages  warning  would-be 
purchasers  to  steer  clear.  They  noted 
that,  under  Enron's  plan,  its  equity  would 
disappear,  as  company  executives  all 
along  have  said.  In  a  posting  on  Lycos 
Inc.'s  Raging  Bull  Web  site,  buzzbee20 
cautioned:  "I  got  out  today.  Lost  a  bundle 
but  not  all.  My  advice,  my  friend — get 
out  and  stay  out."  Sure  enough,  Enron 
stock  began  slipping  a  week  later  and 
now  sells  once  again  for  50  a  share. 

These  days,  investors  are  spoiled  for 
choice  when  it  comes  to  bankrupt  com- 
panies. After  a  three-year  explosion  of 
corporate  failures,  more  than  400  public 
companies  are  now  in  Chapter  11,  fig- 
ures PricewaterhouseCoopers  LLC — an 
aU-time  record.  Included  are  many  big. 


FOOL'S  GOLD? 

The  five  biggest 
companies 
now  in  bankruptcy 
court  still  see 
lots  of  action  in 
their  stock 


familiar  names  such  as  insurer  Conseco 
Inc.  and  airline  UAL  Corp.  Indeed,  eight 
of  the  12  largest  bankruptcy  filings  in 
U.S.  history,  measured  by  assets,  are 
now  being  sorted  out  in  court — as  the 
companies  continue  to  trade  in  the  so- 
called  pink-sheet  and  bulletin-board  mar- 
kets. What's  more,  the  shares  often  go 
for  pocket  change,  so  even  a  penny-a- 
share  price  rise  can  bring  a  market- 
beating  return. 

Very  occasionally,  stocks  in  tottering 
outfits  do  maintain  at  least  some  value 
when  the  companies  exit  bankniptcy. 
But  the  harsh  reality  is  that,  in  almost 
every  reorganization,  what  money  com- 
panies can  scrape  together  goes  to  cred- 
itors first,  often  in  the  form  of  new  eq- 
uity, leaving  old  shareholders  empty- 
handed.  "If  you  purchase  stock  in  a 
bankrupt  company,  it  is  highly  likely 
that  your  investment  not  only  will  not 
rise  in  value,  but  that  you'll  be  holding 
w^orthless    shares,"    says    Susan    F. 


COMPANY 

SHARE 
PRICE* 

52-WEEK 
RANGE 

AVG.  DAILY 
VOLUME  (MILLION) 

MCI** 

b^ 

30.290 

9.9 

ENRON 

b^ 

40.28<^ 

1.5 

CONSECO 

20 

20.70^ 

2.0 

GLOBAL  CROSSING 

20 

10.40 

1.3 

UAL 

470 

45<^-n.91 

'     4.0 

*As  of  Aug.  19 

**Formerly  Worldcom            t  Since  Chapter  1 1  filing  in  December 
Data:  Bloomberg  Financial  Markets 

Wyderko,  director  of  investor  educ 
and  assistance  at  the  Securities  & 
change  Commission. 

So  why  do  people  still  buy?  One 
son  is  the  temptation  of  a  quick 
held  out  on  Internet  message  bo  ^ 
and  in  spam.  Some  companies  in  C 
ter  11  even  push  their  own  stock, 
as  U-Haul  International  Inc.  palji(|{| 
Amerco.  And  because  these  stocks  (f 
are  volatile,  investors  can  score 
well-timed  buys.  For  example,  sht^,^ 
in  Mirant  Corp.,  an  electric-pc  |y , 
wholesaler,  rocketed  31%  in  two 
of  trading,  to  close  at  42<Z  on  Aug. 
Besides,  many  investors  believe 
the  companies  can  turn  themse 
around,  so  they  figvire  the  stocks 
be  a  good  investment.  Even  when 
kers  or  the  companies  warn  that 
day's  shares  will  be  voided,  manjifj| 
vestors  simply  choose  to  ignore  tl 
"These  investors  are  so  rebellious 
nature  that  when  the  company  says 
get  nothing,  they  think  the  < 
pany  is  lying  to  them 
Michael  Weinstock  of  QuadraL| 
Group,  which  manages  $600 
Uon  in  distressed  securities. 

The  SEC  is  seeing  a  sharp 
in  complaints  from  sharehoh 
who  got  wiped  out  in  bankruj 
reorganizations.  That's  due  in 
to  Kmart  Corp.  After  filing 
Chapter  11  protection  in  Janu 
2002,  the  discount  retailer 
nounced  on  Apr.  22,  2003,  that 
bankruptcy  court  had  appro 
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leorganization.  The  next  day,  133 

l)n  shares  were  fraded,  up  from  a 

J  average  of  21  million,  and  in  a 

I  the  stock  price  doubled,  to  12^.  On 

Ing  Bull's  Kmart  message  board, 

posters  urged  investors  to  hold 

)  their  shares.  "This  could  be  a 

,  opportunity!!"  cheered  dadgum- 

'I  may  just  be  a  buyer  here."  But 

two  weeks  later,  the  shares  lost 

eir  value  as  the  Troy  (Mich.)  com- 

emerged  from  Chapter  11  and 

rship  of  the  company  was  trans- 

to  its  creditors. 
w,  as  other  big  names  prepare  to 
Chapter  11  behind,  sec  officials 
any  more  investors  undoubtedly 
d  that  they,  too,  have  been  left 
ng   the   bag.    Conseco   plans   to 
ge  in  September,  and  Enron,  UAL, 
VorldCom  (now  knovm  as  MCi)  are 
anning  to  come  out  in  the  next 
nonths.  Each  has  warned  that  its 
will  be  worthless,  yet  shares  in 
for  one,  still  fetch  470. 
rare  cases,  shareholders  do  get 
thing.  For  instance,  when  Pere- 
Systems  Inc.,  a  San  Diego  soft- 
company,  emerged  from  bank- 
y  on  Aug.  7,  its  equity  holders 
yed  a  third  of  its  new  shares. 
^'•co's  chairman,  Edward  J.  Shoen, 
een  telling  shareholders  they'll  be 
rded  when  the  Reno  (Nev.)  compa- 
organizes  and  pays  off  creditors 
'11.   His  assurances  have  helped 
Ji-co  shares  nearly  triple,  to  $11.85 
$4.08,  when  it  filed  for  bankruptcy 
ction  on  June  20,  after  defaulting 
$100  milHon  bond  repayment, 
pckholders  in  use  Corp.  may  fare 
better.  The  wallboard  manufactur- 
''Ushed  into  Chapter  11  two  years 
by  a  surge  of  asbestos-liability 
'  3,  has  said  its  equity  owners  could 
out  whole  if  Congress  approves  a 
fund  that  hmits  its  hit.  Indeed, 
in  the  Chicago  company  is  still 
on  the  New  York  Stock  Exchange 
;losed  at  $15.48  on  Aug.  19,  up 
from  $3.88  when  use  filed  for 
-uptcy  in  June,  2001.  Already,  DC 
'''al  Partners  LP  has  made  a  bundle 
^iG.  Douglas  L.  Dethy,  a  managing 
Lor  of  the  New  York  contrarian  in- 
'^ent  firm,  bought  2  milUon  shares 
•  )2,  at  around  $6.10  apiece,  and  sold 
^lilhon  shares  between  Apr.  1  and 
30  as  the  share  price  topped  $20. 
II,  Dethy  says  most  investors  should 
companies  in  bankruptcy  court.  "To 
money,  things  have  to  get  substan- 
better,  and  that  doesn't  usually  hap- 
he  says.  "The  vast  majority  of  these 
•t  work  out."  That's  something  to 
»  mber  the  next  time  some  spam 
up  pushing  a  Chapter  11  stock. 
Michael  Amdt  in  Chicago,  urith 
Der  Hovanesian  in  New  York 


LITIGATION 


SAM  WYLrS 
HEDGE-FUND  FIASCO 

Hiring  a  "family  friend"  brought  lawsuits  instead  of  fat  returns 


t  seemed  like  a  match  made  in  heav- 
Billionaire     Dallas     investor 


en. 


I  Samuel  E.  Wyly  would  launch  a 
group  of  hedge  funds.  Russell  D. 
Glass,  a  protege  of  legendary  financier 
Carl  C.  Icahn,  would  join  him  to  run 
at  least  one  of  them.  Wyly  had  known 
the  41-year-old  Glass — who  went  to 
Princeton  University  with  his  son 
Evan — for  20  years,  and  welcomed  him 
to  the  business  like  the  family  friend 
he  was. 

The  welcome  mat  didn't  stay  out  for 
long.  Last  October,  Wyly  started  Ranger 
Partners,  a  fund  focusing  on  sharehold- 
er activism  vdth  Glass  as  the  manager. 
By  April,  Glass  had  filed  suit  in 
Delaware  against  Wyly,  charging  breach 


of  contract  and  demand- 
ing at  least  $200  milHon 
in  damages.  In  June, 
Wyly  fired  back  with  a 
countersuit  in  Delaware 
charging  that  Glass  mis- 
managed the  fund  and 
misrepresented  his  in- 
vestment track  record  at 
Icahn's  firm.  Wyly  filed  a 
separate  but  similar  com- 
plaint in  Dallas  seeking 
at  least  $16  million  in 
damages.  Also  in  June, 
Wyly  quietly  put  the  fund 
on  ice  and  paid  investors 
back  slightly  less  than 
what  they  had  put  in. 

Through  a  spokesman, 
Glass  and  his  attorneys 
declined  to  comment.  In 
Zm'*  a  statement,  K.  Scott 
Canon,  president  of 
Wyly's  Ranger  Capital 
Group,  a  limited  partner 
of  Ranger  Partners,  said: 
"The  legal  disagreements 
over  these  matters  are 
just  that — disagreements 
that  will  be  addi'essed  be- 
tween the  involved  par- 
ties in  an  appropriate 
manner  and  at  an  appro- 
priate time."  Each  side, 
however,  does  deny  the 
other's  allegations  in  its 
responses  filed  in  court. 
It's  unclear  when  and 
where  a  trial  will  take 
place,  if  there's  no  settlement. 

The  dueling  lawsuits  offer  a  rare  win- 
dow into  the  secretive  inner  workings  of 
a  hedge  fimd.  If  Wyly's  accusations  turn 
out  to  be  true,  the  case  will  also  be  a 
cautionary  tale  of  someone  who  built  a 
career  by  doing  his  due  diUgence  be- 
fore making  an  investment — but  then 
apparently  let  his  guard  down  when 
hiring  someone  he  knew.  Wyly  accuses 
Glass  of  overstating  his  earnings,  in- 
vestment performance,  and  the  size  of 
the  assets  he  managed  when  he  worked 
for  Icahn,  and  exaggerating  his  role  at 
another  firm  where  he  had  worked — all 
things  that  could  have  been  checked  out 
more  thoroughly  before  he  hired  Glass. 
The  upshot,  Wyly's  complaint  concludes. 
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Wyly  knew  Glass  for  20  years  before  hiring  him  as  a 
hedge-fund  manager.  Suits  were  filed  within  months 


is  that  he  never  should  have  hired  Glass 
because  he  wasn't  qualified  to  manage 
the  fund.  In  his  response,  Glass  denies 
the  charges. 

For  Wyly  to  get  involved  in  a  tussle 
that  has  the  hedge-fund  world  buzzing  is 
certainly  out  of  character  for  the  in- 
tensely private  68-year-old  Louisiana 
native.  Over  the  past  40  years,  the  boy- 
ish-looking entrepreneur  amassed  his 
fortune  with  deft  bets  on  everything 
from  oil  and  silver  mining  to  restau- 
rants and  software.  Until  recently,  the 
avid  history  buff  and  staunch  supporter 
of  President  George  W. 
Bush  was  little  known 
outside  Texas.  But  then  he 
picked  high-profile  proxy 
fights  in  2001  and  2002 
with  Computer  Associates 
International  Inc.,  which 
in  2000  had  bought  his 
software  company  for 
some  $4  bilUon.  Last  sum- 
mer, Wyly  dropped  the 
campaign — ^which  he  said 
cost  him  $14  million — af- 
ter CA  settled  with  him  for 
$10  milhon;  later  the  com- 
pany implemented  sever- 
al of  his  suggested 
reforms. 

Wyly  then  returned  to 
the  hedge-fund  business. 
His  first  foray  had  been  a 
big  success:  In  1990,  he  co-founded  Mav- 
erick Capital  Ltd.,  which  today  has 
some  $8  billion  in  assets.  Since  1993, 
son  Evan,  a  Maverick  co-foimder,  and 
former  Tiger  Management  money  man- 
ager Lee  S.  Ainslie  III  have  managed 
the  fund.  Wyly  is  still  an  investor  but 
has  no  management  role. 

It  was  his  battles  with  CA  that  led 
Wyly  to  create  the  corporate  gover- 
nance fund.  "Institutional  investors  sug- 
gested that  he  turn  his  experience  with 
CA  into  a  business,"  Wyly  says  in  his 
complaint.  The  fund  was  to  employ  a 
"catalyst"  value-investing  strategy:  tak- 
ing stakes  in  companies  that  are  under- 
performing  due  to  poor  governance,  ini- 
tiating a  transforming  event — such  as 
a  proxy  fight — with  the  aim  of  raising 
the  value  of  the  company  and  its  stock. 
As  Wyly  told  BusinessWeek  in  March, 
he  had  become  "a  bom-again,  good-gov- 
ernance guy." 

For  the  person  to  run  Ranger  Part- 
ners, Wyly  turned  to  Glass,  "a  family 


friend,"  according  to  Wyly's  suit.  Not 
only  had  Glass  and  Evan  attended  col- 
lege together  but  they  were  also  later 
partners  at  Premier  Partners  Invest- 
ment Research,  an  investment  research 
boutique.  Wyly  says  Glass  ingratiated 
himself  by,  among  other  things,  telUng 
him  that  he  carried  photos  of  his  grand- 
children in  his  waUet  and  had  photos 
of  his  son's  wedding  on  his  desk.  Glass 
told  BusinessWeek  in  March:  "I  have 
had  a  long-standing  relationship  with 
Sam  and  Evan  that  goes  back  to  the 
eariv  '80s." 


MESSY  BREAKUP 


Sam  Wyly  and  one  of  his  former 

hedge-fund  managers,  Russell  Glass, 

are  locked  in  an  ugly  legal  battle. 


GLASS  SUED  FIRST... 

■  Charging  breach  of 
contract  and  demanding 
at  least  $200  million 
from  Wyly. 

■  Contending  that  he  was 
hired  to  develop  a  group  of 
funds — not  just  one  fund, 
as  Wyly  says. 


WYLY  COUNTERSUED... 

■  Charging  that  Glass 
mismanaged  the  fund 
and  misrepresented 
his  investment  track 
record,  which  Glass 
denies.  He's  demanding 
at  least  $16  million 
in  damages. 


That's  about  aU  Wyly  and  Glass  seem 
to  agree  on  now.  They  even  dispute 
who  approached  whom  about  working 
together.  Glass  contends  Wyly  "solicited" 
and  Ixired  him  away  from  his  four-year 
post  as  president  and  chief  investment 
officer  at  Icahn  Associates  Corp.  in  New 
York.  Wyly  contends  that  Glass  "ap- 
proached" him. 

Either  way,  Glass  signed  on  with 
Wyly  in  January,  2002,  for  a  huge  com- 
pensation package,  which  is  outlined  in 
the  suits.  For  starters.  Glass  got  a  60% 
stake  in  Ranger  Partners.  Then,  one  of 
Wyly's  investment  vehicles.  Ranger  En- 
trepreneurs LP,  put  $10  million  into  the 
new  fund  on  Glass's  behalf  and,  in  ex- 
change for  a  35%  stake  in  the  fund, 
pumped  in  $40  million  more.  Ranger 
Entrepreneurs  also  invested  $3  million 
on  Glass's  behalf  in  "a  separate  Wyly- 
controlled  investment  vehicle"  and 
awarded  Glass  an  interest  in  the  profits. 
For  good  measure,  Ranger  Entrepre- 
neurs kicked  in  $3  million  for  the  fund's 


startup  costs.  What's  more,  Glass  w 
receive  an  annual  salary  of  at 
$350,000,  plus  loan  commitments  to 
him  pay  taxes  resulting  from  his  i 
est  in  the  fund. 

Now,  Wyly  feels  Glass  snookered 
"By  materially  overstating  his 
record.  Glass  made  himself  appej 
be  more  attractive  to  potential 
vestors,  which  in  turn  induced  Wy 
agree  to  the  extremely  favorable  t< 
that  Glass  received,"  Wyly  says  ii 
suit.  Glass  denies  this. 

For  his  part.  Glass  says  his  aj 
ment  called  on  hir 
develop  "a  complex 
vestment  funds," 
claims  he  wasn't  allc 
to.  Glass  asserts  he 
gan  developing  an  ; 
trage  fund  late  last ; 
but  then  Wyly  yanki 
away  from  him.  In 
in  May,  a  Wyly- 
troUed  company 
launch  a  fund  a 
Ranger  Arbitr 

Wyly's  suit  says  G 
came  aboard  to  hai 
"a  single  fund"  and  L 
the  idea  for  an  arbit* 
fund  was  not  brougm 
him  by  Glass.  f 

Wyly's  main  compli 
appears  to  be  that  G 
mismanaged  the  fund,  investing  i 
about  18%  of  its  capital.  He  claims 
the  majority  of  Glass's  bets  were  "i 
strategic  fixed-income  investments' 
didn't  meet  the  fund's  objective.  Trt[ 
that  did  were  "tiny  toehold"  posit 
that  didn't  benefit  the  fund.  Wyl/s 
maintains  that  Glass's  largest  single' 
vestment    was    in    bonds    issued  i 
HealthSouth  Corp.,  which  is  now 
subject  of  a  Securities  &  Exchai 
Commission  investigation.  Wyly's   ; 
says  the  investment  lost  $10.5  mill( 
The  fund  ultimately  raised  only  $ 
million  of  the  initial  $350  million  goal 
his  response.  Glass  denies  he  misrE|< 
aged  the  fund. 

In  any  case,  the  fund's  limited  pj 
ners  received  "nearly  100%  of  their  ir 
ey  back,"  Wyly  exec  Canon  said  in 
statement,  and  have  put  the  episode 
hind  them.  But  for  Wyly  and  Glass, 
divorce  proceedings  are  just  beginniiL 
By  Stephanie  Anderson  Foi 
in  Dal 
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Our  transportation  management  solutions 
guarantee  more  than  just  bottom  line  results. 


jridian 


Recognition  and  reward  are  virtually  guaranteed  when  you  make  transportation  management  a  priority  for 


mg  your  supply  chain.  Meet  Meridian  IQr  a  global  transportation  management  company  with  a  unique  approach  that  gets  results 
Vhether  you  choose  our  full-service  managed  solutions  or  our  easy-to-use  web-native  technology,  you'll  gain  greater  control  and 
lity  in  how  you  manage  your  transportation  needs.  Improve  customer  service.  Reduce  costs.  Enhance  visibility.  Meridian  IQ  —  we're 
delivering  results  that  guarantee  more  pats  on  the  back. 


'^ELLOff 


meridianiq.com    •   1.87  7.232.1845 


Finance 


COMMENTARY 


By  Gary  Weiss 

COMPETING  WATCHDOGS  ARE  GOOD  FOR  THE  STREET 


It  smacked  of  the 
worst  kind  of  grand- 
standing. On  Aug.  10, 
in  a  lawsuit,  press  re- 
lease, and  press  confer- 
ence, Massachusetts 
fired  the  first  shots  in  a 
legal  war  against  Mor- 
gan Stanley.  The  allega- 
tion was  that  the  firm 
put  its  revenues  far 
ahead  of  the  interests 
of  its  customers.  Secre- 
tarj'  of  the  Common- 
wealth W^am  F. 
Galvin  accused  the  &nm. 
of  "fraudulent"  prac- 
tices that  gave  brokers 
special  incentives,  in- 
cluding sales  contests, 
to  sell  its  in-house  funds.  Morgan 
Stanley  declined  comment  pending  its 
formal  response  to  the  suit. 

The  timing  of  this  action  was  either 
propitious  or  suspicious,  depending 
upon  your  point  of  view.  It  coincided 
with  an  effort  in  Congress  by  House 
capital  markets  subcommittee  Chair- 
man Richard  H.  Baker  (R-La.)  to 
curb  state  securities  regulators'  pow- 
ers (BW-^uly  28).  The  practices 
complained  of  in  the  suit  are  not  ex- 
plicitly prohibited  and  are  widespread. 
The  Massachusetts  action  thus  would 
appear  to  be  more  hype  than  sub- 
stance, if  not  for  one  thing:  This  is 
just  the  kind  of  intense  policing  that 
Wall  Street  desperately  needs. 

Motives  notwithstanding,  Massa- 
chusetts' assault  on  Morgan  Stanley 
points  up  the  need  for  vigorous  state 
regulators  to  pursue  their  own  inves- 
tigations and  enforcement  actions 
against  securities  firms.  The  prac- 
tices described  in  the  Morgan  Stan- 
ley suit  have  been  allowed  to  flourish 
on  the  Street  by  the  Securities  & 
Exchange  Commission  and  NASD — 
which  only  just  proposed  a  rule  deal- 
ing with  the  issue — in  the  same  way 
as  analyst  conflicts  went  unchecked 
until  New  York  State  Attorney  G^en- 
eral  Eliot  Spitzer  stepped  up  to  the 
plate.  Says  Henry  T.  C.  Hu,  a  corpo- 
rate and  securities  law  professor  at 
the  University  of  Texas:  "In  a  per- 
fect world,  there  would  be  noj-ole 
for  state  regulators  for  this  kind  of 
stuff.  But  in  the  real  world,  regulato- 
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524.439.41 

MASSACHUSETTS'  GALVIN:  Filing  suit  against  Morgan  Stanley 


ry  competition  is  very  useful — ^it  gets 
the  blood  going." 

The  SEC  certainly  could  use  a 
nudge.  Chairman  William  H.  Donald- 
son has  commendably  moved  to  beef 
up  mutual-fund  fee  disclosures  but 
has  yet  to  show  much  stomach  for 
going  after  sales  practices  at  the  big 
firms.  It's  high  time  he  did.  Way  back 
in  '95,  an  sec  blue-ribbon  committee 
found  persistent  conflicts  of  interest 
in  the  way  investment  firms  paid  bro- 
kers— ^including  some  of  the  same 
practices  that  Galvin  alleges  Morgan 
Stanley  followed.  Such  things  "have 
been  going  on  in  the  brokerage  busi- 
ness forever,"  says  Bryan  FarreU,  a 
former  federal  prosecutor  who  is 
now  managing  director  of  Smith  & 


Mixed  Performers 


Funds  run  by  brokerage  firms 
often  lag  behind  their  peers 

COMPANY  TOTAL  RETURN* 


SALOMON  BROS.  ASSET  MGMT. 

16.73% 

SMITH  BARNEY  FUND  MGMT. 

16.13 

BEAR  STEARNS  ASSET  MGMT. 

16.09 

AVG.  OF  ALL  US  EQUITY  FUNDS 

15.98 

MORGAN  STANLEY  INV.  ADV. 

15.86 

AM.  EXPRESS  FINANCIAL 

15.23 

MERRILL  LYNCH  INV.  MGMT. 

14.72 

CREDIT  SUISSE  ASSET  MGMT. 

14.17 

J.P.  MORGAN  ASSET  MGMT. 

14.02 

GOLDMAN  SACHS 

12.94 

Carson,  a  private  in 
vestigative  outfit. 
Such  "going  on 
ever"  stuff  bores  thi 
feds,  but  not  the 
states.  Historically 
they  have  been 
swifter  to  act  a 
deeply  ingrained, 
questionable  indust: 
practices  than  the  si 
and  NASD.  Long  be- 
fore Spitzer  moved 
against  analysts — 
thereby  prodding  a 
somnolent  sec  into 
action — state  regula 
tors  were  among  tht 
first  to  hone  in  on  n^ 
crocap  fraud,  begin- 
ning with  a  multistate  initiative  in 
mid-1996.  That  sparked  competition 
among  the  states,  the  SEC,  and  the 
NASD  to  prosecute  microcap  crooks- 
a  flurry  of  activity  that  led  to  dozer 
of  civil  actions  and  criminal  prosecu 
tions.  Ultimately,  the  outcome  was 
beneficial  to  investors,  because  case 
not  pursued  by  the  feds  were  often 
picked  up  by  local  prosecutors  such 
as  Manhattan  District  Attorney 
Robert  Morgenthau. 

Investors  will  probably  benefit, 
too,  from  a  similar  competition  to  ac 
against  large-firm  mutual-fund  sales 
practices.  The  exhibits  in  the  Massa 
chusetts  case  against  Morgan  Stan- 
ley, posted  on  Galvin's  Web  site, 
paint  a  sorry  picture  of  a  firm  that 
apparently  gave  brokers  huge  incen- 
tives to  push  Morgan  funds.  Critics 
of  state  regulators  maintain  that  tht 
U.S.  seoirities  market  should  have 
only  one  watchdog:  the  SEC.  Baker's 
legislation  would  prevent  the  states 
from  imposing  tougher  rules  on  bro- 
kerages than  the  SEC's.  This  idea,  en 
dorsed  by  Donaldson  and  Federal  Re- 
serve Chairman  Alan  Greenspan,  has 
an  appealing  orderliness.  But  before 
endorsing  it,  Congress  needs  to  con- 
sider whether  it  wants  a  neat-as-a- 
pin  securities-oversight  scheme  that 
protects  SEC  and  NASD  tvuf — or  a 
feisty,  competitive  one  that  protects 
investor  interests. 

Senior  Writer  Weiss  covers  corpi\ 
rate  crime. 


*Year  to  date  as  of  Aug.  14. 

and  not  adjusted  for  sales  charges 


Data:  Upper 
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Power  for  Life: 
Solar  Energy  from 
the  Global  Leader 

Introducing  the  more  enlightened 
home  energy  choice  —  Sunvista 
solar  energy  systems  from  Sharp. 
The  cleaner,  more  efficient  way 
to  power  your  home,  from  the 
world's  leading  manufacturer  of 
solar  panels. 

For  additional  information,  visit 
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Captains  of  Industry  at 
the  92nd  Street  Y 

Join  BusinessWeek's  Editor-in- 
Chief,  Stephen  Shepard,  for  an 
intimate  conversation  with  New 
York  State  Attorney  General, 
Eliot  Spitzer,  on  Thursday,  9/18. 
Beginning  at  8pm,  the  lecture  will 
be  held  in  Kaufinann  Concert  Hall 
at  the  92nd  Street  Y  (Lexington 
Ave.  at  92nd  St.).  Tickets  are  $25. 

To  order  call  212-415-5500,  or 
visit  www.92y.org. 
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Healthcare  support  for  a  new  outlook  on  life 

What  could  be  more  rewarding  than  sharing  tinne  with  someone  you  love?  It's  the 
inspiration  behind  our  Sensing  and  Control  Technology  and  our  innovative  line  of 
healthcare  equipment.  Today,  Omron  is  the  world's  leading  manufacturer  of 
digital  blood  pressure  monitors.  And  with  operations  around  the  globe,  we  seek 
to  provide  each  customer  with  a  solution  that  meets  his  or  her  specific  needs. 


Monitor  in  the  USA. 
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^nd  as  much  time  in 
■  our  home  computers 
^jo  watching  TV.  So  says 
ghtExpress  survey  of 
me  PC  owners,  which 
hat  57%  of  Americans 
tas  likely  to  point  and 
5  channel-flip. 
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RETIREMENT 

Palaces  for  the  Golden  Years 

A  FLORIDA  CONDO  and  early  bird  dinners?  Forget  about  it:  An  increasing  num- 
ber of  Americans  among  the  5.5  million  expected  to  retire  this  decade  will  opt  for 
$1  milHon-plus  trophy  homes  with  spas,  exercise  rooms,  and  home  theaters.  "The 
people  buying  these  homes  have  worked  hard  their  whole  Uves,  and  now  they've 
earned  a  retirement  that  is  going  to  be  all  about  them,"  says  consultant  John 
Burns,  who  studies  the  retirement-home  market.  Burns  figures  3.5%  of  coming  retirees  are 
the  target  market  for  these  luxury  dwellings — ^based  on  2000  U.  S.  Census  data  that  show 
3.5%  of  households  in  the  age  55  to  64  category  earned  more  than  $200,000  annually. 

Jeffrey  Prostor,  a  luxury  home  builder  in  Southern  California,  says  popular  feaiures  in 
the  55-plus  age  group  are  low-maintenance  yards  just  big  enough  for  a  lap  pool  and 
ground-floor  master  bedroom  suites  suitable  for  wheelchair  use.  Many  retirees  who  can 
splurge  on  senior-style  McMansions  are  awash  in  cash  from  seUing  a  house  in  today's  heat- 
ed market  they  bought  years  ago.  Also,  "we're  finding  people  over  55  are  willing  to  take 
on  more  debt  than  previous  generations,"  Burns  notes.  They  would  rather  hve  in  a  miUion- 
dollar  house  with  a  $500,000  mortgage  than  a  more  modest  home  they  buy  outright. 


BARBECUING 

SET  TO 

SIZZLE 

Just  in  time  for  Labor 
Day,  here  are  two  hot 
new  barbecue  items. 
Planning  a  cookout  in 
the  park?  Rather  than 


lug  charcoal,  take 
along  the  41-pound 
Weber  Q  portable 
gas  grill  ($179).  The 
cast-iron  grate  can 
hold  18  burgers,  and 
one-touch  ignition 
makes  lighting  the 
fire  a  cinch. 


With  the        GRILL 
$75  stainless     ALERT 
steel  Grill  Alert  probe 
from  Brookstone,  just 
enter  the  type  of  meat 
you  have  and  how 
you  want  it  cooked, 
then  clip  a  wireless 
receiver  to  your  belt. 
The  screen 


displays  existing  and 
target  temperatures, 
and  soon  a  digitized 
voice  will  say:  "Your 
entree  is  ready." 
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BusinessWeek  Investor  COLLEGE  SAVINGS 


Time  to 
Eethmk 

The  529 


Sweeping  changes  in  tax  laws  may  make 
other  college  plans  more  advantageous. 
BYANNETERGESEN 

The  tax-free  status  of  state- 
sponsored  college  savings 
plans — kno\Mi  as  529  plans, 
after  the  part  of  the  tax  code 
that  created  them — once 
made  them  the  best  deal 
aromid.  But  because  of  recent 
tax  cuts,  other  approaches  are  now  ahnost  as 
attractive  fi^om  a  tax  angle.  Moreowr,  since  many 
529  plans  chaise  liigh  fees,  it's  possible  to  come 
out  aliead  witli  a  taxable  investment — as  long  as 
it  has  rock-bottom  costs.  The  lesson:  A  529  is 


not  the  no-brainer  it  was  just  a  few 
months  ago. 

The  529's  tax  advantages  can  still 
make  it  a  winning  strategy.  You'll  pay 
no  taxes  on  your  investment  gains  un- 
less you  tap  the  account  for  something 
aside  from  higher  education.  Better  still, 
half  the  states  allow  investors  to  deduct 
at  least  a  portion  of  their  529  contribu- 
tions from  state  income  taxes. 

If  your  home  state's  529  plan  ofifers  a 
generous  deduction,  think  twice  before 
pursuing  a  different  option.  Consider 
the  Missouri  Saving  for  Tuition  Pro- 
gram. It  gives  couples  a  state-tax  de- 
duction for  up  to  $16,000  in  annual  con- 
tributions. For  a  family  in  the  state's 


top  tax  bracket  of  6%, 
that  works  out  to  a 
savings  of  $120  a  year 
on  a  $2,000  annual  in- 
vestment, says  Jen- 
nifer Ma,  a  research  fellow  at  the  TIAA- 
CREF  Institute,  the  research  arm  of 
TIAA-CREF.  CREF  runs  529  programs  for 
13  states,  including  Missouri  (although 
come  November,  it  will  no  longer  run 
New  York's  plan).  That's  more  than 
enough  to  offset  the  slightly  higher  fees 
you'll  pay  in  Missouri's  plan,  which 
charges  0.65% — or  $13  a  year  for  a 
$2,000  investment— vs.  $3.60  for  the 
same  contribution  to  a  low-cost  index 
fund  that  charges  just  0.18%. 


In  the  absence  of  a  tax  ded 
however,  the  529's  fees  can  er; 
tax  advantage.  That's  because  529 
levy  several  layers  of  fees.  Tj' 
these  include  expense  ratios  ( 
plan's  mutual  funds,  as  well  as 
gram  management  fee  to  cover 
istrative  costs.  In  addition,  some 
charge  enrollment  and  account-r 
nance  fees.  And  if  you  sign  up  tl 
a  broker — as  a  growing  number 
pie  do — you  could  pay  a  sales 


»r: 
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much  as  5.75%  of  your  contribu- 
says  Joseph  Hurley,  founder  of 
gforcollege.com,  which  compares 
ans. 

see  how  this  can  add  up,  look  at 
ling's  College  Achievement  Plan.  It 
es  between  0.67%  and  1.77%  a 
for  the  individual  funds  it  offers, 
a  program  management  fee  of 
Out-of-state  residents  with  bal- 

below  $25,000  pay  a  $25  annual 
rtt-maintenance  fee.  As  a  result, 

investors  fork  over  more  than 
)f  their  account's  assets  each  year 
^er  these  costs.  That's  a  serious 

in  an  era  of  low  investment 
[is. 

THE  FEES 

ir  state's  plan  offers  no  deduction 
set  its  fees,  you  may  do  better 
another  type  of  tax-advantaged 
investment  account — a  Coverdell 
ition  Savings  Account.  It  works 
529  in  that  you  can  withdraw 
1  for  college  tax-free.  The  trick 
I  Coverdell  is  to  qualify:  Only  sin- 
xpayers  earning  less  than  $95,000 
larried  couples  making  less  than 
00  are  ehgible  to  fully  fund  them, 
here's  a  cap  of  $2,000  on  annual 
butions. 

n  there's  the  long-standing  cus- 

account.  With  these,  only  the  first 

f  earnings  is  tax-free.  But  if  your 

s  14  or  older,  the  tax  hit  from  a 

ial  account  is  likely  to  be  small. 

because  taxes  on  investment  in- 

of  more  than  $750  are  computed 

ir  child's  rates.  If  you  can  invest 

oney  in  a  way  that  it  earns  only 

nds  and  long-term  capital  gains, 

pay  Uncle  Sam  just  5% — assum- 

mr  child's  taxable  income  is  be- 

e  $28,400  threshold  for  the  bottom 

IX  brackets.  Under  the  old  tax 

you  would  have  paid  as  much  as 

One  caveat:  If  your  child  is  under 

y  earnings  beyond  $1,500  a  year 

;  taxed  at  your  rate.) 

fees  on  a  Coverdell  or  custodial 

it  can  be  quite  low.  That's  because 

ily  fees  you  should  pay  are  the 

Jibe  ratios  on  your  funds.  Put  the 

r^iard  500  Index  fund  into  your 

^dell  or  custodial  account,  for  ex- 

I]  and  you'll  pay  an  annual  expense 

of  just  0.18%.  In  contrast,  a  stock 

I  ;osts  about  0.80%  in  California's 

ian. 

i«  s  can  make  a  big  difference  when 
■nies  to  returns.  Consider  an  in- 
tt  in  the  28%  tax  bracket  who  con- 
•(;s  $2,000  a  year  to  an  eqmty  fund 
1 29  plan  that  costs  1%  a  year  and 


How  The  Plans  StacOp  '   1^^ 

PLAN 

TAX  STATUS 

ADVANTAGES 

DISADVANTAGES             «i^B 

529  Plan 

Tax-free* 

Some  states  offer 
extra  tax  breaks. 

Fees  can  be  high. 

Coverdell 
Account 

Tax-free* 

Huge  number  of 
investment  choices. 

Contributions  capped  at 
$2,000/year. 

Investment  income  above 
$1,500  a  year  is  taxed  at 
parent's  top  rate  if  child 
is  younger  than  14. 

Custodial 
Account 

First  $750  in  investment 
income  each  year  is  tax- 
free.  Next  $750  taxed  at 
child's  rate. 

Huge  number  of  investment 
choices.  Children  14  and 
older  pay  tax  at  their  own 
rate  on  gains  above  $1,500. 

*lf  used  for  higher  education  expenses 

offers  no  state  tax  deduction.  If  the 
fund  earns  6%  a  year,  the  investor  will 
have  nearly  $59,000  available  for  col- 
lege 18  years  later,  according  to  TIAA- 
CREF.  But  the  investor  could  have  about 
$4,500  more  with  a  custodial  account, 
and  about  $5,400  more  with  a  Coverdell 
account.  The  reason?  The  529  costs  1% 
a  year.  But  with  a  Coverdell  and  custo- 
dial account,  you'll  pay  just  0.18%  if  you 
invest  in  a  low-cost  Standard  &  Poor's 
500-stock  index  fund. 

The  529  approach  can  also  lag  behind 
when  it  comes  to  age-based  portfolios. 
These  investment  programs  automati- 
cally shift  from  stocks  to  bonds  as  a 
child  approaches  coUege  age.  In  the  case 
of  a  $2,000  annual  contribution  that 
earns  6%  on  its  stock  and  bond  invest- 
ments and  4%  on  its  money-market 
funds  each  year,  the  529  plan  accrues 
nearly  $58,000  after  18  years,  compared 
with  just  over  $63,000  for  a  Coverdell 

Low-Fee  Programs 

You  don't  have  to  live  in  a  particular  state  to 

enroll  in  its  529  college  savings  plans.  If 

you're  shopping  across  state  lines,  here  are 

some  plans  vi/ith  low  fees. 

STATE  PROGRAM  FEE* 

California's  Golden  State 
ScholarShare  College  0.70%  to 

Savings  Trust  0.80% 

Iowa's  College  Savings  Iowa    0.65% 

Missouri  Saving  for  Tuition 
(MO$T)  Program  0.65% 

Nevada's  Vanguard  529  0.65%  to 

College  Savings  Plan  0.85% 

Utah  Educational  0.25%  +  $25*  to 

Savings  Plan  (UESP)  Trust  0.9%  +  $25** 


Virginia  Education 
Savings  Trust 


0.85%  to 
1.00% 


'Program  mariagement  fee  plus  expense  ratios  or)  funds 
**For  account  balances  over  $5,000 

Data:  Savlngforcollege.com 


and  $61,400  for  a  custodial  account. 
Again,  higher  fees  set  the  529  back. 
Instead  of  paying  1%  for  an  age-based 
portfolio  in  the  529,  an  investor  can 
replicate  these  same  allocations  in  a  cus- 
todial or  Coverdell  account  for  as  little 
as  0.18%  for  a  stock  fund,  0.22%  for  a 
bond  fund,  and  0.33%  for  a  money  mar- 
ket fund.  (If  your  college  savings  strat- 
egy is  heavily  weighted  towards  bonds 
from  the  outset,  it  makes  sense  to  shield 
the  taxable  income  they  generate  in  a 
529  or  Coverdell,  instead  of  a  custodial 
account.) 

WHO  HOLDS  THE  PURSE  STRINGS? 

There  are  trade-offs  to  investing  in 
these  other  accounts.  With  a  custodial 
account,  the  money  becomes  your  child's 
to  control  at  18  or  21:  The  exact  age  de- 
pends on  your  state's  laws.  As  a  result, 
you  have  to  be  confident  your  child 
won't  skip  college  and  blow  the  money 
on  other  things.  Also,  keep  in  mind  that 
the  more  you  plan  to  contribute  each 
year,  the  greater  your  custodial  ac- 
count's potential  gains — and  tax  bill. 

Finally,  although  it's  hard  to  predict 
future  financial  needs,  those  who  antici- 
pate applying  for  financial  aid  may  be 
better  off  with  a  low-cost  529  plan. 
That's  because  the  federal  government's 
financial-aid  formula  considers  only  up  to 
5.6%  of  the  balance  on  a  529  owned  by 
a  parent  available  to  pay  for  college.  In 
contrast,  35%  of  the  dollars  in  custodial 
and  Coverdell  accounts  are  counted  to- 
wards the  family's  college  contribution. 

To  complicate  matters  further,  today's 
tax  rates  may  not  remain  in  effect  for 
the  long  term.  The  tax-rate  reductions 
that  have  given  custodial  accounts  a 
new  lease  on  hfe  are  due  to  expire  on 
Jan.  1,  2009.  Meanwhile,  529s  are  sched- 
uled to  lose  their  tax-exempt  status  in 
2011.  Congress  may  act  to  block  the 
tax  hikes.  But  regardless  of  what  hap- 
pens to  the  tax  code,  the  lesson  is  clear: 
It's  not  only  tax  advantages  that  matter, 
fees  do,  too.  ■ 
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ANettoGet 
Caught  Up  In 


Our  index  shows  all  the  good  stocks  aren't  taken  yet. 
BY  TIMOTHY  J.  MULLANEY 


A 


year  ago,  Inter- 
net stocks  were 
the  dateless, 
unwanted 
dweebs   of 
the     high 
school 

prom.     But 
like     a     good 


Mom,  BusinessWeek  said  their  day 
would  come.  Last  August,  we  rolled 
out  the  Real- World  Internet  Index  and 
told  investors  these  Web  companies 
were  worth  a  shot.  Our  mailbag  said 
we  were  crazy.  But  on  the  RWii's  one- 
year  anniversary,  we  have  a  verdict: 
The  index  is  up  a  sizzling  71.1%  through 
Aug.  15,  mocking  the  6.6%  gain  in  the 
Standard  &  Poor's  500-stock  index. 

Now  investors  have  a  Sex  and  the 
City-worthy  lament  about  Net  stocks: 
Are  all  the  good  ones  taken?  After  all,  7 
of  the  20  original  RWII  companies  have 
been  acquired.  Barry  Diller's  InterAc- 
tive,  bought  four:  Expedia,  LendingTree, 
Ticketmaster,  and  Hotels.com.  Among 
those  remaining  independent,  valuations 
are  high,  especially  for  high-profile 
names  like  eBay  and  Amazon.com.  Five 
have  risen  125%-plus  since  last  August, 
with  low-cost  Web  access  provider  Unit- 
ed OnUne's  208%  gain  leading  the  way. 

The  good  news:  There  are  more  wor- 
thy Net  stocks  where  those  came  from. 
None  is  quite  the  company  that,  say,  re- 
cently acquired  Web  travel  agency  Ex- 
pedia is.  And  collectively,  common  sense 
says  you  can't  expect  the  RWii  to  rise 
another  71%  by  next  August.  But  the 
new  stocks  we're  adding  are  bets  on 
long-term  trends  that  drive  growth  and 
trade  at  reasonable  multiples  of  earn- 
ings. Yes,  earnings.  You  don't  get  into 
this  Net  index  \^ithout  them. 

HERE  ARE  THE  NEW  ADDITIONS: 

Priceline.com  replaces  Hotels.com  in 
the  index.  Still  the  leader  in  deep-dis- 
count travel,  Priceline  has  cut  costs  and 
is  set  to  make  consistent  profits.  Travel 
booking  is  moving  online  fast,  and  Price- 


of  its  fiscal  year,  through  June] 
138%.  Revenues  rose  64%,  thanks 
ly  to   customers   Ameritrade 
through  last  year's  merger  wi 
Datek,  while  costs  rose  only  33%, 
to  merger-related  efficiencies. 

Symantec  substitutes  for  Nei 
Associates.  Both  are  direct  competiti 
the  virus-protection  business,  butl 
work  Associates  has  had  trouble  e;[ 
ing,  leading  to  a  95%  drop  in  stl 
quarter  profits  and  making  Symaif 
better  pick. 

FindWhat.com  repi 
Overture  Services,  its! 
er  rival  in  the  pa;| 
click  advertising 
ness.    Like    Ove]| 
FindWhat  sells 
ads  tied  to  search-<l 
results.  Advertiser! 
the  model  because  tlj 
only  charged  if  surfer 


line  is  both  exploiting  its  name-your- 
own-price  model  and  selling  cheap  trav- 
el using  conventional  pricing.  The  stock 
is  pricey  at  78  times  this  year's  profits, 
but  restructuring  will  let  profits  rise 
much  faster  than  sales.  Priceline  is  also 
a  good  buyout  candidate. 

Ameritrade,  the  online  stockbroker, 
takes  the  place  of  Web-savvy  mortgage 
lender  IndyMac  Bancorp  for  a  simple 
reason:  The  stock  market  is  picking  up 
while  the  mortgage  market  cools.  Earn- 
ings per  share  for  the  first  nine  months 


on  the  ad  to  visit  t 
FindWhat  is  a  buyoi 
didate,  but  as 
pendent,  its  prio 
ings  ratio  of  44  oi| 
year's  earnings  is 
by  Net  standards 
compared    to    proj 
71%  annual  profit  gi 
over  five  years.  Overture  is 
acquired  by  Yahoo!. 

Subbing  for  LendingTree  is  D! 
insight,  a  software  company 
products  power  banks'  Web  \ 
ser\aces.  With  a  price-earnings  ra 
37  on  this  year's  earnings  and  proj 
five-yeai-  profit  growlh  of  30%,  i 
grow  with  the  onhne-banking  mar 
IMonster  Worldwide  moves  int 
slot  occupied  by  e-tailer  Alloy  0 
the  woi-st  perfoiTner  in  the  index  v 
20%  loss.  Analysts  say  earnings 
grow  nearly  50%  next  yeai-  on  j 
9%  sales  gain,  which  makes  sense 


Best  of  the  Net  Stocks 


NAME/SYMBOL 


PRICE 


52-WEEK  GAIN 


PRICE-EARNINGS  RH 


Digital  River  DRIV  $21.43  202%  36 

Profits  for  online  software-distribution  manager  projected  to  grow  25%  a  year  through  2007. 


eBay  EBAY  102.35  76 

Pricey,  but  among  the  best-run  companies  in  techdom — or  anywhere  else. 


68 


InterActive  lACI  35.78  56  47 

Stock  will  get  boost  as  Barry  Diller  simplifies  company  finances  and  Web  travel  site  Expedia  pom 
profit  growth. 

United  Online  UNTD  33.80  192  34 

Low-price  leader  in  Web  access  is  taking  share  fast  from  America  Online.  The  p-e  is  roughly  the 
same  as  its  earnings  growth  rate. 

*  Based  on  estimated  2003  earnings,  except  for  United  Online,  which  is  based  on  the  fiscal  year  ending  June  30.  2004. 

Data:  Multex.  Busiaei 
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iNTERPRISE  INTELLIGENCE 
SUPPLIER  INTELUGENCE 

NIZATIONAL  intelligence 
CUSTOMER  intelligence 

ELLIGENCE  ARCHITECTURE 


It  begins  with  your  first  visit  to  Amazon.com  and  continues  through  the  arrival  of  every  order. 
The  unique  online  shopping  experience  you  deserve,  the  selection  you  demand  and  the  low 
prices  that  keep  you  coming  back  again  and  again.  SAS  is  proud  to  provide  the  analytic 
software  that  helps  Amazon.com  keep  costs  low-  and  pass  savings  on  to  its  customers- while 
providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stories, 
call  toll  fi-ee  1  866  270  5740  or  visit  our  Web  site. 

www.sas.com/amazon 


The  Power  to  Know. 


5sas 


I  and  the  Amazon.com  logo  are  registered  trademar1(S  of  Amazon.com.  Inc.  SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarlcs  o(  SAS  Institute  Inc  in  the  USA  and 

other  countries.  ®  indicates  USA  registration.  ©  2003  SAS  Instrtute  Inc  All  nghts  reserved     243229US.0703 


tech-driven  employment-advertising 
service  in  a  recovering  economy.  Our 
worry  is  its  p-e  ratio  of  65  on  2003 
earnings.  Finally,  we  add  E*Trade 
Group  to  replace  Intuit.  Intuit  sold  its 
online  mortgage  business  to  focus  on 
software. 

The  RWII  was  set  up  to  be  a  con- 
servative way  to  play  the  Net.  In 
this  year's  market,  you  actually  made 
bigger  gains  on  stocks  that  had  fallen 
hard  since  2000,  like  Priceline,  Find- 
What,  online  entertainment  player 
RealNetworks,  or  Web-infi-astructure 
company  VeriSign.  We  rejected  them 
all  last  year  in  favor  of  safer  names 
like  IndyMac  and  cash-rich  Regis- 
ter.com;  VeriSign  and  RealNetworks 
are  still  too  fundamentally  shaky  for 
this  index.  Our  goal  was  to  identify 
those  Net  stocks  that  were  about  to 
post  hefty  earnings  gains  without 
betting  wildly  on  companies  that  are 
still  struggling  to  turn  a  profit.  That's 
what  the  index  did — and  ought  to 
do  again.  ■ 

BW's  Real-World 
Internet  Index 

Company  Symbol 

1-800  Flowers.com  FLWS 

Amazon.com  AMZN 

Ameritrade  Holding  AMTD 

Digital  Insight  DGIN 

Digital  River  ORIV 

eBay  EBAY 

eSpeed  ESPD 

E*Trade  Group  ET 

nndWhat.com  FWHT 

InterActiveCorp  lACI 

Monster  Worldwide  MNST 

Netflix  NFLX 

Priceline.com  PCLN 

Register.com  RCOM 

Symantec  SYMC 

United  Online  UNTD 

University  of  Phoenix  Online    UOPX 

WebEx  Communications  WEBX 

Yahoo!  YHOO 

Data:  BusinessWeek 


IKking  Book 

Value 

Off  the  Shelf 

The  measure,  lately  out  of  fashion,  is  a  deft  way  to 
gauge  earnings  quality.  BY  ROBERT  J.  ROSENBERG 


Just  about  every  valu- 
ation measure  went 
out  the  window  in 
the  go-go  '90s.  Few, 
though,  landed  with 
a  greater  thud  than 
book  value.  Once  a 
favorite  tool  of  Ben- 
jamin Graham,  the 
investment  guru  who  wrote  the  book 
on  security  analysis,  it  became  unfash- 
ionable as  a  measure  of  a  company's  in- 
trinsic worth.  After  all,  book  value  was 
better  suited  to  accounting  for  smoke- 
stacks and  steel  slabs  than  the  more 
ethereal  assets  of  the  New  Economy. 

But  now  book  value  is  getting  a  fresh 
look,  not  as  a  valuation  tool  but  as  a 
means  of  gauging  earnings  quality.  Sim- 
ply put,  comparing  the  growth  in  book 
value  to  the  growth  in  earnings  "is  a 
nice  reality  check,"  says  Richard 
Maroney,  director  of  research  for  Dow 
Theory  Forecasts,  an  independent  in- 
vestment newsletter. 

In  theory,  at  least,  book  value  is  what 
would  be  left  over  if  the  company  were 
to  go  out  of  business  that  minute.  The 
number-crunchers  calculate  book  value 
by  beginning  with  total  assets,  then  sub- 
tracting long-term  debt  and  other  lia- 
bilities and  preferred  stock.  Some  ana- 
lysts also  take  out  intangible  assets  such 
as  goodwill,  trademarks,  and  patents  to 
calculate  the  "tangible  book  value,"  but 
that's  not  necessary  for  this  sort  of 
andysis.  Once  you  figure  the  book  value, 
in  millions  or  billions,  you  divide  it  by 
the  number  of  shares  outstanding  to  ar- 
rive at  book  value  per  share,  which  is 
easy  to  compare  against  eamings-per- 
share  reports. 

Sure,  the  decade  of  mergers  and  ac- 
quisitions, corporate  restructurings,  and 
shai'e  repurchases  has  made  book  value 
a  sometimes  squishy  nvimber.  Book  val- 


ue can  increase  as  a  result  of  mei 
and  it  can  go  up  if  a  company  ha 
sold  a  lot  of  new  equity.  But  the] 
regular  contributor  to  the  gro\ 
book  value  is  retained  earnings,  or| 
ings  after  dividends.  That's  why 
toring  the  changes  in  book  valf'l^^^ 
worthwhile. 

How  does  it  work?  Maroney  s^ 
with  a  company's  compounded  avi 
annualized  growth  rate  of  oper 
earnings  over  three  years  and 
checks  on  whether  book  value  is  | 
ing  along  the  same  trajectory,  li 
past  three  years  ending  August, 
for  example,  Walgreen's  operating 
ings  have  grown  16.5%  on  average; 
value  has  kept  pace,  increasing 
21.4%  rate  during  that  period.  Ii 
current  fiscal  year,  operating  prof 
Walgreen's  have  risen  13.3%  in  the 
three  quarters,  while  book  value 
11.8%,  suggesting  soUd  earnings. 

The  method  sometimes  sends 
red  flag  on  companies  that  may  b 
porting  strong  earnings,  but  wheri 
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"^ying  trend  in  book  value 
«s  the  opposite.  A  classic 
is  BellSouth,  says 
ley.  From  1990  to  1996, 
uth's  earnings  went  from 


WHEN  GROWTH  IS  IN  SYNC 

COMPANY /SYMBOL 


annual  increase.  But  dur- 


OPERATING  EARNINGS  BOOK  VALUE 

GROWTH  RATE*  GROWTH  RATE 
Walgreen  WAG 

General  [^namlcsGD                      13.5  17.9                ulent 


ue  growth  is  in  a  better  pu^;- 
tion  than  one  whose  earnings 
are  expanding  by  6%  and 
whose  book  value  is  up  only 
3%.  This  reality  check  doesn't 


\  $1.27,  a  6.9%-a-year  av-      r^^}^"^.... 16.5% 21.4% ^^^^  ^^^^  numbers  are  fraud- 


as    with    Enron    or 


Data:  Compustat,  Bloomberg  Financial  Markets 


lat  period,  "book  value      Home  Depot  HD  16.0  17.1 

Tom  $6.63  to  $6.68,  basi-      Johnson  CortrolsJC!  15.4 15.5 

showing    no    change,"      Wal^it Stores  WMT 13.1 15.0 

ey  says.   Or  take  a  look         -Annualized  compounded  grovrth  rate,  based  on  last  three  fiscal  years 

:oZone,  an  auto-parts  re- 
Over  the  three  fiscal 
ending  in  August,  2002,  earnings 
n  average  of  34.9%  a  year,  while 
^alue  per  share  fell  9.9%. 
I't  look  for  absolutes.  Book  value 


growth  doesn't  need  to  match  earnings 
growth,  but  it  ought  to  be  close.  Also, 
it's  a  matter  of  degree:  A  company  with 
25%  earnings  gro\\i:h  and  22%  book  val- 


WorldCom. 

For  all  their  shortcomings, 
says  J.  Edward  Ketz,  associ- 
ate profe.^sor  of  accounting  at 
Permsylvania  State  University, 
book  values  are  worth  a  look. 
At  a  minimum,  says  Ketz,  they  "bring 
some  credibility  to  the  [earnings]  num- 
bers." In  these  nervous  times,  that's  no 
small  measure.  ■ 


)iscreet 
juxiuy 

Audi  A8  won't  turn  heads,  but  it's 
IBS  act.  BY  CHRISTINE  TIERNEY 


Exacting  German  critics  awarded  high 
marks  to  Audi's  all-new  A8  flagship 
when  it  was  introduced  in  Europe 
last  fall.  Sure,  some  carped  that  the 
car  looked  too  much  like  its  conserv- 
atively styled  predecessor  But  as  I 
discovered  when  the  $69,190  car  liit 
the  U.S.  this  summer  as  a  2004  mod- 
el, the  most  conspicuous  changes  are 
the  inside. 

biggest  innovation?  A  high-tech  Multi  Media  Interface 
system  that  controls  more  than  200  functions,  from 
tation  programming  to  road  navigation.  It's  Audi's  an- 

0  a  dilemma  that  faces  luxury  auto  makers  every- 
They  need  to  distinguish  their  flagships  from  main- 

1  models  already  well  equipped  with  just  about 
hing  a  driver  needs.  So  they  pile  on  more  technology, 
at's  a  tough  sell,  given  that  their  customers  are  fifty- 
dngs  who  didn't  grow  up  with  video  games  and  laptops, 
is  up  to  the  challenge,  though.  Audi's  MMI  has  a  7-in. 
■  that  flips  up  when  you  press  a  small  panel  on  the 
You  move  a  cursor  around  the  screen  by 
g  a  knob  set  between  the 

directly  behind  the  gear 
and  enter  commands  by 
g  down  on  the  knob.  For 
»st  often  used  features,  such 
radio,  phone,  and  CD  player, 
n  jump  directly  to  the  con- 


POWERAND 
PRECISION: 

330  horses, 
nimble 
handling,  24 
mpg/highway 


FLIP-UP 
SCREEN: 

A  cursor 
controls  200 
functions 


B  trols  by  pushing  clearly 

B— -^^^^fcR^^^^^^"^^»i  marked  buttons  on  either 
^L^^^^P^^^Nhh^^^^^m  side  of  the  knob.  Reas- 
^^^S/      ^^P  ^HflBl^^^s    suringly,  basic  levers  and 

switches  for  the  wipers, 
power  seats,  and  win- 
dows are  still  where  you 
would  expect  them  to  be. 
In  preparation  for  a 
two-day  trip  from  Detroit 
to  Chicago  and  back,  I  sat  in  the  driveway 
and  fiddled  with  the  controls — surrounded 
by  curious  neighbors.  We  were  all  stumped 
trying  to  switch  on  the  audio  for  the  navi- 
gation system  so  that  I  could  hear  direc- 
tions as  well  as  see  them  on  the  screen.  "If 
I  were  a  woman,  I'd  call  a  taxi,"  my  landlord  joked.  Still, 
without  cracking  any  of  the  owner's  manuals,  I  found  all  the 
functions  I  needed  within  a  half  hour. 

Once  on  the  road,  I  made  up  the  time.  (Reminder:  Set  the 
speed-waraing  system  to  alert  you  when  you  exceed  set 
speed  limits.)  The  A8  handles  beautifully.  It  has  all-wheel 
drive,  a  six-speed  transmission,  adjustable  air  suspension,  and 
a  quiet  V-8  engine  delivering  330  horsepow-er.  It  handles  so 
nimbly  and  precisely  that,  at  80,  this  car  feels  like  it's  doing 
50.  Yet  for  all  the  oomph,  fuel  economy  is  reasonable.  Built 
on  an  aluminum  frame,  the  A8  gets  17  mpg  in  the  city  and 
24  on  the  highway. 

When  it  comes  to  styling,  the  car  is  handsome  and  well-pro- 
portioned, but  not  ostentatious.  Itll  never  eUcit  the  love-or-hate 
reactions  to  rival  BMW's  7  Series  and  its  controversial  rear  end. 
Instead,  it's  like  a  fur-lined  trench  coat:  Simple  and  classic,  but 

with  comfort  and  luxury 
awaiting  inside.      ■ 
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My  First 
Handheld 

Want  to  give  your  kids  an  electronic 
advantage?  BY  SUSAN  SGHERREIK 

Kids  are  no  different  from  Mom  and  Dad 
when  it  comes  to  scheduling.  They  need  to 
juggle  school  assignments,  play  dates,  and 
soccer  practice.  One  thing  that  might  help: 
a  personal  digital  assistant  (pda)  designed 
for  the  younger  set.  It's  one  of  several 
back-to-school  gadgets  that  we  tested. 
Here's  what  we  foimd. 

iQuest  ($59.99;  leapfrog.com)  is  a  terrific  organizer  with  its 
easy-to-use  date  and  address  books.  But  its  most  impressive 
feature  is  a  customized  homework  helper  tied  to  over  250 
math,  social  studies,  and  science  textbooks  for  fifth  to  eighth 
graders.  For  that,  you  need  to  purchase  a 
cartridge  for  each  subject  and  grade 
($14.99  each).  You  have  a  fifth-grader 
studying  math?  Your  child  can  click  on 
the  name  of  his  textbook  from  among 
the  25  listed,  and  iQuest  wiU  provide  a 
series  of  multiple-choice  questions  on 
its  easy-to-read  screen.  When 
stumped,  kids  can  ask  for  hints  to 
the  correct  answer  or  explanations 
when  they  are  wrong. 

Leapfrog's  $49.99  Quantum 

Pad  enlivens  rote  learning  with 

games  and  other  activities,  aimed 


FRANKLIN'S 
SPEAKING 
HOMEWORK  WIZ 


IQUEST  GOES 

BEYOND 

SCHEDULING 


at  the  third-  to  fifth-grade  set.  In  one 
on  European  geography  called  "Hil 
Road,"  a  backpacker  named  WiU  as' 
student  to  help  him  find  which  count 
buddy  Ed  is  in  with  clues  he  provides] 
as  "this  country  borders  the  Adriatic 
The  Quantum  Pad,  which  resemV 
small  laptop,  also  has  an  audio  comp' 
When  you  click  on  a  colorfiil  map  of  a 
the  device  plays  the  nation's  anth 
comes  with  one  axrtivity  book  geared  to 
three  to  five,  but  you  can  purchase  adi 
books  on  subjects  such  as  the 
human  body  or  the  solar 
system  for  $14.99  apiece. 

Kids  often  have  a  hard  time  looking 
up  words  they  can't  spell.  Speaking 
Homework  Wiz  from  Franklin  Elec- 
tronic Publishers  ($49.95;  franklin.com) 
tries  to  provide  a  solution  for  kids  as 
young  as  six.  Students  can  type 
in  a  word  phonetically,  and 
this  colorful  handheld  will 
display    the    proper 
spelling,     speak     the 
word,  and  provide  a  kid 
friendly  definition.  But  this 
feature  isn't  always  up  to 
snuff.  When  my  first-grad- 
er Clare  typed  in  "rows" 
for  "rose,"  the  device  did 
not  recognize  the  homonym. 
Nor  did  it  guess  that  "nape 
was  supposed  to  be  "nap."  A  third  grader 
with  a  better  grasp  of  spelling  is  likely  to 
have  more  luck.   Like  many  Franklin 
gadgets,  this  one  comes  with  a  "better  grades  or  your 
ey  back"  guarantee.  But  if  it  can't  do  a  better  job  of  fii 
out  what  young  kids  are  asking,  parents  may  ask  F: 
make  good  on  its  promise. 


QUANTUM  P 
TEACHES  W 11 
GAMES 


Get  the  Picture 
With  One  Hand 


Finally,  a  digital  camera  tailored  just  for  the  surf- 
and-ski  set.  Sony  has  taken  its  popular  Cyber-shot 
U  camera,  turned  it  vertically,  and  wrapped  it  in  a 
rugged,  waterproof  housing.  The  result  is  a  $249 
camera  that's  easy  to  use  with  one  hand  (if  you're  right- 
handed)  while  you're  swimming,  surfing,  or  snorkeling. 
Advice  to  southpaws:  Adapt.  It's  worth  it. 

In  your  hand,  the  2-megapixel  DSC-U60  feels  more 
like  a  cell  phone  than  a  camera.  For  setting  up  shots  or 
replaying  them,  you  can  work  all  the  buttons  with  your 
thumb.  When  you're  ready  to  shoot,  the  shutter  is  an  easy 
reach  for  your  index  finger. 


ITS  GREAT 
OUTDOORS: 

This  Sony 
digital  can 
handle 
getting  wet 


' 


And  here's  a  clever  twist:  The  enti 
camera  body  is  canted  some  30  deg^ 
from  the  vertical  to  compensate  for  tl 
natural  curve  in  your  arm  as  you  hole 
camera  in  front  of  you.  When  you  res 
on  its  base  to  use  the  self-timer  so  yc 
can  get  into  the  picture,  the  camera 
to  offset  the  unusual  angle. 

So  what's  not  to  like?  The  U60  isn't  good  for  ser 

undenA/ater  photography:  Sony  says  you  can  onl> 

it  5  feet  down  (although  it  has  been  tested  to  15 

There's  no  viewfinder,  either,  so  you  must  comp 

your  shots  on  the  LCD  display  which,  at  1  inch. 

on  the  small  side. 

But  hey,  we're  not  talking  about  producing  galle 
quality  fish  portraits.  We're  talking  about  having  fur  r 
a  camera  that's  snow-  and  sand-  and  beer-resistant.  i 

Larry  Armsk 
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li'easiire 
»yGPS 

port  of  geocaching  runs  on 
ite  signals.  BY  KATE  MURPHY 


IKE  CHRISTO- 
pher  Columbus 
and  Meriwether 
Lewis,  Brian  Sni- 
atkowsky  is  an  in- 
trepid explorer. 
Only  instead  of 
discovering  new 
territory,  Sniat- 
a  computer  programmer  from 
n,  N.J.,  finds  Tupperware  con- 
filled  with  plastic  action  figures. 
Silly  Putty  More  than  50,000  of 
jculiar  prizes  are  stashed  around 
•Id  by  devotees  of  a  high-tech 
i  hunt  called  geocaching  or  gps 
Finding  your  quarry  using  a 
d  global  positioning  system  re- 


ceiver or  GPSr  is  a  popular 
new  pastime.  All  you  need 
is  a  little  technical  knowhow 
and  a  sense  of  adventure. 

This  is  an  activity  where 
the  spoils  are  secondary  to 
the  thrill  of  discovery.  The 
sport  dates  from  May,  2000, 
when  President  Bill  Clinton 
signed  an  executive  order 
making  gps  signals  available 
for  civilian  use.  The  ability 
to  receive  GPS  signals  emit- 
ted from  orbiting  military 
satellites  allows  you  to  pin- 
point where  you  are  any- 
where on  earth. 

To  find  a  cache  or  stash, 
you  need  to  buy  a  GPSr  for 
$100  to  $800.  Although  you 
might  like  the  mapping  and 
memory  features  of  the  high- 
end  models,  they  won't  make 
you  any  more  successful  at  locating  a 
stash.  Make  sure  that  whatever  GPSr 
you  choose  has  a  battery  life  of  at  least 
20  hours  and  a  wristband  or  lanyard, 
so  you  won't  drop  it  in  high  grass  or  - 
water.  Enthusiasts,  known 
cachers,  recommend  the  Magel- 
lan and  Garmin  brands  for  their 
sturdiness  and  dependability. 

Next,  you  need  cache  clues. 
A  handful  of  Web  sites  list  the 
latitude  and  longitude  coordinates 
of  stashes.  The  most  popular  is 
www.geocache.com,  but  you  can 
also  go  to  navicache.com  and  bril 
lig.com/geocaching/.  Just  enter  the 
state,  city,  or  Zip  Code  where  you 
want  to  find  a  cache.  Caches  are  hid 


« !  3.  ^     THE 
TUPPERWARE: 

Sniatkowsky  may 
find  action  figures 
or  Silly  Putty  in 
one  of  50,000 
stashes  of  prizes 


den  in  urban  as  well 
as  wilderness  areas. 
Some  may  even  be 
underwater  and  re- 
quire scuba  gear  to 
retrieve.  The  level  of 
difficulty  is  rated  on 
a  scale  of  1  to  5.  A 
cache  in  the  Saudi  desert  is  a  5. 

Once  you  input  the  coordinates,  your 
GPSr  will  tell  you  how  far  the  cache  is 
and  point  you  in  the  right  direction. 
Your  receiver  will  guide  you  to  within 
20  feet  of  the  stash.  "Then,  intuition 
takes  over,"  says  Jenn  Seva-Kutch,  a 
project  manager  at  the  Edward  Lowe 
Foimdation  in  Reading,  Pa.,  which  helps 
entrepreneurs.  She  began  geocaching 
after  she  won  a  GPSr  in  a  December, 
2001  raffle.  Caches  are  often  hidden  un- 
der bushes  or  in  tree  stumps. 

Once  you  find  a  cache,  you  can  take 
out  one  item,  provided  you  add  some- 
thing else.  Typical  contributions  include 
toys,  software,  books,  and  trading  cards. 
Nothing  should  be  edible,  as  critters 
will  get  to  it  first.  There  will  also  be  a 
logbook  to  sign.  When  you  return  home, 
you'll  need  to  go  back  to  the  Web  site 
where  the  stash's  coordinates  are  posted 
and  tell  others  that  you  found  it. 

Geocaching  can  be  a  leisurely  individ- 
ual pursuit  or  a  competition  to  see  who 
can  find  the  most  stashes  in  the  shortest 
time.  Either  way,  cachers  say,  treasure 
hunting  with  a  GPSr  is  .  HANDHELD 
more  chic  than  with  a  gpg  urcEIVER- 
metal  detector.  ■     ^^^^^^  ^un  $100 

to  $800.  Be  sure 
to  get  a  battery 
life  of  20  hours 


as 
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WHY  IS  CALLAWAY  CHASING 
GOLF  BALLS  ? 


BY  ROBERT  BARKER  rb@b 


usinesswee 


ABOUT  PLAYING  GOLF,  what  I  know  fits  neatly 
on  a  tee's  pointy^  tip  (that  end  goes  up,  right?) 
Yet  I  can't  help  tliinking  the  jDeople  at  Callaway 
Golf  also  lia\^  some  tilings  to  learn,  in  their 
case  about  investments,  deep  losses,  and  ^dlen 
the  time  comes  to  cut  them.  Tb  see  what  I 
mean,  keep  your  eye  on  the  Callaway  golf' ball. 

Since  its  start  in  1982,  Callaway  has  built  its  brand  on 
clubs,  a  segment  it  now  leads  in  each  key  category — ^woods, 
irons,  and  putters — with  pretax  profit  last  year  of  $179  mil- 
lion on  $726  million  in  sales.  Club  sales  through  June  this 
year  rose  nearly  5%,  and  pretax  profit  11%.  That's  impres- 
sive, given  the  dreary  economy  and  a  3.5%  drop  in  the 
number  of  golf  roimds  played  in  the  U.  S.,  according  to  mar- 
ket researcher  Golf  Datatech.  In  part,  you  probably  can 
credit  endorsements  from  such  pros  as  Anrdka  Sorenstam, 
who  in  May  drew  acres  of  free  publicity  as  the  first  woman 
to  compete  in  a  Professional  Golfers'  Assn.  tournament  in  58 
years.  In  August,  Calloway  buUt  its  roster  further  by  luring 
last  year's  U.S.  Amateur  champ,  Ricky  Barnes. 

Golf  balls  have  proved  a  lot  tougher  for  the  Carlsbad 
(Calif.)  company.  Callaway  started  selling  balls  in  2000,  but  it 
hasn't  broken  from  a  large  pack.  Sales  last  year  reached 
just  $66  million,  and  the  first  half  of  2003  saw  ball  sales 
plunge  37%,  to  $29.3  million.  Callaway's  pretax  loss  on  balls 
topped  $10  million,  up  from  $6.2  mil- 
Uon  in  2002's  first  half. 

Soon,  at  least  the  sales  figures 
may  change.  Callaway  hopes  to  buy 
the  No.  2  ballmaker,  Top-Flite  Golf. 
Last  year,  it  sold  $186  rrulhon  worth 
of  balls,  plus  another  $40  million  in 
clubs.  But  under  the  weight  of  debt 
taken  on  in  a  1996  leveraged  buyout, 
Top-Flite  entered  bankruptcy  in 
June.  Callaway  thought  it  had  a 
prepackaged  deal  to  snap  Top-Flite 
out  of  bankruptcy  with  a  $125  mil- 
lion offer.  Then,  in  July,  other  bid- 
ders, notably  adidas-Salomon,  maker 
of  Maxfli  balls  and  TaylorMade 
clubs,  swooped  in.  So  the  court 
scheduled  a  Sept.  3  auction,  setting 
Callaway's  $125  million  offer  as  the 
bid  to  beat. 

Although  Callaway  shares  have 
rallied  on  prospects  of  a  deal  (chart), 
it's  no  gimme  that  a  deeper  invest- 
ment in  golf  balls  would  be  bullish. 


Approach 
the  Greer 


13 
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While  the  company  maintains  buy- 
ing Top-Fhte  is  a  far  better  op- 
tion, it  will  consider  other  steps  to 
end  its  losses  on  golf  balls  if  it 
doesn't  win  Top-Flite.  Nor  does 
it  make  any  bones  about  the  blim- 
ders  it  made  in  balls  after  spend- 
ing more  than  three  years  and 
$170  million  in  startup  costs.  For 
example,  it  infamously  tried  to 
rewrite  the  ball  market's  packag- 
ing customs,  selling  boxes  of  10 
in  two  five-ball  sleeves  instead  of 
the  common  dozen  in  four  three- 
ball  sleeves.  Callaway  had  to  retreat  and,  a  spokesm 
me,  has  "been  playing  catch-up  ever  since."  Way  aj 
Fortime  Brands'  Acushnet  imit,  whose  Titleist  and  P 
balls  enjoy  more  than  half  of  the  market. 

Worse,  all  the  competition — which  also  includes  Nik 
put  golf  ball  prices  under  pressure.  Through  this  yea 
half,  the  average  price  for  a  dozen  balls  fell  4.1%,  to 
according  to  Golf  Datatech,  as  unit  sales  sank  5.4' 
trend  at  CaUaway  is  worse:  Although  the  company  aii 
balls  at  the  market's  premium  end,  a  year  ago  it  had 
list  prices. 

All  told,  3)4  years  of  selling  golf  balls  has  brought  Cs- 
$184  million  in  revenue  and  losses  of  $99.5  million 
name  doesn't  have  to  be  Tiger  to  know  that's  one  so  t^ 
turn  on  an  initial  investment  of  $170  million,  plus  $51  ii 
in  2002  to  buy  the  manufac  f^ff 
equipment  Callaway  had  bee 
ing.    Now,    Callaway   propo 
spend  $125  million  more  on  lb 
The  deal  promises  econor 
scale,  certainly.  Callaway  figi 
ball  segment  would  at  las  j.. 
profitable  some  time  next 
but  only  after  up  to  $70  mil 
write-offs  that  Callav 
timates  would  be  re 
in  consoUdating  the  (I 
nies'  operations.  In[ 
words,  Callaway  wou 
$125  milKon  in  Top-F 
sets  and  combine  thei 
its   own   golf  ball 
which  it  fisted  at  yearend  a 
million.  After  sorting  throug 
$228  miUion  in  merged  asse 
million  of  them  would  evaj 
Someone  help  me,  please: 
golfers  supposed  to  replace 
not  make  the  holes  deeper? 


fc 


LHe 


TEAM 
CALLAWAY: 

Ricky 
Barnes  at 
this  year's 
British  Open 
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TERRORISTS  AND  FELONS  FLEE  FUR  SYSTEMS'  NIGHT  CAMERAS. 
AS  THE  ECONOMY  PICKS  UP,  APACHE  IS  ABOUT  TO  HIT  PAY  DIRT- 
INSURER  ODYSSEY  RE  IS  BUILDING  UP  FROM  A  FIRM  FOUNDATION. 


DA\TD  HENRY 

rt  So  Dark  at  FUR 

^^  inding  a  good  growth  stock  at  a  reasonable  price 
I  1  can  be  as  hard  as  spotting  a  terrorist  in  the  dark. 
I  FLIR  Systems  (flir)  can  help  on  both  counts, 
'  says  Preston  Athey  of  T.  Rowe  Price,  who  owns 
the  stock.  FLIR  makes  cameras  that  work  in  the 
in  haze,  and  even  in  rooms  choked  with  smoke.  These 

I  Dre  than  night-vision  goggles.  They  read  infrared  ra- 
1  and  are  not  affected  by  ambient  light.  Sales  to  the 
;ovemment,  primarily  for  the  mil- 
account  for  25%  of  revenues.  Po- 

I'^d  TV  news  helicopters  carry  the 
l|as  to  track  felons.  Factories  buy 
*  versions  to  detect  temperature 
ions  that  foretell  breakdowns. 
Uold  more  than  100  devices  to 

II  authorities  at  $15,000  apiece  to 
travelers  with  high  fever  that 

'^be  SARS.  Sales  will  reach  $305 
I  this  year  and  grow  16%,  to  $355 
i  L  in  2004,  estimates  Steven  Col- 
f  JMP  Securities.  FLiR  aims  to  drive  down  production 
iio  it  can  lower  prices  enough  to  spark  demand.  With  a 
D  t  cap  of  $900  million,  FLiR  sold  3%  convertible  debt  in 
« b  raise  $150  milhon.  Some  of  the  money,  the  company 
i  kdll  probably  go  toward  cutting  costs  through  buying 
ifhiponents  suppliers.  The  stock  trades  at  26.50,  or  22 
a  projected  earnings  per  share  in  2003.  Athey  says 
0: 1  attractive  in  light  of  the  company's  20%  earnings 
iJi  1.  He  has  owned  the  stock  for  several  years  and  rode 
in  accounting  blow-up  under  old  management  in  2000, 
?  he  stock  plunged  80%,  to  $1.53.  Now,  Athey  is  holding 
'=  is  good  for  a  run  into  the  mid-30s,"  he  says. 


THRIVING  ON 
DISASTER 

35 
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FUR  SYSTEMS 
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:illy  Pumping 
Apache 


nor  a  play  on  accelerating  world  economies,  look  to 


commodities  such  as  oil,  say  savvy  money  man- 
agers. For  an  extra  kick,  buy  shares  of  a  compa- 
ny with  exceptional  skill  in  helping  meet  rising 
demand.  Apache  (apa),  an  exploration  and  pro- 
1  outfit,  is  a  top  choice,  says  Joseph  Zock,  president  of 
1  Management  Associates.  At  66,  the  shares  are  up 
ar-to-date  and  make  the  company  worth  $11  billion, 
xpects  the  price  to  hit  80  in  12  months.  (The  stock  was 


SET  TO 
GUSH? 


featured  in  the  Apr.  30,  2001,  issue  of  this  colunm  at  a  split- 
adjusted  54.)  Today,  the  price-earnings  ratio  is  still  just  12, 
based  on  2004  earnings  estimates  of 
$5.41  a  share,  according  to  Thomson 
First  Call.  Standard  &  Poor's  Stock 
Reports  rates  the  stock  "accumulate," 
figuring  it's  too  cheap  by  10%  to  15%. 
Apache's  forte  is  buying  miscellaneous 
oil  and  gas  properties  being  cast  off 
by  the  oil  giants.  It  reengineers  the 
fields  to  boost  production.  This  year, 
it  bought  properties  from  BP  in  the 
Gulf  of  Mexico  and  the  North  Sea.  In 
turn,  Apache's  production  in  the  second 
quarter  rose  from  a  year  earlier  by  26%,  twice  the  industry 
average.  "They're  great  at  acquiring,  and  they  get  more 
out  of  the  wells  than  most  people,"  says  Zock. 
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A  Rich  Haul 
From  Bond  Sales 


Like  most  other  investors,  Richard  Steinberg  of 
Steinberg  Global  Asset  Management  knows  the 
bottom  line  on  any  stock  is  whether  you  trust  its 
management.  That's  one  reason  he  Ukes  insurer 
Odyssey  Re  (ORH).  Its  execs  make  protecting 
shareholder  wealth  a  priority  over  grabbing  a  few  pennies  of 
quarterly  earnings.  In  the  second  quarter  of  this  year,  they 
gave  up  some  $3  million  in  investment  income  by  selling  $600 
million  worth  of  high-grade  bonds  and  putting  the  money  into 
low-yield,  short-term  instruments.  They 
got  top-of-the-market  prices,  selling 
right  before  bonds  tumbled,  and  piled 
up  $1.5  billion  in  cash — allowing  them 
to  write  more  insurance  at  a  time 
when  pricing  is  strong  and  weaker  ri- 
vals are  backing  away.  Odyssey's  book 
value  per  share  is  up  to  $20,  so  the 
stock  is  a  bargain  at  21,  says  Stein- 
berg. The  p-e  is  just  13,  based  on  ana- 
lysts' estimates  of  2003  earnings.  Stein- 
berg is  buying  shares  and  says  they 
could  go  to  30  in  a  year.  WiUiam  Yankus, 


SOLID 
BUSINESS 
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an  analyst  at 
brokerage  Fox-Pitt  Kelton,  has  raised  the  stock  to  a  buy. 

Gene  Marcial  is  on  vacation. 


lt^lHlifMWIM|nnng| 


Read  Gene  Marcial's  Inside  Wall  Street  Online 
monthly  column  at  www.businessweek.com/ 
today.htm.  And  see  him  Fridays  at  1:40  p.m.  est  on  CNNfn's  The  Money  Gang. 


rwlse  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their  firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment  banking  or  other  financial  relationships  with  them. 
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COMMENTARY 

In  a  week  marked  by  a  Northeast 
blackout,  equities  shone  brightly. 
Good  news  on  chip  sales  sent  shares 
of  Dow  component  Intel  higher.  Both 
the  Dow  and  the  NASDAQ  Composite 
hit  2003  highs  on  August  19,  before 
retreating  the  next  day  For  the  week, 
the  NASDAQ,  the  S&P  500,  and  the 
Dow  v\erB  up  4.4%,  1.7%,  and  1.4%, 
respectively. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 


Week  ending  Aug.  19 
■  S&P500  ■  U.S.  Diversified  BAN  Equity 
4-week  total  return 


%       1 


Week  ending  Aug.  19 
■  S&P500  ■  U.S.  Diversified  BAN  Equity 
52-week  total  return 


%        3        6        9       12      15      18 
Data:  standard  &  Poor's 


THE  WEEK  AHEAD 


U.S.  MARKETS 


AUG. 20 


WEEK 


%  CHANGE 
YEAR  TO        LAST  12 
DATE       MONTHS 


GLOBAL  MARKETS 
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YEAR  TO 

WEEK        DATE 


S&P  500 

Dow  Jones  Industrials 
NASDAQ  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
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BusinessWeek  50* 
BW  Info  Tech  100** 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
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GSTI  Internet 
PSE  Technology 
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FUNDAMENTALS 


968.8 
4217.4 
3280.3 
3501.2 
10292.1 
10475.3 
7491.1 
7460.2 


14. 

7. 

7.] 
21.C 
20.C 
12 
13 
21.^ 


AUG.  19         WK.  AGO 


S&P  500  Dividend  Yield  1.65% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  28.5 

S&P  500  P/E  Ratio  (Next  1 2  mos.)*  17.1 

First  Call  Earnings  Revision*  -0.32% 


TECHNICAL  INDICATORS 


AUG.  19 


1.65% 
28.1 
16.9 
0.42% 

*Fir 
WK.AGO 


'Feb.  7,2000=1000 


S&P  500  200-day  average  916.5  914.3 

Stocks  above  200-day  average  78.0%       76.0% 

Options:  Put/call  ratio  0.66  0.75 

insiders:  Vickers  NYSE  Sell/buy  ratio  3.68         3.74 


BEST-PERFORMING     UST 

GROUPS  MONTH% 


LAST  12 
MONTHS  % 


WORST-PERFORMING  last 
GROUPS  month  % 


LA 
MON 


Gold  Mining  23.4 

Divsfd.  Metals  &  Mining  19.6 

Home  Entertainment  16.4 

Diversified  Machinery  15.2 

Aluminum  14.4 


Internet  Software  144.4 

Wireless  Services  82.7 

Internet  Retail  82.7 

Divsfd.  Metals  &  Mining  65.0 

Dwersified  Machinery  58.2 


Health-Care  Services 
Commerical  Printing 
Pharmaceuticals 
Office  Electronics 
Multi-Utilities 


-9.6 
-8.8 

-7.7 
-6.7 
-5.3 


Health-Care  Facilities 
Tires  &  Rubber 
Tobacco 
IT  Consulting 
Multi-Utilities 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  return  %        52-WEEK  TOTAL  RETURN  % 


INTEREST  RATES 


LEADERS 


LEADERS 


Precious  Metals  16.8 

Japan  7.3 

Pacific/Asia  ex-Japan  6.5 

Diversified  Pacific/Asia  6.3 
LA66ARDS 

Health  -1.5 

Utilities  0.2 

Financial  0.9 

Domestic  Hybrid  0.9 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 


Precious  Metals  45.7 

Technology  30.7 

Communications  28.3 

Latin  America  27.4 

UGSARIS 

Japan  3.5 

Utilities  6.7 

Large-cap  Blend  7.4 

Diversified  Pacific/Asia  7.5 

52-WEEK  TOTAL  RETURN  % 
LEADERS 


KEY  RATES 

MONEY  MARKET  FUNDS 


AUG.  20       WEEK  AGO 
0.63%        0.63% 


YE 


90-DAY  TREASURY  BILLS 

0.95 

0.94 

2-YEAR  TREASURY  NOTES 

1.80 

1.82          ; 

10-YEAR  TREASURY  NOTES 

4.44 

4.56 

30-YEAR  TREASURY  BONDS 

5.29 

5.45 

30-YEAR  FIXED  MORTGAGEt 

6.37 

6.38           (1 

h 


ARK  Intl.  Equity  Instl.  27.6 

PFds.  Pr.  Mtls.  U.  Inv.  23.6 

Scudder  Gold  &  Pr.  Mts.  S  23.0 

U.S.  Gl.  WId.  Pr.  Minis.  19.2 
LAGGARDS 

American  Heritage  -22.2 
Apex  Mid  Cap  Growth  -10.2 
PFds.  Pharma.  UltS.  Inv.  -7.2 
Rydex  Dynam.  Vent  1 00    -7.2 


PFds.  Internet  UltS.  Inv.  149.8 

Jacob  Internet  137.3 

Amerindo  Technology  D  93.0 

Fidelity  Adv.  Lvgd.  Co.  A  81.7 
LAGGARDS 

Rydex  Dynam.  Vent  100  -56.8 

PFds.  UltSh.  OTC  Inv.  -56.6 

Potomac  OTC/Short  Inv  -32.2 

Rydex  Arktos  Inv  -30.0 


tBanxQuo. : 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
municipal  bonds,  assuming  a  30%  federal  tax  rate. 

10-YR.BOND  30-\  . 

GENERAL  OBLIGATIONS  4.06% 

TAXABLE  EQUIVALENT  5.80  C 


tO: 


INSURED  REVENUE  BONDS 


4.17 


TAXABLE  EQUIVALENT 


5.96 


HI 


EXISTING  HOME  SALES  Monday,  Aug.  25,  10 
a.m.  EDT>-  Existing  home  sales  in  July 
probably  rose  to  an  annua!  rate  of  5.9  nnil- 
lion,  from  5.8  million  in  June.  That's 
based  on  the  median  forecast  of  econo- 
mists surveyed  by  mms  international. 

DURABLE  GOODS  ORDERS  Tuesday,  Aug.  26, 
8:30  a.m.  edt^  New  orders  for  durable 
goods  most  likely  climbed  0.8%  in  July 

CONSUMER  CONFIDENCE  Tuesday  Aug.  26, 
10  a.m.  EDT>-  The  Conference  Board's  Au- 
gust confidence  index  is  forecast  to  have 
improved  to  78.8,  from  76.6  in  July. 


NEW  RESIDENTIAL  SALES  Tuesday  Aug  26, 
10  a.m.  EDT>'  New  single-family  home 
sales  in  July  probably  slowed  slightly  to  an 
annual  rate  of  1.13  million. 

GROSS  DOMESTIC  PRODUCT  (REVISED)  Thurs- 
day, Aug.  28,  8:30  a.m.  edt>-  The  Com- 
merce Dept.'s  second  look  at  second-quar- 
ter economic  activity  is  expected  to  show 
real  GDP  grew  at  an  annual  rate  of  2.9%, 
from  an  initial  level  of  2.4%.  Aftertax  cor- 
porate profits  very  likely  rose  by  4.8%. 

PERSONAL  INCOME  Friday  Aug  29,  8.30 
a.m.  edt>-  Personal  income  in  July  proba- 


bly rose  0.3%  for  a  second  straight  m 
Personal  expenditures  most  likely  greifSr:' 
0.8%,  after  a  0.3%  increase  in  July. 


The  BusinessWeek  production  index  slipp  ^ 
the  week  ended  Aug.  9  to  199.9,  up  2.3% 
a  year  ago.  Before  calculation  of  the  four-' 
moving  average,  the  index  fell  to  1 97.7. 


BusinessWeek  online 


Eli 


For  the  BW50,  more  investment  data,  and  i 
components  of  the  production  index  visii ' 
www.businessweek.com/magazine/extr: 
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lex  to  Companies 

lex  gives  the  starting  page  tor  a  stoQ^  or  feature  with  a  significant 
e  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  name^ 
UPS  listed  only  in  tables  are  not  included. 
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1  Editorials                                                                        1 

STOP  BICKERIVG  AND  FIX  THE  POWER  GRID 

Ti.e  blackout  of  2003  did  more  than  cut  off  the  lights  for 
50  million  people.  People  couldn't  use  their  computers  to 
get  to  the  Internet.  They  couldn't  reach  their  children  and 
friends  on  cell  phones.  The  August  power  outage  hit  whole 
systems  of  information,  conmiunication,  and  safety.  That's 
because  we  have  created  an  information  society  that  de- 
pends on  highly  complex,  networked,  and  interconnected 
technological  systems — and  we  are  not  managing  them  at 
all  adequately.  Indeed,  they  are  increasingly  run  not  on  the 
basis  of  science  or  engineering  but  on  ideological  prefer- 
ences, not  for  the  overall  public  good  but  for  regional  or 
parochial  interests. 

The  blackout  is  merely  the  latest  and  most  dramatic  ex- 
ample of  this  trend.  For  years,  engineers,  regulatory  agencies, 
utilities,  businesses,  and  consumer  groups  warned  that  the 
transmission  grid  needed  upgrading.  The  U.S.  was  shifting 
from  a  regional  system  of  regulated  monopolies  to  a  more 
deregulated  national  market  for  electricity,  and  the  grid  re- 
quired uniform,  national  rules  of  the  road  and  more  capital  in- 
vestment. Simple  problem  to  address,  right?  Yet  the  solution 
has  been  defined  in  political  terms,  as  being  for  or  against 
states'  rights,  or  pro-  or  anti-deregulation.  Fixing  the  grid  has 
never  been  seen  simply  in  terms  of  getting  it  to  work  better. 

Texas  and  states  in  the  Southeast  and  the  Northwest  con- 
tinue to  keep  their  electricity  regulated  and  don't  want  Wash- 
ington telling  them  what  to  do.  Northern  and  Midwestern 
states  that  did  deregulate  want  the  federal  government  to  set 
imiform  rules  for  the  grid  so  they  can  buy  and  sell  their  elec- 
tricity in  a  well-functioning  national  market.  Both  sides  have 
fought  the  issue  to  a  standstill  in  Congress.  And  neither  is 
willing  to  pay  for  new  investments  in  a  grid  they  commonly 
use  but  don't  profit  from — a  classic  case  of  the  so-called 
tragedy  of  the  commons.  So  as  electricity  usage  rose  sharply, 
the  grid  didn't  keep  up.  Inevitably,  it  broke  down.  Was  the 
blackout  a  failure  of  technology?  Hardly.  Blame  the  clash  of 
ideologies. 

SHORT'TEnm  THINIvINu  ideology  has  also  paralyzed 
the  Wliite  House's  attempt  to  pass  a  broad  energy  policy  for 
the  nation.  With  oil  at  more  than  $30  a  barrel  still  taxing  con- 
sumer spending  power,  the  economic  cost  of  gridlock  is  high. 
Conservatives  want  measures  to  encourage  drilling  for  oil 
and  gas  to  increase  supplies.  Liberals  focus  mostly  on  con- 
servation and  cutting  down  on  the  demand.  Clearly,  the 
country  needs  both  in  a  balanced  energy  package.  Yet  it 
can't  get  there  because  of  partisan  bickering. 

Blame  politics  as  well  for  the  failui'e  of  the  cell-phone  sys- 
tem when  the  lights  went  out.  Well  before  batteries  ran 
down  in  Detroit,  New  York,  and  other  cities,  people  could  not 
use  their  cells.  That  had  nothing  to  do  with  wireless  phone 
technology.  In  the  old  days  of  AT&T,  the  regulated  monopoly 
was  required  to  build  redundancy  into  the  system,  so  that  in 
an  emergency  there  would  be  surplus  capacity  to  get  calls 


through.  AT&T  passed  the  extra  cost  along  to  custom] 
the  deregulated  world  of  cells  phones,  no  redundanc 
qviired,  and  there's  no  incentive  to  provide  any.  Telecoij 
panies  plan  on  no  more  than  20%  to  30%  of  their  cus^ 
using  their  phones  at  one  time.  But  as  September  11 
showed,  this  is  nonsense  in  an  era  of  security  threats] 

Deregulated  telecom  companies  are  not  about  to 
in  redundant  capacity  for  national  emergencies, 
spond  to  the  market's  short-term  incentives  to  ma 
profit,  as  they  should.  Nor  do  they  want  to  charge  cus] 
extra  for  the  equipment  necessary  for  coping  in  a| 
Washington,  for  its  part,  doesn't  want  to  raise  taxes 
for  surplus  cell-phone  capacity  and  won't  order  the 
munications  companies  to  invest  and  pass  the  charge 
customers  (as  it  does  do,  for  example,  when  it  orders 
dustry  to  subsidize  rural  telephone  users).  The  failure! 
phones  during  the  blackout  had  nothing  to  do  with  tec 
gy  itself,  but  only  with  how  we  manage  it.  The  phon^ 
panies  are  obeying  the  clear  market  forces  of  dereg 
Washington  is  following  its  no-tax  political  pressures, 
simple  need  to  buUd  extra  cell-phone  capacity  to  dea 
terrorist  attacks  or  emergencies  is  not  being  addressed, 
technological  redundancy  translates  into  reliability  anc 
rity.  The  question  of  who  will  pay  for  it  is  a  political 
one  dares  address.  So  we  remain  vulnerable  to  ter 
and  accidents  alike. 

PRAGMATISM,  PLEASE  certainly,  there  are  serio] 
entific  issues  surrounding  the  rise  of  more  complicatec 
nological  systems  that  need  to  be  discussed.  Should  th^ 
even  try  to  operate  a  single,  centralized  electricityj 
One  giant,  deregulated  market  for  electricity  acro( 
country  would  tend  to  provide  the  most  efficient  and  1<| 
cost  electricity  to  consumers  and  businesses.  But  ij 
also  reduce  reliability,  since  everyone  would  be  depe 
on  one  system  all  the  time,  and  systems  do  crash, 
spread  blackouts  have  huge  economic  costs  that  mij 
measured  against  the  savings  of  a  imified,  deregulatec 
ket.  A  more  regional,  decentralized  electricity  system, '. 
by  a  national  grid  but  producing  most  power  locally, 
tually  be  more  rational,  especially  in  an  age  of  insecv 
In  the  current  atmosphere,  however,  we  may  never  I 
By  replacing  pragmatism  with  ideology  and  practicality 
politics,  we  are  undermining  the  foundation  of  our  infor 
society.  Our  ability  to  deal  objectively  with  inevitable] 
lems  that  arise  from  technology  is  slowly  being  erode 
very  basis  of  America's  future  growth  rests  on  the  ide' 
wired,  networked  knowledge  economy.  But  the  black' 
2003  reminds  us  of  the  fragility  of  that  idea  and  hov 
ilously  close  we  are  to  the  terror  of  finding  ourselves  c 
and  defenseless  in  the  dark.  We  must  find  ways  to  set 
partisan  politics  and  ideological  zealotry  to  fix  what  ne 
ing.  The  nation's  prosperity  and  security  depend  on  i^ 
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Demand  IT  solutions  that  exist  not  just  in  the 
realms  of  theory  or  the  brains  of  marketers  but  in 
the  real  world.  Demand  pragmatic  solutions  that 
are  ready  to  go  to  work  in  your  business — today. 


Squeeze  every  last  penny  out 
of  the  IT  investments  you've  already  made.  Work 
with  IT  architects  who  are  expert  in  all  platforms 
and  all  architectures.  \ 

Prepare  for  the  unexpected, 
but  insist  that  every  second  of  every  day  is 
mission-critical.  ■ 

Demand  the  real  thing; 
it's  here  today,  and  it  works. 

Demand  greater  efficiency  and 

visibility  in  all  your  processes.  Manage  complex 

networks  from  a  central  location  with  HP 
OpenView,  just  as  99  of  the  Fortune  100  do. 

Insist  upon  working  with  partners 
who  are  truly  strategic  and  honestly  collaborative. 
Tap  the  talents  of  a  Services  force  65,000  strong, 

who  offer  the  world's  broadest  and  deepest 

IT  expertise.  i 

To  demand  more  and  get  more  from  IT, 
visit  www.hp.com/go/demandmore. 


^el 


invent 


Confessions  of  the  World's  Most  Demonding  ClOs. 


n  a  word,  I  need 
osterbettercheaper'' 


"It's  what  travelers  want,  too.  Faster-better-cheaper  drives  our 
businesses — from  Travelocity  to  managing  vital  systems  for  the  world's 
airlines.  We  process  travel  transactions  by  the  hundreds  of  millions. 
A/hich  means  analyzing  billions  of  fare  combinations  across  countless 
oute  alternatives,  and  doing  it  in  seconds. 

"HP  came  in  and  made  faster-better-cheaper  a  reality  for  us.  Their 
|:eam  designed  an  open  solution  that  delivers  business  continuity  and 
lorizontal  scaling  across  multiple  platforms.  High-end,  fault-tolerant 
resources  are  focused  on  critical  processes.  Other  tasks  get  passed  off 
;o  cost-efficient  systems.  And  HP  is  accountable  for  it  all. 

"We've  doubled  productivity,  our  cost  of  ownership  is  way  down  and 
*ve  consistently  find  the  lowest  fare  more  often  than  our  competitors. 
Sum  that  up  in  one  word." 

"abre  Holdings  demands  more  from  IT  and  HP  makes  sure  they  get  it. 


=  everything  is  possible 


wv/w.hp.com/go/demandmore 
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n  V  e  n   t 


CAN  A  SECURITY  BLANKET 
BE  MADE  OF  SHEET  METAL? 


YOUR  FAMILY'S  SAFETY  IS  YOUR 
MOST  IMPORTANT  CONCERN.  WHICH 
IS  WHY  IT'S  SO  IMPORTANT  TO  US. 


We  designed  the  first  car  seat  to  help  protect  children. 
And  we  invented  the  modern-day  front  crash  test 
dummiy.  We  were  the  first  to  make  air  bags  available  to 
the  masses.  And  we  introduced  drivers  to  infrared 
Night  Vision.  Over  the  years,  our  dedication  to  safety 
has  helped  save  countless  lives. 

Today  we  continue  to  set  the  standard  with  OnStar,® 
one  of  the  most  important  safety  innovations  ever  This 
GM-pioneered  system  helps  keep  drivers  in  contact 
with  a  live  Advisor  24  hours  a  day,  365  days  a  year.* 
Wherever  you  are,  OnStar  is  there.  It's  the  peace  of  mind 
over  two  million  GM  drivers  have  come  to  trust.  Which  is 
why  we  offer  it  on  over  40  different  GM  cars  and  trucks. 

Our  safety  measures  don't  stop  there.  Later  this 
year,  we're  introducing  the  first  ever  Advanced 
Automatic  Crash  Notification  system.  This 
groundbreaking  technology  reports  vital  crash 
data  to  the  OnStar  Center,  such  as  the  severity  and 
direction  of  impact,  helping  emergency  response 
teams  prepare  before  they  even  arrive. 

And  this  is  just  the  beginning.  Because  at  GM, 
we're  dedicated  to  building  safe  cars  and  trucks.  And 
making  sure  you  feel  protected  every  time  you  get 
behind  the  wheel. 


NIGHT  VISION.  ALLOW  US 

A  lot  of  companies  are  using 
cameras  these  days.  But  only 
GM  is  using  one  like  this:  a 
high-powered,  ferroelectric 
heat-sensing  camera  -  aka, 
Night  Vision.  Offered  exclusively 
in  the  Cadillac  DeVille,  this 
first-of-its-kind  feature  harvests 


TO  SHED  SOME  LIGHT. 

thermal-imaging  technology  from 
the  military  to  help  drivers 
see  beyond  the  range 
of  low/  beam  headlamps. 
By  projecting  infrared 
images  onto  the  windshield, 

Night  Vision  can  give  drivers  some 

extra  time  to  react. 


OnStar    is    on    the    scene    fast. 

When  a  crash  occurs,  a  quick  medical  response 
can  mean  the  difference  between  life  and  death. 
The  OnStar  Air  Bag  Notification  System*  can  help 
first-aid  get  to  the  scene  faster.  If  a  vehicle's 
front  air  bag  deploys,  an  emergency  signal 
is  sent  automatically  to  the  OnStar  Center. 
An  Advisor  will  attempt  to  communicate  with 
the  vehicle's  occupants.  If  there  is  no  response, 
or  if  the  car's  occupants  report  an  emergency, 
the  Advisor  will  contact  the  nearest  appropriate 
emergency  services  provider.     ^^nStai" 


The  National  Highway  Traffic  Safety  Administration 
(NHTSA)  gave  Chevy  Impala  five  stars  for  frontal  crash 
safety,  the  highest  government  rating.** 


Beneath  the  inviting  exterior  of  the  Saturn  Ion  is  a 
mighty  steel  spaceframe.  This  reinforced  safety 
structure  helps  preserve  occupant  space  in  a  crash. 


GM  Versatrak™  is  a  move  in  the  right  direction. 
Available  on  the  Buick  Rendezvous,  it  adds  torque  to 
the  rear  wheels  when  conditions  get  slippery. 


The  latest  news,  reviews  and  a  glinnpse  of  the  road  ahead.  See  it  all  at  www.gnn.com/story. 


CHEVROLET 


PONTIAC 


OLDSMOBILE 


BUICK 


CADILLAC 


CMC 


SATURN 


HUMMER 


SAAB 


'OnStar  services  require  vehicle  electrical  system  and  analog  w/ireless  service  to  be  available  and  operating  for  features  to  function  properly  Visit  www.onstar.com  for 
system  information  and  details.  **Testing  conducted  by  tfie  National  Higliway  Traffic  Safety  Administration  (NHTSA)  as  part  of  its  New  Car  Assessment  Program  (NCAP). 
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THE  DEAL  MILL 


GROSSED  WIRES 
IN  TELECOM  TALKS 

ONE    OF    THE    LONGEST-RUN- 

ning  acquisition  talks  in  tele- 
com has  hit  a  snag.  AT&T  and 
BellSouth,  which  have  been 
in  intermittent  discussions  for 
nearly  two  years,  are  bogged 
down  over  price,  Business- 
Week has  learned.  An  execu- 
tive familiar  with  the  talks 
says  AT&T  CEO  David  Dorman 
believes  the  long-distance  gi- 
ant should  sell  for  about  $25 
a  share,  a  16%  premium  over 
its  current  price  of  $21.56. 
That  would  put  a  deal  at 
around  $20  billion.  BellSouth 
maintains  AT&T  is  fairly  val- 


ued and  is  only  will- 
ing to  pay  a  small  pre- 
mium over  its  $17  bil- 
lion market  cap. 

Is  the  dance  finally 
over?  BellSouth  is 
showing  interest  in 
other  targets.  There 
are  plenty  of  cheap 
elecom  assets  on  the 
iiarket,  and  some 
liellSouth  execs  think 
see  better  values  than 
For  example,  BellSouth 
could  try  to  acquire  some  or 
all  of  MCI,  which  is  expected 
to  emerge  from  bankruptcy 
this  fall.  MCI  operates  Inter- 
net powerhouse  uunet.  That 
could  improve  BellSouth's 
ability  to  serve  corporate 
clients.  "There  have  been 
talks  about  uunet,"  says  a 
person  familiar  with  the  dis- 
cussions. But  those  talks 
haven't  gone  an^'where. 

It  could  be  some  time  be- 
fore a  move  is  made.  The  in- 
dustry is  on  a  more  stable 
footing  than  last  year,  and 
companies  are  betting  they 
win  be  worth  more  tomorrow 
than  they  are  today.  AT&T, 
BellSouth,  and  MCi  declined 
comment.     Steve  Rosenbush 


LITIGATION  NATION 

ASBESTOS* 
DAY  IN  COURT 

GOT    A    PROBLEM    WITH    AS- 

bestos-reform  legislation?  TeU 
it  to  the  judge.  In  a  highly 
unusual  move. 
Senator  Arlen 
Specter  (R-Pa.) 
has  tapped  a  fed- 
eral judge  to  in- 
formally mediate 
a  proposed  $145 
billion  settlement, 
BusinessWeek  has 
learned. 

The     bill     has   ASBESTOS 
been  stalled  since 


July  10,  when  a  Senate  panel 
passed  a  revision  that 
widened  the  conflicts  among 
labor,  plaintiffs  lawyers,  cor- 


porations, and  insurers.  At 
Specter's  urging,  all  sides  met 
on  Aug.  18  and  19  with 
Judge  Edward  Becker  of  the 
Third  Circuit  Court  of  Ap- 
peals. The  atmosphere,  say 
several  participants,  was 
chilly.  Specter's  office  did  not 
return  calls. 

The  judge's  rul- 
ing? AH  he  w^ould 
say:  "It  was  a  pro- 
ductive meeting." 
Becker  has  asked 
all  parties  to  file 
written  comments 
by  Aug.  29.  Top 
Senate  aides  say 
Becker  is  free  to 
weigh  in  all  he 
wants,  but  lawmakers  have 
no  intention  of  ceding 
authority  to  the  judicial 
branch.        Lorraine  Woellert 


TALK  SHOW  ''The  company  lied.  These  employees  lie 
law  was  broken.  It's  just  that  simple." 

— Oklahoma  Attorney  General  Drew  Edmondson,  filing  cri'i 
nal  charges  against  WorldCom  and  ex-CEO  Bemie  Ebbers 


QUID  PRO  QUO? 

FUZZY  FOCUS  ON 
POLAROIDS  AUCTION 

BURIED  IN  A  106-PAGE  REPORT 

by  an  accouiitant  who  spent 
six  months  investigating 
charges  of  fraud  related  to 
the  October,  2001,  bankruptcy 
of  Polaroid  is  an  unanswered 
question:  Did  top  execs  favor 
the  buyer,  One  Equity  Part- 
ners, in  ex- 
change for  jobs 
and  shares  in 
the  company? 

On  Aug.  22, 
court-appointed  ^ 
examiner  Perry  i^ 
Mandarino  is- 
sued his  report, 
finding  that  "it 
appears  around 
the  time  of  the 


I 


auction  [of  Polaroid  assets]  at 
the  latest,"  OEP  planned  to 
give  Polaroid  managers 
shares  in  the  new^  company. 
But  the  investigation  was  in- 
conclusive. "No  one  could  re- 
member when  it  was  first 
discussed,"  says  Mandarino. 
Such  a  relationship  w'ould  be 


fi^ud  if  it  occurred  befo 
auction,  says  ucLA  la\ 
fessor  Lynn  LoPucki. 
Shareholders  aren't 
to  accept  the  report's 
ings.  On  Aug.  26,  inv 
filed  a  lawsuit  claimir 
company's  auditors,  kpm 
three  top  execs  mislt 
vestors.  "Clearly,  we  t 
fraud   has   occurred," 
Stephen  Morgan,  a  Pc 
investor,  kpmg  says  it 
received  tl 
and    cou 
comment. 
Eight  1 
Polaroid 
includini 


CFO,  own 
4%  of  th€ 
company 
lar oid 
named     m 
shareholde 
but  says  the  auditor's 
resolves  any  questions 
rounding  its  $255  rrallioi 
A  spokesman  for  oep, 
vate-equity  arm  of  Ban! 
says  managers  typically 
stake  in  the  new  cor 
and  that  talks  started  i 
after  the  sale.     Faith 


On  Aug.  19,  Hewlett-Packard 
posted  embarrassing  results 
because  of  trouble  in  its  PC 
business.  A  day  later,  rival 
Dell  slashed  prices  on  PCs 
and  servers  by  as  much  as 
22%.  Dell  left  little  doubt 
it's  calling  out  HP.  The  tale 
of  the  tape: 

MARKET  SHARE 
HP  OEU         AND  THE  EDGE  GOES  TO. 


PCs 


16*  IS'^ 


DELL  Low  costs  and  nimble 
pricing  make  Dell  the  maste 
this  domain. 


PRINTERS 


40*  <r 


HP  Dell's  printers  are  priced 
right,  but  HP  has  snazzy  new 
designs  and  innovative  technol 


HANDHELD 
PCs 


15' 

SERVERS      r)05 


5' 


HP  Outmoded  products  and 
technical  glitches  are  slowin] 
Dell's  assault  on  HP's  iPaq. 

DELL  HP  is  No.  1,  but  it's 
losing  money  and  market  sh; 


CONTRIBUTED  BY  ANDREW  PARK 


Data:  Gartner  Im 
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YOU  MAY  THINK  OUR  POLICIES  ARE  WRITTEN  ON  PAPER. 


TO  US,  THEY'RE  WRITTEN  IN  STONE. 


To  us,  a  New  York  Life  policy  is  a  promise  that  we  take  very  seriously.  That's  why  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not  stockholders. 
Rather  than  focusing  on  guarterly  results,  we  care  about  the  long  term.  After  you  buy  a  New 
York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades.  But  when  you  do,  we'll  be 
there.  To  us,  our  policyholders  are  really  buying  a  promise  -  that  we'll  be  here  to  pay  a  claim, 
fund  your  retirement,  or  pay  for  nursing  home  costs.  That's  why  New  York  Life  focuses  on  what 
really  matters  in  the  long  term:  financial  strength  and  integrity.  You  can  trust  that  we'll  keep 
our  promises  to  you,  just  as  we  have  for  over  155  years. 


The  Company  You  Keep.* 

WWW.NEWY0RKLIFE.COM/MUTUALITY 

To  arrange  a  discussion  with  a  New  York  Life  agent,  call  1-888-963-7946. 


Up  Front 


DRAWN  &  QUARTERED 
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ENRON  WATCH 

SLOWING  DOWN 
THE  FASTOW  TRIAL 

THE   FIRST  TRIAL   OF   A   FOR- 

mer  Enron  employee  is  be- 
ing delayed — and  the  defense 
has  the  Super  Bowl  to  thank. 
Lea  Fastow,  previously 
Enron  assistant  treasurer  and 
wife  of  former  CFO  Andrew 
Fastow,  has  pleaded  not 
guilty  to  money  laundering, 


filing  false  tax  returns, 
and  conspiracy.  Jury 
selection  was  to  begin 
on  Jan.  27,  2004,  but 
with  the  Super  Bowl 
in  Houston  on  Feb.  1, 
the  trial  could  have 
been  a  logistical  mess, 
Fastow's  lawyers  said. 
Hotels  are  already 
booked  up.  Says  de- 
fense lawy^er  Mike 
DeGeurin:  "The  gov- 
ernment would  benefit 
as  much  as  anybody" 
t  by  the  delay,  since  the 
prosecution  will  no  longer 
have  to  make  its  case  during 
distracting  festivities.  The  tri- 
al now  starts  on  Feb.  10. 

The  defense  was  hoping 
for  a  longer  reprieve.  Lea's 
lawy^ers  had  been  trying  to 
get  her  trial  postponed  until 
after  her  husband's.  They  ar- 
gued that  his  testimony  could 
help  his  wife,  but  that  he  had 
to  wait  until  after  his  trial  to 
protect  his  rights  against  self- 
incrimination.  So  much  for 
chivahy.  Wejidy  Zellner 


AFTERLIVES 

FROM  NETSCAPE 
TO  THE  SEASCAPE 

THE   TECH  INDUSTRY  MAY  BE 

starting  to  rebound,  but  it 
will  have  to  revive  without 
the  help  of  Silicon  Valley  se- 
rial entrepreneur  Jim  Clark. 
The  founder  of  Silicon  Graph- 
ics, Netscape,  and  Healtheon 
has  sworn  off  the  Valley.  "It's 
in  such  a  funk,"  he  says. 

Instead,  Clark  has  turned 
his  attention  to  Miami,  where 


CLARK:  Miami  condo  mogul 


he  now  resides.  With  feUow 
tech  veteran  Thomas  Jer- 
moluk,  former  chairman  of 
Excite@Home,  he  has  formed 
a  real  estate  fiim,  Hyperion 
Development  Group.  Their 
first  project  under  construc- 
tion is  a  330-unit  condo  on 
Miami's  Biscajne  Bay  Apart- 
ments in  the  curvilinear  36- 
storj'  building,  made  of  steel 
and  blue  glass,  have  views  on 
both  sides. 

While  Clark  has  left  Sih- 
con  Valley,  he  hasn't  left  risk 
behind.  Miami's  Biscajiie  area 
is  something  of  an  urban  re- 
newal project.  It's  not  clear 
the  neighborhood  wiU  support 
$700,000  condos.  Still,  Clark  is 
happy  trying  something  new. 
"We're  developers  now,"  he 
laughs.  "We've  gone  back  to 
making  money  the  old-fash- 
ioned way."  If  Clark  has  any- 
thing like  the  success  he  had 
in  tech,  where  he  amassed  a 
fortune  of  nearly  $2  billion, 
you  can  expect  to  see  Hyper- 
ion projects  sprouting  all  over 
South  Florida.    Steve  Hamm 


FOODSTUFF 

STARCH  IS 
ON  THE  MARCH 

THE    LOW-CARB    ATKINS   DIET 

has  become  so  popular  in 
Britain  that  producers  of 
starchy  food  are  worried 
Although  bread  sales  are 
dowTi  just  2%  over  the 
past  three  years, 
the  food  industry' 
isn't  taking  any 
chances. 

On  Sept.  23,  the 
British  Potato  Coim- 
cil,  the  Federation  of 
Bakers,  and  the  Flour 
Advisory  Bureau  will 
hold  a  "Carbo  Sum- 
mit" to  unveil  a 
study — ^funded  by  the  in 
dustry — highlighting  the 
health  risks  of  low-carbo- 
hydrate diets.  The  Potato 
Coimcil  is  spending  $1.6  mil- 
lion on  marketing,  including  a 


bus  tour  traveling  the  ( 
passing  out  potatoes, 
tober,    a.k.a.    British 
Month,  the  Federation 
ers  will  use  retail  pror 
to  try  to  boost  bread's 
as  low-fat.  "People  tl 
bread  and  potatoes  as 
ing,"  says  Tamara  d( 
si,  a  nutritionist 
Flour  Advisory  B| 
"But  carbohyj 
provide 
tant  nuti 
Atkins  ol 
say  their 
lows  'i'ealistici 
tions  of  starche 

While  the 
crowed  is  hurtini 
meat  produceij 
living  high 
hog.  The  U.K.  Mt 
Livestock  Commissii 
ports  consumption 
a  record  4.3  million  tonl 
year,  up  from  4.2  milll 
year  ago.  Laura 


THE  BIG  PICTURE 


NIP  AND  TUCK 

While  FDA  approval  has  led  to 
a  surge  in  Botox  injections,  the 
number  of  cosmetic  surgeries 
decreased  12%  in  2002. 
Some  of  the  most  common: 


^ 


MILUONS  PERFORMED 
2002        2001 

1.1 

0.8 

0.9 

1.3 

0.9 

1.0 

-     0.6 

0.7 

:    0.6 

OR 

Data  American  Society  of  Piastre  Surgeons 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront(S  businessweek.com 
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WHAT  NASDAQ 

HAS  IN  THE  PLUS  COLUMN 

"NASDAQ:  The  fight  of  its  life"  (Cover 
Story,  Aug.  11)  sensationalized  the  facts 
to  an  extent  that  one  could  believe  the 
NASDAQ  might  go  the  way  of  the  dodo 
bird.  Sure,  the  crash  of 
high-tech  stocks  vastly  re- 
duced the  demand  for  the 
typical  NASDAQ  stock,  while 
competitors  such  as  Instinet 
increased  the  amount  of 
trading  activity  done  away 
from  the  exchange.  But 
newly  appointed  CEO  Ro- 
bert Greifeld  recently  re- 
sponded with  some  dramat- 
ic steps,  including  a  decision 
to  shut  down  NASDAQ  Eu- 
rope. NASDAQ  is  going  to  fo- 
cus all  of  its  energies  on 
winning  new  U.  S.  listings,  and  the  fun- 
damentals suggest  that  it  may  succeed. 

However,  the  article  imderplays  how 
the  regulators  have  left  intact  block- 
ades to  NASDAQ's  growth  and  have  re- 
fused to  budge  from  safeguarding  "Rule 
500,"  which  restricts  companies  from 
delisting  from  the  New  York  Stock  Ex- 
change for  a  listing  on  the  NASDAQ. 

Motivating  regulators  to  change  their 
rules  is  often  an  impossible  task.  But 
stories  like  yours  may  help  the  deregu- 
latory  crusade.  If  regulators  notice  that 
their  actions  create  an  environment 
where  our  nation's  leading  business 
magazine  questions  whether  NASDAQ  can 
continue  to  prosper,  perhaps  it's  time 
for  regulations  to  change. 

Kevin  A.  Hasset 

Resident  Scholar 

American  Enterprise  Institute 

Washington 

While  we  don't  agree  with  all  aspects 
of  BusinessWeek's  story,  we  commend 
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CRISIS  AT 


the  magazine's  recognition  of  th 
fits  associated  with  Nasdaq's 
tive  market  model.  We  are  prou 
model  because  it  allows  us  to 
lower  spreads  to  our  investors  tli 
other  market  system  (0.7<2  in  Ci&i 
terns  Inc.  on  NASDAQ  vs.  1.4<Z  in  .  * 
NYSE),  thereby  resu. 
more  efficient,  lowr 
trading. 

NASDAQ  itself  fac  :- 
embraces  healthy,  c 
tive  market  forces:  3 
the  very  heart  of  j 
ism  and  is  what  : 
stands   for.    Histoi 
shown    that    comp 
greatly  benefits  t\ 
tomer,  resulting  in 
services,  fair  priciil 
sheer  innovation.  I 
daq's  case,  our  uljf 
customer  is  the  investor. 

Christopher  A.  ConJ#^' 

Executive  Vice-Presid 

Strategy  and  Business  Devek  9^ 

NASDAQ  Stock  Mark  T 

Ne\ 
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DRUG  COVERAGE: 

GOOD  AND  DAD  PRESCRIPTION 


"Rethinking  the  drug  business  1 
torials,  Aug.  11)  was  right  on  tai  ^• 
saying  that  the  right  solution  t  «^ 
cems  about  the  affordability  of  i^' 
cines  is  to  bring  "every  Americ.  ,t'f 
pecially  the  elderly,  into  a  priv  #' 
public  health-care  organization  th  '^ 
bargain  for  lower  drug  prices.  > 
wrong  solution  is  to  allow  the  in:  * 
tion  of  medicines  from  Canada  ar  #' 
er  coimtries. 

True,  Americans  are  tired  of 
more  for  medicines  than  patients 
er  countries  where  governments 
set  the  prices  or  use  the  threat  oflle 
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CTIONS  &  CLARIFICATIONS 

ipass  Bancshares  Inc.  operates  358  of- 

j  located  in  Sunbelt  states,  not  117, 

•jncorrectiy  stated  in  "Poised  to  survive 

-quarter  doldrums"  (Inside  Wall  Street, 

11). 

iFo  Go  Under  the  Knife — or  Not?"  (Busi- 
•IsWeek  Investor,  July  7),  a  1999  study 
'jiospital  patient  deaths  resulting  from 
Ileal  errors  was  incorrectly  attributed 
hi  National  Institutes  of  Health.  It  was 
jducted  by  the  Institute  of  Medicine  of 
■'National  Academies. 


citizens  the  best  medicines  to  de- 
il  below-market  prices.  But  legaliz- 
he  practice  of  importing  medicines 
d  add  to  the  already  growing  threat 
lUnterfeit  and  adulterated  medicines 
ng  into  our  country,  and  import 
mment-set  prices  at  the  same  time, 
(ice  controls  on  American  medi- 
f — ^whether  imposed  by  U.  S.  elected 
ials  or  imported  from  abroad — will 
e  the  successful  innovation  model 
has  brought  Americans  the  medi- 
^  that  are  lengthening  and  changing 

mericans  with  good  drug  coverage 
i  need  to  take  a  bus  to  Canada  or 
medicines  over  the  Internet.  Cov- 
e  brings  along  the  bargaining  clout 
educe  the  cost  of  needed  medicines, 
ck  supports  Congress'  actions  to 
ide  all  seniors  with  access  to  drug 
jrage  by  passing  the  pending 
icare  prescription  drug  legislation. 
:'s  the  best  way  to  provide  access  to 
medicines  and  maintain  the  incen- 
8  for  pharmaceutical  innovation. 

Raymond  V.  Gilmartin 

Chairman,  President,  and  CEO 

Merck  &  Co. 

Whitehouse  Station,  N.J. 

A  COCONUT 
fOUR  TANK 

,!udos  to  FedEx  Corp.  and  United 
:el  Service  Inc.  ("FedEx  and  Brown 
going  green,"  Environment,  Aug. 
I  This  development  couldn't  have 
:e  at  a  better  time  for  the  Philip- 
^s,  the  world's  largest  coconut-oil- 
[lucing  country,  which  has  struggled 
years  to  promote  the  use  of 
-•odiesel"  (5%  blend).  Cocodiesel  and 
;r  green  fuels  will  become  commer- 
ly  \aable  only  through  similar  initia- 
s,  and  only  as  more  companies  follow 
i  bold  move  by  FedEx  and  ups. 
5y  the  way,  FedEx  and  ups  have  a 
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presence  in  metro  Manila.  Who 
Js?  In  the  not-so-distant  futiare,  we 
be  seeing  their  delivery  trucks 
ag  along  on  cocodiesel. 

Perla  Limbaga  Manapol 
Banga,  Aklan,  Philippines 

NNYTAX 

MM 

e  effective  way  to  reduce  the 
nt  of  spam  is  to  levy  a  l0  tax  on 
r  e-mail  sent  ("Out,  out,  damned 
,"  Legal  Affairs,  Aug.  11).  At  U, 
verage  user  is  not  going  to  incur 
of  a  charge.  But  the  spam  opera- 
vho  is  sending  e-mails  to  millions  of 
jsses  will  incur  a  punishing  cost, 
der  to  make  the  tax  revenue  neu- 
to  the  government,  lower  the 
ommunications  tax  by  an  equal 
nt. 

Adam  Robinson 
Jacksonville,  Fla. 

V  to  reach  BusinessWeek 

S  FOR  READERS  REPORT 

er  to  receive  letters  via  e-mail,  without  attachments, 
should  disclose  any  connection  or  relationship  with  the 
of  their  comments.  All  letters  must  include  an  address 
(time  and  evening  phone  numbers.  We  reserve  the  right 
letters  for  clarity  and  space  and  to  use  them  in  all 
Ic  and  print  editions. 
bwreader@businessweek.com 
12)512-6458 

i/s/nessWee/t  Readers  Report,  1221  Avenue  of  the 
IS.  43rd  floor,  New  York,  NY  10020 

RIBER  SERVICES 

e  for  address  changes,  renewals,  invoice 
Its,  and  account  status: 
iusinessweek.com/service.htm 
Manage  Your  Account") 

ividual  subscriptions,  corporate  subscriptions, 
ler  inquiries. 

(800)  535-1200  Fax:  (303)  604-7644 
bwcustomerservice@neodata.com 
tion  Department 

(800)  843-7352  Fax:  (800)  876-9416 
!:  www.resourcecenter.businessweek.com 
:  bw^group@businessweek.com 
America 

Int  -h44  1444  475  649 
I  +44  1444  475  506 
k  Businessweek.subs@qss-uk.com 

INTS  AND  COPYRIGHT  PERMISSIONS 

n  Reprints  (minimum  order  1.000) 
(212)  512-3148  Fax:  (212)  512-2337 
I:  reprints@businessweek.com 
ite:  reprints.businessweek.com 

:opies  ($1.80  per  copy  for  commercial  use; 
per  copy  for  classroom  use) 
ght  Clearance  Center  (www.copyright.com) 
;  (978)  750-8400  Fax:  (978)  750-4470 

Permissions 

1(212)512-4801  Fax:  (212)  512-4938 

|:  permissions@businessweek.com 

ite:  www.businessweek.com/info/permis.htm 


isinessWeek  online 


II  text  of  BusinessWeek,  the  BusinessWeek 
Jriefing,  and  access  to  BusinessWeek  archives  starting 
1  are  available  on  the  World  Wide  Web  at: 
r.busin«ssweek.coin 

1  America  Online  at  Keyword:  BW. 

BusinessWeek  /  September  8,  2003  15 


Work  in  the 
technology  capital, 

,  Of  Moldova. 


A  job  in  the  Peace  Corps  means  challenging  yourself  in  a  new 

environment,  often  with  limited  resources.  It  also  means  making 

a  real  difference  and  gaining  invaluable  experience.  Contact 

the  Peace  Corps  today,  and  change  your  idea  of  what 

"changing  the  world"  is  all  about 


Peace  Corps 


Redefine  your  world. 


Books 


SAVING  THE  SUN 

A  Wall  Street  Gamble  to  Rescue  Japan  from  Its  Trillion-Dollar  Meltdown 

By  Gillian  Tett 

HarperBusiness  •  337pp  •  $26.95 


UNCOVERING  THE  ROT  IN 
JAPAN'S  BANKING  SYSTEM 


The  spectacular  1998  dowTofall  of 
Long  Term  Credit  Bank  of  Japan 
Ltd.  (ltcb)  was  a  seminal  event 
for  modem-day  Japanese  capitalism.  The 
Tokyo  megabank  lent  money  recklessly, 
engaged  in  a  criminal  cover-up,  and  then 
saw  hes  aplenty  unravel  under  outside 
scrutiny.  But  that's  far  from  the  whole 
story.  The  crash  revealed  to  the  world 
the  rot  beneath  Japan's  bank-centric  fi- 
nancial system,  under  which  bankers 
and  financial  bureaucrats  portioned  out 
capital  foolishly  and  almost  never  al- 
lowed overextended  borrowers  to  fail. 
The  practices  exacted  a  serious  toll  in 
lost  Japanese  economic  grovilh. 

Now  comes  a  smart  and  engaging 
rendering  of  ltcb's  collapse  and  its 
messy  takeover  by  a  consortium  of 
Western  investors.  Saving  the  Sun:  A 
Wall  Street  Gamble  to  Rescue  Japan 
from  Its  Trillion-Dollar  Meltdoivn,  by 
former  Financial  Times  Tokyo  bureau 
chief  Gillian  Tett  isn't  breakthrough  re- 
porting. But  it's  a  riveting  tale  with  im- 
portant insights  into  Japan's  culture  and 
its  sclerotic  system. 

LTCB  started  operations  in  1953. 
There  had  been  a  brief  attempt  by  U.  S. 
occupation  authorities  to  open  up 
Japan's  capital  markets.  Tokyo  official- 
dom, though,  preferred  that  banks  be 
the  primary  channel  for  funneUng  mon- 
ey to  industry.  Specialized  lenders  such 
as  LTCB  were  to  give  preferential  treat- 
ment to  such  industries  as  shipping  and 
textiles,  key  to  economic  recovery  and 
the  cultivation  of  overseas  markets. 
Stocks  were  viewed  not  as  investment 
instruments  but  as  a  way  of  cementing 
ties  among  big  companies  and  banks. 

During  Japan's  high-gro\\i:h  years  of 
the  1960s  and  '70s,  the  system  seemed 
to  work  brilliantly.  By  the  late  '80s, 
Japanese  companies  backed  by  friendly 
banks  scared  the  dayUghts  out  of  for- 
eign competitors.  A  stock  market  bubble 
also  enhanced  Japanese  investors'  abili- 


ty to  buy  foreign  companies  and  real 
estate.  The  market  capitalizations  of 
Japanese  banks  dwarfed  those  of  New 
York  and  London  institutions.  By  1989, 
Tett  notes,  ltcb's  market  cap  was  sev- 
eral times  Citibank's,  and  its  assets 
were  the  ninth-largest  in  the  world. 

It  all  ended  badly.  The  Nikkei  peaked 
in  December  of  that  year  and  crashed  in 
1990,  setting  off  a  bear  market  that 
lingers  to  this  day.  Next,  real  estate 
prices  collapsed,  savaging  just  about 
every  loan  book  in  Tokyo  and 
Osaka,  ltcb  proved  no  excep-  ^ 
tion.  One  of  its  biggest  bor-  I 
rowers  was  Harunori  Taka-  ^ 
hashi,  a  flashy  real  estate  ; 
speculator  known  for  making  ;, 
extravagant  bets  on  resorts  3 
and  golf  courses  across  Asia.  ; 
Although  Takahashi  had  for  li 
years  seemed  untouchable,  I 
LTCB  was  forced  to  cut  its  ties  i; 
with  him  in  the  mid-1990s,  af-  * 
ter  his  company's  illegal  busi- 
ness practices — and  his  habit 
of  treating  financial  regulators  to  ex- 
pensive sex-club  outings — came  to  light. 
But  by  then,  Takahashi  had  nearly  $2 
bUhon  in  outstanding  loans  from  LTCB, 
half  of  which  went  bad. 

There  were  other  disasters  lurking: 
LTCB  was  carrying  $50  billion  in  dud 
loans,  had  no  viable  business  model,  and 
was  too  damaged  to  attract  foreign  part- 
ners with  capital  and  managerial  ex- 
pertise. When  Katsunobu  Onogi  took 
over  as  president  in  1995,  LTCB  was  in  a 
death  spiral.  Tett  provides  an  excellent 
description  of  ltcb's  woes  and  the  loan- 
book  doctoring  that  eventually  led  to 
criminal  convictions  for  Onogi  and  other 
executives. 

The  second  half  of  Saving  the  Sun 
chronicles  the  effort  of  Wall  Street  mon- 
ey pros,  led  by  New  York  private-eqviity 
firm  Ripplewood  Holdings  LLC,  to  buy 
and  re\dve  LTCB,  which  had  been  declared 


insolvent  and  taken  over  by  the  go^ 
ment.  Ripplewood  founder  Timotl 
ColUns  pulled  every  string  he  c\ 
knowing  that  the  Japanese  would  vil 
foreign  takeover  of  LTCB  with  gravel 
picion.  He  recruited  such  figures  aA 
mer  Fed  Chairman  Paul  A.  Volckeij 
ex-Chase  Manhattan  Bank  Chahl 
David  Rockefeller  to  lobby  JapanesI 
ficials.  A  Democratic  Party  donor,  C4 
even  got  pal  Bill  CUnton  to  seat| 
close  to  Japanese  Prime  Minister 
Obuchi  at  a  White  House  state  dil 
says  Tett.  Meanwhile,  Collins'  allid 
Japanese  business,  such  as  Mitsui 
Corp.  Chairman  Minoru  Makiharal 
vised  against  the  takeover. 

Ripplewood  eventually  prevailec 
cruiting  the  highly  regarded  former  < 
of  Citibank  Japan,  Masamoto  Yashiil 
run  a  revamped  LTCB.  It  would  lattl 
dubbed  Shinsei,  or  rebirth.  But  the  s| 
ture  of  the  government's  sale  of 
guaranteed  acrimony.  Ripplewood 

backers,  which  includecj 
Capital   and   Mellon 
agreed  to  buy  LTCB  for 
$12  billion.  The  gover 
assumed  $50  billion  in 
performing  loans,  leaving 
bank  with  $110  billion  or 
supposedly  healthy  asset 
during  the  three  yearsj 
lowing  the  bank's  purcl' 
any  remaining  loans  lost  il 
than    20%    of   their    v| 
Collins  insisted  that  the 
emment  must  buy  them,j 
Once  Shinsei  was  up  and 
2000,  Yashiro  became  aware  of 
problems.  For  example,  giant  ret 
Sogo  Co.,  which  had  $19  billion  in 
debt,  wanted  half  of  the  $1.7  bilhc 
owed    Shinsei   forgiven.    While 
bailouts  are  common  in  Japan,  the 
would  have  wiped  out  Shinsei's  ca 
base  and  profits.  Yashiro  said  no, 
Sogo    went    under,    touching    oJ 
firestorm  in  the  Japanese  Diet. 

The  idea  that  borrowers  should  si 
when  they  can't  repay  loans  still  sh 
Japanese.  Shinsei  and  other  fore 
owned  banks,  however,  are  startin 
change  that.  Today,  Shinsei,  which 
branched  out  into  retail  and  investr 
banking,  is  profitable  and  has  a  pro 
ing  futiire.  But  as  Tett  shows,  the  E 
West  cultural  divide  stiU  yawns  wi" 
BY  BRIAN  BREM 
Bremner  is  Tokyo  bureau  c 


LONG  TERM  CREDIT  BANK  HAD  $50  BUXION  IN  DUI 
LOANS,  OFTEN  BAILING  OUT  STRAPPED  BORROWEI 
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When  I  returned  from  vacation  recently, 
I  discovered  that,  while  I  was  gone, 
two  PCS  at  my  home  had  been  infected 
with  the  Blaster  worm.  I  am  fastidious  about 
security.  My  home  network  is  protected  by  a 
firewall,  and  every  computer  runs  antivirus  soft- 
ware. But  the  worm  apparently  crawled  in 
through  a  link  to  an  infected  corporate  network. 
This  experience,  plus  the  milUons  of  e-mail 
messages  generated  on  Aug.  19  by  the  latest 
version  of  the  spam-spewing  SoBig  virus,  have 
convinced  me  that  we — the  entire  community  of 
business  and  consumer 
Internet  users — must  _.  , 
make  some  fundamen-  z^'*^ 
tal  changes  in  how  we 
approach  computer 
security.  The  most 
important  is  that  or- 
dinary folks  need  to 
take  more  responsibili- 
ty for  the  security  of 
their  systems  at  home  and 
at  work.  This  is  the  sad 
reality  if  we  want  the  In- 
ternet to  remain  a  useful 
tool  for  personal  and  busi- 
ness communications. 

Of    course,    corporate 
network  managers,  Inter- 
net service  providers,  soft- 
ware companies,  and  other 
professionals  have  a  huge 
part  to  play  in  mak- 
ing systems  safer. 
But  there's  an  im- 
portant analogy  to 
how  society   con- 
quered  mass   epi- 
demics a  century  ago. 

An  infrastructure  of  sewers  and  clean  water  was 
vital.  But  public  health  officials  couldn't  do  it 
all;  individuals  had  to  learn  the  importance  of 
hand-washing  and  basic  sanitation  steps  to  stop 
the  rampant  spread  of  infectious  disease.  The 
difference  in  the  PC  world  is  that  every  impro- 
tected  computer  has  the  potential  to  be  a  Ty- 
phoid Mary,  infecting  thousands  of  others. 

There  are  two  things  every  computer  owner 
should  do  right  away.  First,  run  antivirus  soft- 
ware on  every  computer,  and  make  sure  it  is 
set  up  to  receive  automatic  updates.  If  the  short- 
term  subscription  to  updates  that  came  with 
your  new  computer  has  expired,  renew  it. 


Second,  everyone  running  "^^dows  2000 1 
should  be  receiving  critical  software  fixes  | 
Microsoft's  Windows  Update  service.  In 
dows  XP,  you  configure  this  by  opening  thd 
tem  control  panel  and  selecting  the  Autol 
Updates  tab;  in  2000,  open  the  Automati(f 
dates  control  panel.  If  you  can  deal  with  tl 
tion  that  your  computer  may  reboot  itself] 
installing  an  update,  choose  the  schedule 
stall  option.  If  you  opt  for  manual  installatic| 
sure  to  install  the  upgrades  when  they 

The  next  step  is  a  little  trickier.  I  used  to  I 
it  sufficient  to  place  a  hacker-blocking  firewl 
the  point  where  a  local  network,  home  or  bua 
connects  to  the  Internet.  But  this  is  not  en| 
Firewalls  don't  stop  infected  mail  attachmer 
file  downloads  from  services  like  KaZaA. 
once  the  worm  is  inside,  it  spreads  rapidlj 
crosoft  recommends  protecting  small  net^ 
with  the  Internet  Connection  Firewall  (ICF)| 

into  Windowfl 
This  works, 
the  price  of  | 
pling  yoi 
work.  W( 


and  vir 
can't  get 
an  ICF,  bv 
won't  be 
to  swap 
files  w 
your  home 
work  or 
some  docume 
The  best  ansv 
have  found  for  p 
with  home  net\ 
is  a  more  sopl 
cated  firewall 
gives  freer  access  to  comp 
within  your  network  while 
tecting  you  from  assaults 
the  Internet.  ZoneLab's 
software  ZoneAlarm  (d 
loadable  from  zonelabs.co: 
an  obvious  choice.  I  i 
this  recommend 
reluctantly,  bee 
ZoneAlarm,  along 
firewalls  like  Symar 
Norton  Internet  Seci 
and  McAfee  Internet  Security 
really  aimed  at  people  with  some  level  of 
working  expertise.  But  until  someone  offe 
simpler  product  that  does  the  job,  this  may  b< 
best  way  to  keep  your  network  both  safe 
usable  (and  to  give  you  some  help,  see  det 
setup  instructions  for  ZoneAlarm  at  busii 
week.com/technology/). 

Government  and  industry  have  a  lot  of 
to  do  to  repair  and  secure  an  increasingly  cl 
ic  Internet.  Until  they  do,  all  of  us  are  g 
to  have  to  take  a  more  active  role  in  protec 
both  our  own  systems  and  the  public  ht 
of  the  network.  It's  unfortunate, 
unavoidable. 
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Devoted  children  (Share  of  estate:  33%) 


)elighted  Alma  Mater  (Share  of  estate:  67%) 


Charity  still  begins  at  home,  but 
philanthropy  goes  far  beyond  it.  That's 

why  our  wealth  management  products  and  services 


Money.  It's  just  not  what  it  used  to  be. 

help  meet  the  accumulation,  preservation  and 
transfer  needs  of  toda^  most  successltil  people. 

Talk  to  your  financial  advisor  about  Phoenix. 


Phoenix 


WEALTH       MANAGEMENT' 


L  I  I    K 


I  I  1 1:  s    •    In  V  i:  s  r  m  e  n  t  s 


FhocnixWcallhManagcmcnt.coni 


Your  deadline  says  you  have  to  work  through  lunch. 

Your  wireless  notebook  says  you  don't  have  to  do  it  from  your  desk. 

Now  you  end  your  employees  con  have  the  flexibility  of  working  in  more 
places— giving  your  ideas  more  room  to  roam.  After  all,  HP's  new  notebooks, 
powered  by  Intel   Centrino    mobile  technology,  are  engineered  with  802.11b 
wireless  networking  capability.'  So  while  the  times  may  demand  you  and 
your  people  work  harder,  they  don't  get  to  tell  you  where.  Get  more  mobility. 
Get  more  productivity.  Get  HP  wireless  notebooks. 


HP  Compaq 
Business  Notebook  nx7000 

Call  your  local  reseller  or  visit 
www.hp.com/go/notebook. 


m 
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H  CorporatKvn  or :;  j  Luosidianes  in  the  Umled  States  zn<i  o'her 
•  oiner  countries.  ©  2003  Hewiett-Packarc  Development  Company.  LP. 
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Screen  is  simulated.  "The  hyperthreacling  feature  is  new  technology  designed  to  iini: 
to  determine  software  compatibility  Not  all  custooiers  or  sottv/are  applicalions  will  ne:if 


luiti-lfireaded  sofhvaie  products;  please  contact  your  software 
se  ut  hypertfireading.  Go  to  http://www,intel.com/inio/hyperttirea. 


HP  recommends  Microsoff*  Windows''  XP  Professional  for  Business. 


HP  Compaq 
Business  Desktop  d330 

(monitor  not  included) 


V 


:al  reseller  or  visit 
\i/go/hpdesktop. 


i^our  search  for  reliable  employees  never  ends. 
Your  search  for  reliable  technology  just  did. 


We've  shaken  them,  shocked  them  and  rocked  them.  We've  enabled  Ihiih)  to  run  multiple 
^  applications— and  solve  multiple  problems— pov/ered  by  the  Intel   Pentium  4  processor  with 
'  HT  Technology.'  And  we've  included  something  no  one  else  can:  HP's  acclaimed  technical 
service  and  support  as  well  as  the  assistance  of  your  HP-authorized  partner.  Because  good 
help  should  never  be  hard  to  find.  And  yet  even  with  all  the  challenges  they  live  up  to,  you'll 
.  still  find  that  HP  desktops  pass  the  affordability  test.  Get  more  reliability.  Get  more  support. 
Get  HP  desktops  with  Intel   processors. 


Economic  Viewpoint 


BY  ROBERT  KUTTNER 


THE  GREAT  AMERICAN 
PENSION-FUND  ROBBERY 


RAIDED: 

Pension 
plans  are 
underfunded 
by  up  to 
$300  biUion. 
Uncle  Sam 
should  force 
companies 
to  fork  over 
money  that 
was  diverted 
improperly 


Robert  Kuttner  is  co-editor  of 
The  American  Prospect  and 
author  of  Everything  for  Sale 


America's  corporate  pension  system  is  said 
to  be  facing  a  perfect  storm:  Equities 
have  taken  a  big  hit  (they  are  still  way 
off  their  highs),  and  returns  on  bonds  have  plum- 
meted, leaving  pension  funds  with  reduced  earn- 
ings to  pay  benefits.  In  addition,  corporate  down- 
sizing and  lengthening  life  spans  have  left  many 
companies,  particularly  in  manufacturing,  with 
a  rising  ratio  of  retirees  to  active  workers.  U.  S. 
Treasury  Under  Secretary  Peter  R.  Fisher  has 
testified  that  pensions  are  vmderfunded  by  $300 
billion — far  exceeding  the  resources  of  the  gov- 
ernment's Pension  Benefit  Guarantee  Corp. 

But  if  pensions  are  under  water,  the  cause  is 
less  a  perfect  storm  than  a  leaky  boat  ravaged 
by  pirates.  For  more  than  a  decade,  corporate 
sponsors  of  pension  plans  have  been  systemati- 
cally looting  them.  The  great  pension  raid  is  of  a 
piece  with  the  other  accounting  deceptions  of 
the  1990s,  and  it  had  the  same  motivation — ^to 
boost  reported  earnings  and  stock  prices. 

Since  the  1980s,  many  corporations  have  shift- 
ed from  traditional  defined-benefit  plans  to  de- 
fined-contribution  plans  such  as  401(k)s,  which 
cap  the  company's  UabiUty  and  shift  the  risk  to 
workers  and  retirees.  But  that  shift  is  only  the 
most  visible  part  of  the  story.  As  of  yearend 
2002,  some  42  million  workers  and  retirees  and 
$1.6  trillion  dollars  were  still  in  traditional  pen- 
sion plans — and  these  have  been  raided. 

Among  the  favorite  gimmicks  for  creative 
theft  of  pension  assets: 

•  Project  an  unreahstically  high  rate  of  re- 
turn and  claim  that  the  plan  is  overfunded.  Then 
reduce  contributions  to  the  plan  and  divert  the 
plan's  assets  to  fattening  the  bottom  line.  This 
maneuver  allowed  corporations  to  hype  reported 
earnings  by  10%  to  15%  during  the  1990s,  which 
in  turn  contributed  to  the  same  stock  market 
bubble  that  supposedly  justified  the  inflated  rate 
of  return.  When  the  bubble  burst,  pension  plans 
found  themselves  underfunded. 

•  Convert  from  conventional  plans  to  "cash- 
balance  plans."  This  was  invented  by  Bank  of 
America  in  1985  and  Avidely  imitated.  Terminat- 
ing a  pension  plan  results  in  a  large  tax  penalty, 
so  consultants  invented  a  hybrid  that  quacks 
like  a  401(k)  but  doesn't  trigger  the  penalty.  The 
Internal  Revenue  Service  went  along  with  the 
fiction  that  a  cash-balance  plan,  which  reduces 
payouts,  is  not  really  a  termination  of  the  plan. 
The  conversion  creates  imaginary  individual  ac- 
counts that  pay  a  set  rate  of  return.  Companies 
then  book  their  projected  future  savings  as  cur- 
rent earnings,  thanks  to  a  bizarre  determination 


by  the  Financial  Accounting  Standards  Boan 
July  31,  in  response  to  a  lawsuit  by  IBM  woi 
a  federal  judge  ruled  that  such  conversions 
stitute  illegal  age  discrimination. 

•  Redefine  employees  as  independent  cor 
tors.  In  2001,  Allstate  Corp.,  which  had  lonj 
tinguished  itself  by  having  an  employee 
force  with  good  benefits,  converted  some 
longtime  employees  to  independent  contra( 
shortchanging  their  pensions. 

•  Sell  off  units  that  have  older  emplo 
who  then  lose  their  pension  benefits.  This  sa 
ens  the  value  of  the  deal.  In  1998,  Hallibi 
Co.  acquired  Dresser  Industries  Inc.,  then 
off  its  Dresser-Rand  unit  in  1999.  Workers 
themselves  with  pension  benefits  reduced 
estimated  $25  million.  (Dick  Cheney  got  a 
erous  severance  and  retirement  package  wh( 
left,  however). 

•  Declare  bankruptcy,  but  set  up  a  sp 
bankruptcy-proof  pension  plan  for  top  e? 
tives  as  an  off-the-books  trust.  Unlike  a 
fied"  pension  plan,  which  produces  tax  bi 
for  the  company,  these  special  executive  j 
are  funded  in  aftertax  dollars  that  would  oi 
wise  go  to  shareholders.  Enron  Corp.  did 
Last  April,  American  Airlines  Inc.  tried  it- 
relented  and  had  to  sacrifice  Donald  J.  C 
CEO  of  American  parent  AMR,  after  its  ur 
went  balUstic.  In  a  bankruptcy,  of  course, 
ployees  can  lose  some  or  all  benefits. 

Once,  pension  plans  were  intended  to  in 
loyalty  and  long  service  in  workers.  Now, 
corporations  and  their  executives  seem  to 
about  only  one  category  of  worker — top 
agers,  who  loot  the  plans  while  protecting 
own  assets.  Ordinary  long-tenured  emplo 
are  deemed  habilities. 

The  remedy  for  depleted  pension  func 
much  tougher  regulation.  But  the  Bush  Ad 
istration  wants  to  weaken  anti-discrimin£ 
rules  to  make  it  even  easier  for  top  executive 
have  one  set  of  rules  for  employees  and  anc 
for  themselves.  To  solve  the  underfunding 
lem,  the  government  should  be  forcing  comp? 
to  disgorge  money  that  was  improperly  dive 
fi*om  plans  to  corporate  bottom  Unes,  thus 
ing  the  plans  whole.  Instead,  the  Admini.' 
tion  wants  to  aUow  companies  to  use  more  lil 
accoimting  assumptions  about  rates  of  retuj 

It's  fine  to  have  an  Administration  that  pi 
itself  on  being  pro-business.  But  don't  the  tei 
miUions  of  employees  who  loyally  serve  Corpc 
America  also  count  as  part  of  business?  Shou 
their  pensions  be  protected  as  well? 
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AS  CFO,YOU 
TWO  CHOICES: 

1.  FIND  A  WAY  TO  REDUCE  HEALTH  INSURANCE  COSTS. 
2.  ACQUIRE  A  TASTE  FOR  MACARONI-AND-CHEESE  DINNERS 


Jnless  your  idea  of  a  power  lunch  is  a  heaping  helping  of  orangey-yellowy  goodness,  it's  probably  a  good  time  to  talk  to 
^our  HR  director  about  Blue  Cross  of  California's  new,  cost-effective  health-coverage  solutions.  With  our  new  generation 
of  innovative,  consumer-directed  plans,  you  can  help  put  a  lid  on  your  company's  rising  healthcare  costs.  While  helping 
jour  company  weather  through  tough  times,  you'll  also  be  giving  your  employees  the  power  to  take  control  of  their 
Own  health-coverage  costs.  So,  ask  your  HR  director  to  show  you  our  affordable,  new  options -over  lunch,  perhaps. 
Health  •  Dental  •  Pharmacy  •  Behavioral  Health  •  EAP  I  Blue  Cross  of  California.  The  Power  of  Bluer 


edical.  Dental,  Pharmacy  and  Behavioral  Health  products  from  Blue  Cross  of  Californra  (BCC)  and  or  BC  Life  &  Health  Insurance  Co  (BCI.81H)   Life  insurance  from  BCL&H  Pharmacy  and  Behavioral  Health 
':j  bundled  with  Medical  BCC  and  BCLBiH  are  independent  licensees  of  the  Blue  Cross  Association      2003  BCC. '*  ._'..... 


B/ueCross 

of  California 


Why  is  there  a  tiny  little  frown 
on  this  tiny  little  face? 

Perhaps  I  should  turn  off  the  lights. 

Is  he  feeling  cold? 

Let  me  cover  his  little  hands. 

Maybe  he  wants  teddy  beside  him? 

What's  with  that  tiny  frown? 

Wait  a  minute.  What  tiny  frown? 


Little  details  matter  to  us.  Because  they  matter  to  you. 

\/  Best  Cabin  M 
\>  .00,  0!!f 

Voted  World's  Best  Cabin  Staff  for  the  third  consecutive  year. 


Also  voted  one  of  the  World's  Top  5  Airlines,  Top  5  Airport  Lounges  (2  consecutive  years)  and  awarded  Best  Signature  Dish.  *Skytrax  Global  Survey,  2003. 
For  reservations  and  flight  schedules,  please  call  Malaysia  Airlines  at  (800)  552  9264,  your  travel  agent  or  log  on  to  vvww.malayslaairlines.com 
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■  McGraw  miU.-^.pi 


match  an  Emmy®  award-winning  performance 
on  euery  cliannel  tonight. 


no  competition  comes  remotely  close  to  the  picture  quality  of  the  Emmy  auiard-uiinning, 

high-resolution  Fujitsu  PlasmauiSion  SlimScreen®.  The  new  SllmScreen  series  from  Fujitsu  allows  you  to  enjoy 
HDTV  at  its  finest.  Our  exclusive  AVM  chip  creates  a  vivid  picture  with  the  highest  brightness,  contrast  and  color  saturation.  A  picture 
so  spectacular,  our  technology  won  an  Emmy  award!  You  can  find  the  SlimScreen  series  exclusively  at  an  authorized  Fujitsu  retailer  To  find 
one  near  you,  call  1-888-888-3424  or  visit  us  at  www.plasmavision.com,  and  start  watching  award-winning  television  today. 


NATAS*  EMMY  AWARD  WINNER  2002 


ITS  WHATS  INSIDE" 


cP 


THE      POSSIBILITIES      ARE      INFINITE 


► 


FUJITSU 


Three-year  limited  wananty  indudes  parts  and  labor  and  one  year  on  plasma  display  element  Fujitsu  General  America.  Inc. 

SF/E/1 


To  protect  your  patents  in  Detroit j 
get  a  clear  view  of  the  facts  in  Germany, 


As  rival  makers  of  rearview  mirrors  battled  over 
critical  patents  in  the  U.S.  and  Europe,  one  called  the 
Jones  Day  global  network.  Lawyers  from  our  Frankfurt, 
Chicago  and  Cleveland  offices  held  depositions  in  German  and 
English  and  coordinated  intensive  discovery  and  court 
proceedings  in  several  states  and  in  Frankfurt,  Munich  and 
Stuttgart.  The  result!  A  busirxess  solution  that  ended  the 
litigation  and  established  a  process  for  resolving  future  disputes. 


TONE 


® 


LEGAL  MINDS.  GLOBAL  INTELUGENCE. 


SF/E/2 


2000  lawyers  in  29  locations.  One  firm  worldwide. 

www.jonesday.ccim 
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OND  INVESTORS 

HOULD  TAKE  A  CHILL  PILL 

:st  it  was  deflation  worries.  Now  it's  inflation  fears.  Neither  is  likely 


U.S.  ECONOMY 


nE  SEE-SAW  MOVES 
ill  THE  BOND  MARKET 


YIELD  ON  10-YEAR 
~  TREASURY  BOND 


Many  folks  in  the  bond  mar- 
ket complain  that  the  Federal 
erve  has  lost  credibiUty  because  of  the  confusing 
it  communicates  its  pohcy.  However,  judging  by 
whipsaw  pattern  of  long-term  interest  rates,  that's 
the  pot  calling  the  kettle  black.  In  only  three 
iths,  bond  market  players  have  swung  180  degrees, 
a  worrying  about  deflation  to  fears  of  inflation.  Talk 
ut  confused. 

riven  that  inflation  expectations  are  such  an  integral 
iponent  of  bond  yields — since  a  rise  in  inflation  can 
ie  future  returns — ^the  bond  market  appears  to  be  in 
g  right  now  over  the  inflation  outlook  and  what  that 
ms  for  Fed  policy.  Since  mid-April,  the  yield  on 
fear  Treasuries  has  plunged  from  4%  to  a  45-year 
of  3.1%  in  mid-June,  only  to  surge  to  4.5%  in  mid- 
just,  the  biggest  11-week  jump  in  16  years  (chart). 

Why  the  yo-yo  move?  In 
May  and  early  June,  bond  folk 
believed  deflation  was  such  an 
imminent  threat  that  the 
Fed — which  was  running  out 
of  short-term  rate  ammuni- 
tion— would  have  to  take  the 
unusual  step  of  purchasing 
long-term  Treasury  securities 
in  an  effort  to  combat  it.  Bond 
prices  skyrocketed,  and  yields 
sank.  Now,  with  the  economy 
•wing  every  sign  of  a  significant  acceleration  in 
»wth,  the  bond  market  fears  rapid  growth  will  fuel 
ation  and  cause  the  Fed  to  tighten  policy.  The  sell-off 
i  sent  yields  sharply  higher. 

■Vhat  the  bond  market  is  missing  is  that  its  worries 
)ut  inflation  are  just  as  unfounded  as  its  earlier  con- 
ns about  deflation.  With  so  much  unused  capacity 
fund  the  world,  particularly  in  the  U.  S.  labor  mar- 
s,  with  the  dollar's  decline  now  reversed,  and  with 
;ap  imports  still  pouring  in,  especially  from  China, 
'  chances  of  inflation  picking  up  to  any  significant  de- 
ie  in  the  coming  year  are  very  small. 

E  LATEST  JUMP  in  bond  yields  is  especially  odd, 
en  that  the  Fed's  official  statement  after  its  Aug.  12 
icy  meeting  said,  "the  Committee  beUeves  that  pol- 
accommodation  can  be  maintained  for  a  considerable 
riod."  That's  about  as  plain  as  the  Fed  can  be  in 
ong  that  it  has  no  intentions  of  raising  rates  anytime 
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soon.  Indeed,  a  statement  like  that,  taken  in  the  context 
of  the  Fed's  own  forecast  of  3.75%  to  4.75%  economic 
growth  in  2004,  impUes  that  the  Fed  does  not  believe 
that  inflation  is  now,  or  will  be,  a  threat. 

The  bond  market  isn't  buy- 
ing that  notion.  In  fact,  in  the 
face  of  relentlessly  good  news 
on  the  economy,  bond  in- 
vestors are  now  demanding  in- 
creased protection  against  in- 
flation. The  spread  between 
the  yield  on  10-year  Treasuries 
and  that  for  Treasury  infla- 
tion-protected securities,  called 
TIPS,  has  widened  substantial- 
ly in  recent  weeks,  indicating 
rising  inflation  expectations.  By  Aug.  26,  the  spread  had 
increased  sharply,  to  224  basis  points  (chart). 

Signs  of  a  stronger  economy  continued  in  the  latest 
week,  as  August  consumer  confidence  rose,  and  July 
durable  goods  orders  picked  up,  including  another  gain 
in  capital  goods.  And  housing  held  its  ground  in  July, 
with  sales  of  existing  homes  rising  to  a  record,  and  de- 
mand for  new  homes  sUpping  only  a  bit  from  June's 
record  high.  The  July  and  August  data  suggest  that  5% 
economic  growth  this  quarter  is  not  out  of  the  question. 

BUT  EVEN  IF  THE  ECONOMY  picks  up  steam,  infiation 
is  not  a  worry  because  of  the  huge  amount  of  slack  cre- 
ated by  the  recession  and  the  long  period  of  subpar 
growth  since  the  downturn  ended  in  late  2001.  Bear  in 
mind  that  inflation  pressures  start  to  build  only  when 
overall  demand  starts  to  bump  up  against  the  capabil- 
ity of  the  economy's  labor  and  machines  to  satisfy  it. 

But  that  point  is  a  long  way  off.  The  ability  of  the 
economy  to  meet  demand  has  risen.  That  much  is  clear 
from  the  ongoing  trend  in  productivity  growth,  which 
along  with  additions  to  the  labor  force  determines  just 
how  fast  the  economy  can  grow  without  generating 
higher  inflation.  Revised  data  suggest  productivity  last 
quarter  grew  in  the  range  of  6%,  at  an  annual  rate. 

More  important,  the  10-year  growth  rate  of  produc- 
tivity has  accelerated  to  2.4%,  about  a  percentage  point 
faster  than  in  the  mid-1990s.  Adding  in  the  1%  growth 
rate  of  the  labor  force,  this  upshift  means  the  economy 
is  now  capable  of  sustaining  growth  in  the  area  of 
3.5%  over  the  long  haul  without  lifting  inflation. 

But  over  the  past  three  years,  the  economy  has 
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grown  at  an  annual  rate  of  only  1.4%,  opening  up  a  siz- 
able gap  between  the  amount  of  goods  and  services  the 
economy  is  actually  producing  and  the  amount  it  is 
capable  of  producing.  As  a  result,  the  economy  could 
grow  well  above  the  3.5%  trend  for  perhaps  a  year  or 
more  without  overextending  its  resources  and  creating 
inflation  pressures. 

NOWHERE  IS  THIS  POINT  dearer  than  in  the  labor 
markets,  where  businesses  are  relying  on  productivity 
to  boost  output  instead  of  adding  more  workers.  Since 
the  recovery  began  in  the  fourth  quarter  of  2001,  the 
economy  has  grown  at  an  annual  rate  of  2.6%,  but 
productivity  has  shot  up  4.3%.  That's  why  payrolls 
have  continued  to  fall,  lifting  the  imemployment  rate  to 
a  nine-year  high  of  greater  than  6%.  Even  at  5%  eco- 
nomic growth,  it  will  take  a  long  time  to  reach  full  em- 
ployment. Don't  forget  that  the  jobless  rate  had  fallen 
to  3.9%  just  before  the  recession  began,  with  nary  a 
sign  that  inflation  was  becoming  a  problem. 

Households  seem  increasingly  confident  that  the 
economy  is  improving,  but  they  remain  worried  about 
jobs.  The  consumer  confidence  index,  published  by  the 
Conference  Board,  rose  to  81.3  in  August,  from  77  in 
July,  but  an  increasing  percentage  of  households  said 
that  jobs  were  still  hard  to  get. 

Consumers'  assessments  of  present  conditions  re- 
mained dismal,  but  their  view  of  the  future  bright- 
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THE  GREENBACK 
IS  GETTINS  STRONG 


ened,  as  more  households  expect  better  business 
ditions  and  more  jobs  within  the  next  six  months.  1 
ertheless,  it  will  take  substantial  growth  in  payrol 
at  >ieast  150,000  slots  per  month,  before  the  imemj 
ment  rate  can  begin  a  lasting  decline,  and  those 
of  gains  aren't  in  the  cards  anytime  soon. 

The  final  reason  not  to  ex- 
pect a  surge  in  inflation  is 
weak  global  conditions.  Eu- 
rope and  Japan  are  each  deal- 
ing with  slack  in  their  produc- 
tion capacity.  Plus,  the  dollar 
is  rising  again,  especially  vs. 
the  euro,  as  the  U.S.  outlook 
improves  (chart).  The  trade- 
weighted  dollar,  while  down 
from  its  early-2000  high,  is 
only  back  to  where  it  was  in 
the  late  1990s,  which  was  some  15%  higher  tha 
was  in  the  mid-1990s.  Because  so  many  countries 
their  currency  to  the  dollar,  including  China,  the  gi 
back's  power  to  buy  imports  is  still  relatively  stro 

Without  a  doubt,  the  economy's  acceleration  mi 
the  probability  of  inflation  in  the  next  year  or  so  gre 
than  the  probability  of  deflation.  But  both  still 
mand  very  low  odds.  When  the  bond  market  fii 
begins  to  understand  that,  its  herky-jerky  behavic 
the  past  few  months  will  begin  to  even  out. 
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HOMING  IN  ON  RUNAWAY  HOME  PRICES 


The  Reserve  Bank  of  Australia 
has  added  a  new  twist  to 
monetary  policy.  Central  bankers 
elsewhere  await  the  results. 

The  RBA  disappointed  some  in- 
vestors when  it  held  its  policy 
rate  at  4.75%  on  Aug. 
11.  Policymakers  had 
been  making  a  case  for 
a  rate  cut,  but  in  its 
policy  statement,  the 
RBA  laid  out  its  rea- 
sons for  no  action. 
First,  the  nonfarm 
economy  was  in  a 
"strong  condition,"  al- 
though domestic  de- 
mand has  slowed. 

Second,  yearly  inflation  is  run- 
ning about  2.75%,  above  the  rba's 
midpoint  target.  Lastly,  the  farm 
sector  is  recovering  from  its 
drought.  Private  economists  ex- 
pect the  economy  will  grow  by  a 
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solid  3%  or  so  over  the  next  year. 
The  RBA  noted  two  risks  to  the 
outlook:  the  global  economy  and 
the  svdngs  in  the  Aussie  dollar. 
Then  the  bank  ventured  into  new 
territory  when  it  warned  of  "the 
rapid  growth  of  credit 
and  its  flow-through 
into  strongly  rising 
housing  prices."  Home 
prices  jumped  18%  in 
the  year  ended  in  the 
first  quarter,  and  June 
home-loan  approvals 
rose  4.1%  to  a  record. 
By  leaving  rates  un- 
changed, policymakers 
hoped  to  slow  the 
gains  in  home  prices. 

The  jump  has  fueled  a  surge  in 
home-equity  loans  and  refinanc- 
ings, which  have  increased  house- 
hold cash  flow  by  about  4%  over 
the  past  year.  That  extra  money 
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has  largely  been  spent.  The  dan 
ger  is  that  a  drop  in  home  price 
will  curtail  consumer  demand  ar 
destabilize  the  economy. 

To  understand  the  risks  furth 
the  RBA  hosted  a  conference  ent 
tied  "Asset  Prices  and  Monetar* 
PoUcy"  on  Aug.  18-19.  Some  of' 
the  speakers  came  from  U.S.  urm 
versities  and  the  Bank  of  Eng- 
land. That's  not  surprising,  since 
the  U.  S.  and  Britain  are  also 
dealing  with  rapid  runups  in  hoi 
prices  that  have  fueled  consume 
spending  sprees. 

Indeed,  officials  at  the  Federal 
Reserve  and  the  BOE  wiU  be 
watching  closely  as  their  Aus- 
tralian counterparts  enter  a  new 
phase  of  policymaking.  For  now, 
one  knows  the  exact  policy  re- 
sponse to  achieve  a  soft  landing 
ter  a  fi"enzied  runup  in  asset  pric 
The  RBA  hopes  to  find  out. 
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re's  to  'yes'.  To  'can-do'. 

Deutsche  Bank  we  share  your  passion  to  push 
der,  to  make  it  happen,  to  get  it  done. 

what  makes  us  one  of  the  world's  leading 
ancial  institutions.  And  it's  why  the  world's 
)st  demanding  clients  in  the  US,  and  around 
!  world,  trust  us  to  deliver. 

ross  disciplines,  across  regions.  With  cutting- 
ge  thinking,  rigorous  delivery  and  an  absolute 
mmitment  to  long-term  client  value. 

3  you  ready? 


Deutsche  Bank 


lDank.com 


tsche  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Bank  AG,  conducts  investment  banking  and  securities  activities  in  the  United  States.' 


Crippling  computer  viruses  and  spam 
attacks  threaten  the  information  econom^ 


Can  they  be  stopped? 


David  Farber,  a  professor 
of  computer  science  at 
Carnegie  Mellon  Univer- 
sity, was  sitting  down  to 
lunch  with  his  wife  at 
Taqueria  Moroleon,  a 
Mexican  restaurant  in 
Kennett  Square,  Pa.,  on 
Aug.  21,  when  his  cell 
phone  started  vibrating.  An  e-mail  had 
landed  in  his  cell-phone  inbox.  Yet  as 
soon  as  he  had  cleared  the  e-mail,  the 
phone  vibrated  again.  And  again.  And 
again.  He  could  hardly  get  a  bite  in 
edgewise.  Farber  was  yet  another  vic- 
tim of  a  now-famous  computer  virus, 
called  SoBig,  that  turned  computers 
worldwide  into  drones  pumping  out  mil- 
lions of  e-mails  bearing  malicious  code. 
It  was  a  digital  snowball  effect.  Far- 
ber's  conclusion:  "We're  losing  the  battle 
against  computer  viruses." 

Indeed,  to  those  most  affected,  it 
seems  as  if  this  summer's  onslaught  of 
viruses  has  reached  epidemic  propor- 
tions. Since  early  August,  the  world's 
computer  systems  have  been  blitzed  by 
hundreds  of  viruses — some  of  them  real 
doozies.  On  Aug.  11,  the  Blaster  virus 
and  related  bugs  struck,  hammering 
dozens  of  corporations,  including  Air 


Canada's  reservation  and  airport  check- 
in  systems.  Ten  days  later,  the  SoBig 
virus  took  over,  causing  delays  in  freight 
traffic  at  rail  giant  csx  Corp.  and  shut- 
ting down  more  than  3,000  computers 
belonging  to  the  city  of  Fort  Worth. 
Worldwide,  15%  of  large  companies  and 
30%  of  small  companies  were  affected 
by  SoBig,  according  to  virus  software 
tracker  TruSecure  Corp.  Market  re- 
searcher Computer  Economics  Inc.  es- 
timates damage  will  total  $2  billion — 
one  of  the  costliest  viruses  ever.  All 
told,  damage  from  viruses  may  amoimt 
to  more  than  $13  billion  this  year. 

VIRUSES  EVERYWHERE 

Virus  attacks  are  growing  rapidly.  The  76,404 
assaults  reported  in  the  first  half  of  2003 
nearly  matched  last  year's  entire  tally 
100 
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And  it  could  get  worse.  Six  ver 
of  SoBig  have  been  launched  since 
uary,  each  more  effective  than  the| 
Security  experts  are  now  waiting 
ously  for  the  next  one,  expecte 
Sept.  11.  Because  the  author  of  thi 
Big  virus  has  turned  thousands  off 
puters  into  virtual  slaves  standing  i| 
to  do  his  bidding  as  e-mailers,  exi 
wonder  what  he  has  in  mind.  Is  he  i 
ning  on  linking  up  with  spammersj 
spreading  their  ads  around  ever 
quickly?  Or  does  he  have  somel| 
more  nefarious  planned — ^perhaps  a 
delivery  system  for  an  even  more| 
nicious  virus? 

Even  as  the  damage  reports  poil 
the  Summer  of  SoBig  provides  al 
gling  wake-up  call  to  businesses,! 
sumers,  and  the  software  industry! 
serious  about  cyber  security.  UsJ 
after  each  huge  virus  attack,  p«l 
promise  themselves  they'll  do  a  bl 
job  of  protecting  their  computers, 
they  gradually  forget  about  it. 
won't  do  anymore.  "People  buy 
virus  programs  and  firewalls  and 
that's  the  solution,  and  they're  sel 
But  they're  not,"  says  Brian  B.  Kil 
Net  security  analyst  at  CERT  Coorl 
tion  Center  in  Pittsburgh,  which  ti[ 
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viruses  for  the  federal 
government.  "There's 
always  a  way  mali- 
cious code  can  get  in." 

And  that  means  the 
very  vitality  of  the  in- 
formation economy 
could  be  at  risk.  Com- 
bine viruses  with  the 
scourge  of  spam,  and 
you  have  two  heavy 
anchors  dragging  on 
an  already  sluggish 
economic  ship.  Indeed, 
the  virus  epidemic 
may  undermine  tech's 
productivity  boost.  A 
new  focus  on  defense 
could  even  discourage 
corporations  from 
maldng  investments  in 
the  latest  computers 
and  software.  "Every 
year,  we  spend  more 
money  on  security,  on 
monitoring,"  says  June 
Drevn*y,  chief  infor- 
mation officer  at 
Chicago  insurance  company  AON  Corp. 
"That's  money  you  could  be  investing 
in  other  ways." 

At  the  same  time,  technology  experts 
are  warning  of  the  dangers  of  relying  so 
heavily  on  just  one  outfit — Microsoft 
Corp. — to  provide  the  backbone  of  the 
computing  and  Internet  world.  With  a 
95%  market  share,  Microsoft's  Windows 
desktop  operating  system  is  a  fat,  juicy 
target  for  the  bad  guys.  The  company 
got  so  many  complaints  about  SoBig 
that  senior  executives,  including  Win- 
dows boss  Brian  Valentine,  were 
pressed  into  service  manning  customer 
support  lines.  Some  critics  even  say  that 
Microsoft,  as  a  virtually  essential  serv- 
ice, has  an  obUgation  to  ensiare  that  its 
software  is  sufficiently  hostile  to  hack- 
ers. And  while  Microsoft  has  launched  a 
safe-sofl;ware  initiative,  tech  experts  are 
calling  on  the  company  to  make  more 
fundamental  changes  in  the  way  it  de- 
signs programs.  "Microsoft  has  to  write 
better  software,"  says  Paul  Saffo,  di- 
rector of  think  tank  Institute  for  the 
Future  in  Menlo  Park,  Calif.  "It's  out- 
rageous that  a  company  this  profitable 
does  such  a  lousy  job." 

All  of  this  raises  a  troubling  ques- 
tion: Will  people  start  to  question  the  ef- 
fectiveness of  the  tech  gear  upon  which 
they've  become  so  dependent?  Already, 
e-mail  systems  and  networks  have 
proved  unreliable.  Data  aren't  there  at 
your  fingertips  when  you  need  them. 
The  e-mail  order  you're  expecting  is 
missing — ^while  your  inbox  is  overloaded 
with  hundreds  of  junk  ads.  In  the  fu- 
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THE  TRAINS 
DIDNT  RUN 
«        ON  TIME 

i         Because  of  the 
SoBig  virus,  some 
routes  of  rail 
giant  CSX  shut 
down  on  Aug.  20. 
A  manual  backup 
system  came  to 
the  rescue,  and 
I     .        the  company  is 
■'  now  scrambling 
i*"^^v   to  update  its 
^y^i  systems.  "We  are 
\^^   studying  how 
'i^^  to  make  them 
*  ■'-  ;    more  secure," 

L  'y^''^  ^^^'^  spokesman 
-<  •  •;  Adam 

i  Hollingsworth. 


tember  11,  2001, 
attacks.    Known 
"blended  threat," 
five  different  wa 
replicating  and 
tacking  computer 
networks.  The  ci 
of  hacking  has  cha 
too.  While  the  pre 
generation   was 
renegade  teenager 
broke  into  netwoi 
show     off     to 
friends,  security  e> 
say   that   fast-mc 
organized  interna 
teams  of  hackers 
now    posing    a 
larger  threat. 

What  really  w( 
security  experts  is 
someone  out  th 
perhaps  even  te 
ists — might  be  ab 
wipe  out  the  con 
of  tens  of  thousan 
computer  hard 


ture,  tech  systems  could  become  less 
useftil,  too.  If  companies  and  individuals 
resort  to  blocking  e-mail  from  addresses 
they  don't  know,  it  will  short-circuit  one 
of  the  nearly  magical  attributes  of  the 
Web:  Its  ability  to  facilitate  instant  con- 
nections between  strangers  (page  36). 

Until  now,  viruses  have  been  little 
more  than  a  nuisance.  Most  of  the  80  or 
so  brand-new  viruses  created  each 
month  have  little  effect,  rarely  doing 
more  than  slowing  traffic,  clogging  e- 
mail  inboxes,  and  hob- 
bling a  smattering  of 
businesses. 

But  viruses  have 
become  far  more  dan- 
gerous of  late.  Blame 
that  on  the  ubiquity  of 
the  Internet:  It  has 
become  a  veritable 
virus  superhighway.  A 
virus  launched  one 
morning  can  infect 
computers  all  over  the 
world  by  the  end  of 
the  day.  The  Slammer 
virus,  which  hit  in 
January  of  this  year, 
spread  ultrafast,  in- 
fecting nearly  100,000 
computers  in  the  first 
10  minutes  alone. 

Virus  writers  are 
also  getting  a  whole 
lot  smarter — and  nas- 
tier. Take  the  Nimda 
virus,  which  struck 
shortly  after  the  Sep- 


or  shut  down  the 
grid.  "I  expect  to  see  some  vii 
come  along  that  will  be  seriouslj 
ruptive,"  says  Hal  R.  Varian,  de 
the  School  of  Information  Manage 
&  Systems  at  the  University  of 
fomia  at  Berkeley. 

Even  if  such  a  killer  virus 
strikes,  the  combination  of  viruses 
spam  e-mail  have  turned  everyday 
puting  into  an  ordeal  for  consul 
When  people  check  their  e-mail,  tl 
greeted  with  a  seemingly  endless  £ 


Whoeve 
SoBig  i 
skillful 
progran 
The  virus  spread 
e-mail  and  dropp 
piece  of  software 
a  proxy — into  all 
machines  it  infec 
That  turned  then^ 
agents  of  the  virt 
or  others. 
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/ertisements  for 
enlargement,  Vi- 
.cheap  mortgages, 
jjxy    girls.    And 
if  e-mail  is  work- 
Jnpacking  a  new 
iter  used  to  be 
ig.  Now  it  can  be 
ht    with    worry, 
isk  Linda  Beebe, 
merican    retiree 
m  Aug.  13  had  a 
PC   delivered   to 
■yrenees  vacation 
in     Mauleon- 
usse,    France. 
Beebe  connected 
•  Internet,  she  im- 
itely  caught  the 
»r  virus,  which  shut  down  her  com- 
,  It  took  three  full  days  to  get  it 
ng  again.  "Now  I'm  so  angry  I 
[even  think  straight,"  says  Beebe. 
I  course,  no  one  is  arguing  that 
3S  and  spam  vdll  stop  people  from 
their  computers.  "We  rely  on  our 
I,  on  getting  on  the  Internet,"  says 
e.  And,  for  businesses,  it's  ab- 
ily  vital.  There's  no  turning  back 
digital    clock.    But    these    twin 
ges  will  turn  computing  into  some- 
akin  to  driving  a  car:  Sometimes 
i  tooling  along  the  open  road.  0th- 
nes  you're  stuck — cursing — in  city 
z.  And  unlucky  drivers  have  head- 
llisions. 

e  computing  world  can't  count  on 
enforcement  to  put  virus  writers 
f  commission.  Tracking  down  these 
nals  is  incredibly  difficult  (page 
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\  THE  WAKE-UP 
I  CALL  CAME 
, EARLY 

-  m  Verizon 
Communications'  new 
system  for  automatically 
updating  its  200,000 
computers  with  patches 
helped  it  escape  this 
summer's  attacks.  "As  far 
as  business  impact,  it  was 
a  nonevent  for  us,"  says 

,  Chief  Information  Officer 
Shaygan  Kheradpir. 


32).  Since  they're  usually  not  interested 
in  financial  gain,  there's  no  money  trail 
for  sleuths  to  foUow.  Virus  writers  have 
proved  skillful  at  covering  their  tracks. 
So  far,  only  10  have  been  captured  and 
convicted — typically  because  they 
bragged  about  their  exploits.  And  when 
it  comes  to  the  most  complex  virus- 
es— ^the  ones  like  Nimda  that  keep  mu- 
tating to  stay  ahead  of  the  cleanup 
crews — there  are  probably  a  dozen  peo- 
ple in  the  world  expert  enough  to  fig- 
ure them  out. 

It's  a  few  dozen  expert  hackers  that 
law  enforcers  worry  about  most.  They're 
brilhant  at  exploiting  vulnerabiUties  in 
software,  and  they  work  furiously  once 
they  spot  them.  For  instance,  after  Mi- 
crosoft identified  a  major  flaw  in  its  lat- 
est Windows  operating  system  versions 
and  posted  a  patch  on  its  Web  site  on 


July  16,  it  took  less 
than  a  month  for 
virus  writers  to  come 
up  with  Blaster  and 
a  handful  of  other 
viruses  that  picked 
on  the  flaw.  And 
since  many  corpora- 
tions and  consumers 
hadn't  gotten  around 
to  loading  the  patch 
yet,  they  got  ham- 
mered. It  could  have 
been  worse.  Mi- 
crosoft found  the 
problem  only  because 
it  was  notified  about 
it  in  June  by  four 
Polish  computer  sci- 
entists, members  of  the  Last  Stage  of 
Delirium  Research  Group,  which  identi- 
fies software  vulnerabilities. 

Security  experts  and  corporate  tech 
purchasers  say  the  glitches  exist  be- 
cause Microsoft  and  other  software  com- 
panies have  placed  a  high  priority  on 
getting  products  out  quickly  and  loading 
them  with  features,  rather  than  attend- 
ing to  security.  They're  calling  on  the  in- 
dustry— and  Microsoft  in  particular — to 
make  software  more  secure.  Ralph 
Szygenda,  chief  information  officer  at 
General  Motors  Corp.,  got  fed  up  when 
his  computers  were  hit  by  the  Nimda 
virus  in  late  2001.  He  called  Microsoft 
executives.  "I  told  them  I'm  going  to 
move  away  fi'om  Windows,"  Szygenda 
recalls.  "They  started  talking  about  se- 
curity all  of  a  sudden." 

Last  year,  amid  much  fanfare,  Mi- 


After  posting 
the  virus  on  the 
Internet,  the 
author  tricked 
to  releasing  it — 
[thenn  to  click 
ments.  The  virus 
for  e-mail 
;  and  then  sent 
Jssages  to  the 
;,  who  couldn't 
lent  them. 


Those  who  got 
the  e-mails  and 
clicked  on  the 
attachment  got 
infected,  and  in  turn  sent 
out  more  e-mails  to 
others.  The  deluge 
clogged  up  networks  and 
slowed  computing,  forcing 
people  and  companies  to 
spend  time  and  money 
fixing  their  machines. 


0  So  Big  proxy 
software  acted 
like  sleeper  cells 
in  a  terror 
network.  Virus  writers 
and  spammers  scanned 
the  Internet  for  infected 
machines.  They  posted 
lists  of  these  addresses 
on  Web  sites  frequented 
by  spammers  and 
virus  writers. 


Virus  writers 
or  spammers 
could  then  tap 
directly  into 
those  computers  and  use 
them  to  spread  viruses  or 
send  out  spam  to  an  ever- 
widening  universe  of 
computer  users.  The  end 
result:  SoBig  spread 
faster  than  any  of  its  virus 
ancestors. 
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crosoft  launched  its  Trustworthy  Com- 
puting initiative,  a  campaign  it  claimed 
would  put  security  at  the  core  of  its 
software  design.  As  part  of  the  cam- 
paign, more  than  8,500  Microsoft  engi- 
neers stopped  developing  the  upcoming 
Windows  Server  2003  and  conducted  a 
security  analysis  of  millions  of  lines  of 
freshly  written  code.  Microsoft  ulti- 
mately spent  $200  million  on  beefing  up 
security  in  Windows  Server  2003  alone. 
"It's  a  fundamental  change  in  the  way 
we  write  software,"  says  Mike  Nash, 
vice-president  for  security  business.  "If 
there  was  some  way  we  could  spend 
more  money  or  throw  more  people  on  it, 
believe  me,  we'd  do  it."  Yet,  embar- 
rassingly, Windows  Server  2003,  re- 
leased in  April,  was  one  of  the  operating 
systems  exploited  by  Blaster.  The  virus 
carried  a  snide  message  for  Microsoft 
Chairman  William  H.  Gates  III:  "Billy 


Gates  why  do 
you  make  this 
possible?  Stop 
making  money 
and  fix  your 
software!" 

Unfortimately, 
gUtchy  software 
is  not  so  easy  to 
fix.  Security  ex- 
perts say  the 
company  and 
the  rest  of  the 
software  indus- 
try need  to  un- 
dertake a  much  more  fundamental  shift 
in  the  way  they  write  programs  if  they 
hope  to  make  progress  against  virus 
writers.  Aviel  Rubin,  a  professor  of  com- 
puter science  at  Johns  Hopkins  Univer- 
sity, says  a  lot  of  the  features  in  Win- 
dows are  designed  to  make  PCs  easy  to 


DESK 
REFERENCE 

Here  are  the  most 
common  types  of 
computer  viruses: 

Data  Symantec  Corp 


BASIC  VII 

It's  a  piece 
software  C( 
designed  t< 
computers 
networks  tl 
e-mail  or  li 
connections  and  attach  to  files  o 
or  the  hard  drive,  replicating  itse 
often  present  taunting  messages, 
files,  or  make  the  computer  crasf 
Example:  LoveLetter,  in  2000,  a 
$8  billion  in  damage  globally. 

use  and  to  integrate  one  program 
another — yet  it's  those  very  tecl 
gies  that  virus  writers  exploit, 
make  programs  secure.  Everythin; 
comes  after  that,"  urges  Rubin.  "1 
don't  do  this,  computers  will  quick 
come  imusable." 


HOW  DO  VIRUS  HUNTERS 
TRACK  THEIR  PREY? 


ikko  Hypponen  and  his  band 
of  Finnish  computer  virus 
hunters  know  the  odds  are 
stacked  against  them  in  the 
Web's  wild  frontier.  Creators 
of  only  10  of  the  roughly  200 
viruses  damaging  computers  around  the 
world  have  been  caught.  Even  investiga- 
tions into  high-profile  viruses,  such  as 
the  trio  that  hit  the  Internet  over  the 
past  three  weeks,  rarely  turn  up  a  cul- 
prit. "Tracking  down  a  virus  is  rare," 
says  Vincent  GuUotto,  vice-president  for 
the  anti-virus  research  lab  at  software 
maker  Network  Associates  Inc.  "Some- 
one getting  caught  is  even  rarer." 

So  you'll  have  to  pardon  Hypponen, 
the  anti-virus  research  manager  at 
Helsinki-based  software  company  F-Se- 
cure  Corp.,  if  he  got  a  httle  excited 
when  he  and  his  team  were  able  to 
crack  the  SoBig  virus  before  it  finished 
doing  whatever  it  was  meant  to  do. 
Thanks  to  research  from  F-Secure,  a 


TRICKS 

^F  THP  TRADE 

Online  detective  work 
and  prosecutorial  muscle 
are  the  key  weapons 
against  virus  spinners 


300-employee  company  known  for  crack- 
ing tough  computer  problems,  virus  ex- 
perts and  government  investigators  in 
several  countries  were  able  to  shut  down 
a  network  of  computers  hijacked  by  the 
virus  on  Aug.  22,  just  minutes  before 
SoBig  was  to  laimch  what  was  expected 
to  be  the  next  phase  of  its  attack.  "It 
was  a  very  close  call,"  says  Hypponen. 
"The  virus  writers  will  make  sure  it's 
not  as  easy  next  time." 

It  was  a  partial  yet  rare  victory  for 
the  good  guys.  The  first  line  of  defense 
in  the  exploding  war  against  viruses, 
only  about  500  virus  hunters  exist 
worldwide.  They  face  a  daunting  task: 
keeping  tabs  on  the  more  than  10,000 
virus  creators  worldwide.  And  if  being 
outnumbered  wasn't  enough,  the  jobs  of 
such  cybersleuths  are  getting  harder  as 
virus  writers  use  ever  more  sophisticat- 
ed encryption.  "Whoever  is  doing  [So- 
Big] has  been  good  at  covering  their 
tracks,"  says  J.  Michael  Gibbons,  manag- 


►  Experts  monitor 
virus  and  hacker 
Internet  chat  rooms, 
where  virus  writers 
are  known  to  brag 
about  their  exploits 


►  Virus  experts  around 
the  world  cooperate 
extensively,  comparing 
research  against 
libraries  of  more  than 
60,000  existing  viruses 


ing  director  at  consultant  Be 
Inc.  and  a  former  FBI  investig; 
Searching  for  that  culprit  is 
work  of  corporate  computer  e: 
ademics,  and  law  enforcers.  W 
governing  body  telling  them  \s 
the  researchers  act  like  cyber- 
hunters  in  a  field  generating  n 
$2  billion  a  year  in  software  ai 
ing  sales  for  companies  such  a 
tec  Corp.  and  Network  Associ 
The  sleuths  range  from  a  wun 
from  Moosejaw,  Saskatchewan 
went  to  work  for  Network  Asi 
fresh  out  of  high  school  to  peo 
as  Dr.  Peter  Tippett,  a  50-yeaj 
both  a  PhD  and  an  M.  D.  who 
technology  officer  for  TruSecu] 
consultant  in  Hemdon,  Va. 

Coordinating  the  counteratti 
federal  agencies.  Two  months 
Homeland  Security  Dept.  open 
tional  Cyber  Security  Div.,  a  6< 
unit  drawn  from  several  differt 
computer-security  groups.  The 
sponsible  for  sending  out  comp 
rity  alerts,  as  it  did  on  July  14. 
Blaster  hit.  "The  purpose  of  w) 
doing ...  is  to  combine  cyber  an 
security,"  says  Robert  L.  Lisco 
tant  Homeland  Security  secret 
So  how  do  virus  hunters  go 
elusive  prey?  A  combination  ol 

expert 
old-fas 
detect 
First, 
search 
tempt 
and  cr 
code  ( 
virus, 
develc 


►  Just  like  organized- 
crime  figures,  nabbed 
virus  writers  are  offered 
reduced  sentences  in 
return  for  ratting  on 
their  friends 
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WORM 

A  worm  can 
spread  itself 
jjr         .       automatically  over 
^^^/       the  network  from 
Hpr  one  computer  to 

^^  the  next.  Users 

click  on  e-mail  or  open  a 
oget  infected.  Examples:  In 
jst,  Blaster  infected  more  than 
computers.  Welchia,  an 
0  Blaster,  crashed  computers 
ed  networks,  too. 


I     I 


TROJAN 
HORSE 


This  is 

UH^^^^^^B^H    malicious 
^^^^^^^^^^  code 

masquerades 
as  a  benign 
program.  These  bugs  don't  replicate,  but 
they  are  used  to  open  "back  doors"  in 
computer  systems  to  allow  a  hacker  to  take 
control  or  steal  confidential  data.  Example: 
In  July,  2000,  QAZ,  helped  hackers  view 
secret  source  code  at  Microsoft. 


BLENDED  THREAT 

Viruses  that  try 
different  ways  of 
nfecting  and 
spreading, 
including  basic 
virus,  worm,  and 
Trojan  Horse  techniques.  Many  attempt 
to  use  peer-to-peer  file-sharing  and 
instant  messaging  for  distribution. 
Example:  SoBig,  which  hit  in  mid- 
August,  infected  one  out  of  two  e-mails 
traveling  on  the  Internet  at  its  peak. 


jme  Microsoft  critics  believe  that 
jnly  way  for  the  software  giant  fun- 
entally  to  mend  its  ways  is  for  it  to 
fme  Hable  for  the  damage  its  cus- 
ers  suffer  as  a  result  of  viruses. 
[r  propose  that  the  software  industry 
)t  minimal  standards  for  software 


quality  and  seciirity,  "We  need  liabilities 
in  software,  just  like  any  other  con- 
sumer product,"  says  Bruce  Schneier, 
the  chief  technology  officer  for  Coun- 
terpane Internet  Security  Inc.,  a  secu- 
rity software  company.  "When  that  hap- 
pens, this  will  be  fixed.  Now,  there's  no 


business  incentive  to  fix  the  problem." 
Others  suggest  that  corporations  and 
consumers  switch  from  Windows  to 
avoid  viruses.  While  Apple's  Macintosh 
computer  and  the  Linux  operating  sys- 
tem aren't  inherently  more  secure, 
they're  not  targets  for  virus  writers  the 


d  can  yield  clues  about  its  au- 
ond,  researchers  scour  for  clues 
let  message  boards  frequented 
writers.  For  researchers  at 
s  companies,  getting  credit  for 
.  virus  can  lend  great  cachet  to 
id  for  small  companies  such  as 
!,  getting  credit  for  their  work 
big  consulting  contracts  with 
ich  as  banks.  But  for  the 
themselves,  like  \Trus  writers, 
redit  for  being  smarter  than  the 
ys  is  the  ultimate  goal, 
tmetimes,  even  when  the  feds 
perp,  they  can  be  stymied  by 
iters  working  abroad.  Four 
0,  the  FBI  managed  to  trace  a 
led  LoveLetter  to  a  college  stu- 


dent in  Manila.  But  because  the  Philip- 
pines had  no  laws  making  what  he  did 
illegal,  he  was  never  prosecuted. 

That's  not  to  say  virus  creators  can't 
be  caught.  In  March,  1999,  the  Melissa 
virus  caused  just  as  much  damage  as  So- 
Big.  But  its  author  was  a  braggart. 
Virus  hunters  at  TruSecure  combed 
through  huge  volumes  of  messages  on 
Internet  chat  sites  and  found  a  virus 
writer  using  the  code  name  "VicodinES" 
who  alluded  to  writing  Melissa.  Vi- 
codinES also  had  a  habit  of  saying  "hel- 
lo" to  his  cats  at  the  end  of  his  mes- 
sages. Then,  a  man  using  the  name 
Doug  Winterspoon  in  another  chat  room 
repeatedly  mentioned  the  same  cats.  By 
combing  through  the  chat-site  traffic. 


CYBERSLEUTH 

"It  was  a  very 
close  call.  The 
virus  miters 
will  make  sure 
it's  not  as  easy 
next  time" 


F-SECURE'S  HYPPONEN, 
WITH  ONSCREEN  PHOTOS 
OF  OTHER  TEAM  MEMBERS 

"we  were  able  to  figiire  out 
what  ISP  he  was  using, 
what  kind  of  browser,  his 
e-mail  client,  even  what 
bars  he  went  to,"  says 
TruSecure's  Tippett. 
Doug  Winterspoon  turned  out  to  be 
David  L.  Smith.  Using  information  gath- 
ered by  TruSecure  and  an  ISP  account  in 
New  Jersey,  the  FBI  tracked  Smith 
down.  Melissa,  it  turns  out,  was  a  strip- 
per of  whom  he  was  fond.  Eight  months 
later,  Smith  pleaded  guilty  to  causing 
more  than  $80  million  in  damage  to  com- 
puters and  was  sentenced  to  20  months 
in  prison.  Since  then,  security  experts 
say  the  savviest  virus  writers  have  gone 
underground,  avoiding  the  chat  sites. 
Virus  hunters  can  only  hope  the  ego  of 
SoBig's  author  inflates  along  with  his  in- 
creasingly troublesome  virus. 

By  Jim  Kerstetter  in  San  Mateo, 

Calif.,  with  Paul  Magnusson  in 

Washington 
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way  Windows  is.  Linux 
has  gained  traction  as  a 
corporate  server  computer 
and  industry  analysts  say 
Linux  could  become  a 
more  attractive  alterna- 
tive on  desktop  comput- 
ers if  the  Windows  virus 
scourge  isn't  brought  un- 
der control.  The  Indian 
Institute  of  Technology  in 
Bombay,  for  instance,  is 
now  switching  its  work- 
stations from  Windows  to 
Linux,  partly  because  of 
security  concerns. 

For  now,  much  of  the 
burden  for  combating 
viruses  lies  with  computer 
users  themselves.  Most 
large  corporations  already 
have  basic  anti-virus  soft- 
ware. But  security  ex- 
perts maintain  that  they 
need  to  come  up  with  bet- 
ter procedures  for  fre- 
quently updating  their  computers  with 
the  latest  security  patches  to  programs 
and  inoculations  against  new  viruses. 
Verizon  Commvmications  Inc.  has  gotten 
serious  about  security  in  the  past  couple 
of  years  and  already  has  a  system  for 
automatically  updating  its  200,000  com- 
puters as  soon  as  patches  are  available. 
As  a  result,  it  escaped  unscathed  from 
this  summer's  attacks.  "As  far  as  busi- 
ness impact,  it  was  a  nonevent  for  us," 
says  Chief  Information  Officer  Shaygan 
Kheradpir. 

Many  corporations  are  sizing  up  a 
new  generation  of  security  software  that 
approaches  threats  holistically — ^with  all 
the  defenses  plugged  into  one  another. 
An  integrated  collection  of  virus-scan- 
ning, firewall,  and  intrusion-detection 
software  is  designed  to  defeat  viruses, 
no  matter  how  they  try  to  enter  the 
company.  A  new  kind  of  scanning  soft- 
ware checks  out  not  just  the  labels  on 
packets  of  information  that  are  zooming 


H>.  1 


OH  DAD,  POOR  DAD 

Xorcioss  (Ga.)  student  Daniel  Hamilton.  16.  managed 
to  patch  his  own  computer.  But  his  father,  newsletter 
\Miter  Jonathan  Hamilton,  did  not.  The  result:  Dad's 
home-office  computer  was  out  of  action  for  five  days. 
"Live  and  learn."  savs  Jonathan. 


along  the  networks  but  also  makes  sure 
the  data  inside  are  really  what  the  la- 
bels say  they  are.  And  a  security  dash- 
board keeps  tabs  on  everything  that's 
happening  on  a  company's  network — 
looking  for  evidence  that  something 
many  be  awry.  Their  purchases  are  ex- 
pected to  boost  total  sales  of  security 
software  by  10%,  to  $3.8  billion,  this 
year,  while  the  overall  software  industry 
remains  flat,  according  to  researcher 
Gartner  Inc. 

Small  businesses  and  home  users 
need  to  be  just  as  vigilant  (page  18). 
Basic  anti-virus  software  now  ships  on 
most  PCs,  and  network  routers  used  for 
Internet  access  are  equipped  with  fire- 
wall software  that  scans  for  viruses. 
But  analysts  say  they  fear  consumers 
and  small  businesses  aren't  taking  ad- 
vantage of  the  software  they  have.  It's 
no  wonder.  Unlike  corporations,  these 
computer  users  don't  have  their  own 
info-tech  departments.  Fortimately,  sev- 


eral companies  offer  ser 
with  annual  fees  of  $2 
$35  that  automatically 
people  when  a  new  viru 
tidote  is  ready  to  be  di 
loaded  into  their  compi 
The  key  is  slavi 
downloading  new  softA 
the  moment  it's  avails 
Jonathan  Hamilton  lea 
that  lesson  the  hard 
The  finance  newsle 
writer  in  Norcross,  Ga., 
no  attention  to  the  Win( 
Update  feature  in  his 
office  computer.  "^ 
Blaster  struck,  his  I6-3 
old  son,  Daniel,  dutL 
downloaded  a  patch 
blocked  the  virus.  Dad 
not.  The  result:  His  con 
er  was  knocked  out  of  ( 
mission  for  five  days,  an 
barely  got  his  newsle 
out  on  time.  "Live 
learn,"  Hamilton  says. 
But  even  constant  vigilance  may 
be  enough.  As  with  a  war  on  terroi 
not  necessarily  what  you  anticipate 
can  hurt  you  most.  Tomasz  Ostwa 
the  Last  Stage  of  Delirium  Rese: 
Group,  which  spotted  the  big  glitc 
Windows,  says  he's  most  worried  a 
hackers  coming  up  with  new  for 
viruses.  The  worst  threat,  he 
would  be  worms  that  wend  their 
into  companies  without  being  dete< 
hide,  and  wait — then  perform  some 
of  destruction  or  thievery.  "The 
successful  attack  may  be  the  undete 
one,"  says  Ostwald. 

That's  a  chilling  thought.  In  the 
berworld,  with  brainiac  hackers  tap 
away  on  their  keyboards  late  into 
night,  any  technical  feat  is  possible, 
no  threat  is  safely  ignored. 

By  Steve  Hamm  in  New  York, 
Jay  Greene  in  Redmond,  Wash., 
Edwards  and  Jim  Kerstetter  in 
Mateo,  Calif.,  and  bureau  reports 


TFOU  llinilCTDY  ^^^^^^^  makers  need 
iLUn  inUUOInl  to  make  their  products 
less  vulnerable.  In  some  cases,  this  requires 
line-by-line  inspection  and  retooling  of  code. 
They  also  need  to  automate  systems  for 
bulletproof ing  programs  once  installed. 

RflVFDHIIFyT  ^^^  ^^^^  already  write 
DUf  LnRffl[RI  guidelmes  to  make 
government  PCs  more  secure,  but  agencies 
need  to  put  them  into  practice  faster  and  plug 
holes.  The  government  also  should  require 
suppliers  to  build  protections  into  their 
products,  as  well  as  automatic  upgrades — or 
risk  losing  lucrative  contracts. 


OflDDflDITinilC  '^'^  "°^  enough  to  buy 
UUnr UnAI  lUliO  security  software. 
Companies  should  continuously  update  their 
defenses  and  train  employees  to  avoid 
unwittingly  letting  viruses  in — either  by 
clicking  on  mysterious  e-mail  attachments  or 
doing  unauthorized  Web  surfing. 

llllllf  lUUALw  anti-virus  software.  But 
consumers  must  frequently  download 
protections  against  new  viruses  and  patches 
that  close  vulnerabilities.  Some  of  the  latest 
software  includes  automatic  Internet  updates 
— but  users  must  take  time  to  install  them. 
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^s  of  the  original  RX  changed  the  world  of  luxury  utility  vehicles  forever  Now  Lexus  has  done  it  again.  Il^^^^^^^entirely  new  RX330. 
Ih  its  Rearview  Camera,"  Dynamic  Laser  Cruise  Control.'  Adaptive  Front  Lighting  System.'  Power  Rear  Door.*  Air  Suspension."  DVD  Rear-Seat 
lertainment.'  1 1  -speaker  Mark  Levinson  Premium  Audio  System'  and  Class-Leading  Fuel  Economy.t  the  new  RX  reaches  a  place  most  German 
omobile  executives  would  prefer  it  didn't:  a  class  all  its  own  The  other  place  they'd  rather  not  see  it  of  course,  is  on  the  covers  of  their  magazines 

Uber  Auto  !<■  lictiona:.  Vehicle  shown  .vrth  optional  eauipnient.  'Optional.  12004  RX  330  FWD  EPA-estimaied  mpg;  Premm  Wdsiie  SUV'  (ABsonf isher). 

I  i'lir.  rcnrnd'  you  lo  wcdf  <.edlbelli.  SPture  childien  in  rear  ieal,  ubey  all  tralfic  laws  and  drive  responsibly.  For  more  information,  call  800-USAlEXUS  (800^72-5?9rf'  ar  -.isit  ur.  at  sr.j'.  rrr-  '  ?>".  t  ?<:;; 
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COMMENTARY 


By  Stephen  Baker 


FROM  OPEN  DOORS 
TO  GATED  COMMUNITIES 


No  introductions  are  needed. 
You  already  know  the  Niger- 
ian with  the  overflowing  bank 
account  and  the  loudmouthed 
financier  offering  dirt-cheap 
mortgages.  The  guy  in  the  lab 
coat?  His  miracle  pUls  and  organ  en- 
hancements are  old  news.  Thanks  to  a 
flood  of  junk  e-mail,  or  spam,  messages 
from  this  dubious  crowd  now  account 
for  50%  of  all  electronic  mail.  In  clog- 
ging up  the  Internet,  spam  is  rapidly 
turning  e-mail  into  an  annoyance  and 
eroding  productivity  as  workers  are 
forced  to  sift  through  scores  or  even 
hundreds  of  messages. 

And  it's  getting  worse.  Sophisticated 
spammers  are  imleashing  viruses  that 
turn  imdefended  computers  into  spam- 
ming  machines.  Hackers  are  also  iising 
the  same  technique  for  mass-mailings  of 
dangerous  viruses  and  worms.  They  are 
"gravitating  toward  e-mail,"  says  Linda 
Beck,  executive  vice-president  for  oper- 
ations at  Internet  service  provider 
EarthLink  Inc.  As  a  result,  the  global 
e-mail  system,  one  of  the  most  prodi- 
gious productivity  tools  of  the  Digital 
Age,  is  imder  siege. 

What  can  be  done?  Ask  anyone  in 
Washington  or  Silicon  Valley,  and  you'll 
hear  answers.  New  laws,  new  filters, 
you  name  it.  But  each  one  has  flaws. 
None  promises  lasting  relief.  Increasing- 
ly, it  appears  that  to  master  spam  and 
reclaim  electronic  mail  as  a  trusted 
commimications  medium,  the  entire  e- 
maU  system  must  be  rethought.  This 
will  entail  important  sacrifices,  ones  that 
are  bound  to  rob  e-mail  of  its  fi-eedom, 
breadth,  and  spontaneity.  Drastic  meas- 
ures are  bound  to  run 
up  against  fierce  resist- 
ance. But  that  may  well 
melt  away  in  the  com- 
ing year  as  the  spam 
crisis  mounts. 

It's  bound  to  intensi- 
fy as  spammers  hurdle 
every  obstacle  throvm 
in  their  way.  Consider 
filters.  In  early  jousts, 
filters  blocked  messages 
advertising,  say,  Viagra. 
Spammers  responded 


For  now,  the  modest  bills  under 
ation  would  make  it  illegal  for  spa 
mers  to  hide  their  return  addressesi 
falsify  their  identities.  Spammers, 
ever,  are  expected  to  pay  little  hee 
these  or  any  other  laws.  And  if  the  I 
mated  300  spammers  who  dominatej 
field  feel  too  much  pressure  from  tl 
Federal  Trade  Commission,  they 
ways  move  more  operations  over 
process  already  under  way.  Effecti\ 
global  agreements  regulating  spam 
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with  Viagra.  Tighter  filters  establish  so- 
called  white  lists.  These  instruct  PCs  to 
accept  messages  only  from  approved 
senders.  But  now,  in  the  age  of  virus- 
powered  spam,  jimk  mail  is  likely  to 
come  straight  from  the  computers  of 
close  friends  and  col- 
leagues. Brace  yourself 
for  Viagra  pitches  from 
Mom. 

Don't  count  on  much 
help  from  Washington. 
Earlier  this  year.  Con- 
gress debated  tough 
measures.  This  sparked 
an  outcry  from  legiti- 
mate marketers,  who 
rely  on  the  Internet  to 
communicate  with  cus- 
tomers and  suppliers. 


JULY      JAN.  '03     JULY 


years  away  at  best. 

This  means  that  companie 
and  individuals  alike  may 
have  to  refashion  e-mail.  To 
stem  the  tide  of  spam,  look 
the  wide-open  e-mail  syster 
today  to  subdivide  into  i 
of  mini,  self-contained  netwc 
each  serving  its  own  trust 
cle.  For  starters,  companies 
be  expected  to  tighten  contr 
on  their  private  networks, 
known  as  intranets.  If  the  Ir 
net  has  been  a  Leave  It  to 
Beaver  neighborhood  with 
unlocked  to  all,  spam  wiU  tt 
into  a  constellation  of  gated 
mimities  with  no-nonsense 
tal  guards  at  the  entrance. 
"We're  entering  a  new  era," 
Aviel  Rubin,  technical  direct 
Information  Security  Institutj 
Johns  Hopkins  University. 

GEHING  WOR! 

The  onslaught 
spam  may  erocl\ 
resistance  to 
tough  measuret 

"More  extreme  measures  are  needi 

Even  these  gated  communities 
require  ever-tougher  anti-spam  te 
ogy — and  that  is  bound  to  slow  co; 
nications.  In  an  era  of  virus-generatt 
mail,  for  example,  it  will  be  crucial  t 
distinguish  between  machine-  and  hi 
man-generated  mail.  Perhaps  the  sei 
will  have  to  answer  a  question  to  ga 
access  to  your  inbox. 

Slow  and  painful?  You  bet.  And  a 
nightmare  for  e-merchants  whose  m; 
chines  send  millions  of  e-mails.  Plent 
of  inconvenient  adjustments  are  ahe; 
en  route  to  this  new  world.  But  wit! 
spammers  speAving  viruses  and  com( 
ons  by  the  billions,  building  a  tough 
new  Internet  may  be  the  only  choicf 
With  Lorraine  Woe 
in  WashivA 
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^^H     Earn  points  with  every  stay  at: 

Harriott. 


jet  to  the  places  you  dream  of  30%  faster  than 
vith  other  leading  hotel  programs.* 

larrlott  Rewards  gets  you  there  faster  because  you  need  fewer  points  to  get  to  your  dream  destination, 
'ith  2,300  hotels  participating,  Marriott  Rewards  offers  more  resorts,  spas,  and  golf  locations  than  any 
:her  hotel  program.  What  more  could  you  dream  of? 

•ign  up  at  MarriottRewards.com  or  call  1-800-367-6453. 
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ised  on  seven  nights  at  Starwood,  Hilton.  Intercontinental  Hotels  Group  and  Hyatt  full-service  hotels  of  similar  quality  and  points  earned  on  dollars  spent, 
•sumes  standard  award  offerings  for  base  level  members.  All  comparisons  are  as  of  08/03.  ©  Marriott  International.  Inc.  2003 
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COMMENTARY 


By  Bruce  Nussbaum 

TECHNOLOGY:  JUST 
MAKE  IT  SIMPLER 


A  huge  chunk  of  the  electricity 
grid  fails.  The  Internet  clogs 
up,  and  PCS  crash.  The  space 
shuttle  falls  to  the  earth. 
Complex  high-tech  systems 
everywhere  appear  to  be 
failing,  and  our  society  feels 
increasingly  threatened.  What  is  going 
on?  Have  we  built  a  high-tech  society 
that  is  doomed  to  crash  and  bum 
again  and  again?  Can  we  fix  it? 

Behind  these  calamities  lies  a  com- 
mon flaw:  The  systems  are  too  complex 
to  manage.  Each  was  created  with  an 
enormous  nimiber  of  moving  parts  that 
threw  off  an  incredible  amount  of  data 
that  had  to  be  observed,  analyzed,  and 
managed.  But  when  things  went 
wrong,  people  had  to  react  very  quick- 
ly, perhaps  too  quickly.  They  had  to 
communicate  with  many  others,  per- 
haps too  many.  They  had  to  balance 
conflicting  demands  in  their  decision- 
making— efficiency  vs.  safety,  profit  vs. 
costs,  science  vs.  politics — perhaps  too 
many.  Just  as  the  first  VCRS  had  so 
many  features  they  overwhelmed  con- 
sumers, our  high-tech  systems  are  be- 
ing designed  with  far  more  complexity 
than  we  can  handle. 

We  may  be  making  it  worse  by  cen- 
tralizing and  standardizing  systems.  In 
an  effort  to  improve  efficiencies  and 
cut  prices,  we  are  moving  toward  a  sin- 
gle national  electricity  grid.  We  already 
have  one  standard  computer  operating 
system.  And  while  there  are  many  ben- 
efits inherent  in  this  kind  of  integra- 
tion, it  may  also  be  undermining  the 
systems'  reUability  and  security.  It  is 
strange  for  a  nation  that  has  thrived 
on  diversity  and  decentralization  to 
build  its  economy  on  the  opposite  prin- 
ciples. Ironically,  our  model  for  the  21st 
century  information  society  appears  to 
be  19th  century  industrial  society.  We 
are  building  big  centralized  systems 
stuffed  with  bells  and  whistles  and  are 
inadvertently  making  America  an  easi- 
er target  for  economic  and  political  ter- 
rorists who  can  bring  down  whole 
swaths  of  society  with  one  blow. 

We  are  also  starving  these  complex 
systems  of  the  resources  needed  to 


manage  them  safely.  It  is  important  to 
build  in  redundancy  and  backup  for 
when  things  go  wrong.  Yet  political  de- 
cisions and  market  forces  prevent  a 
sufficient  cushion  fi"om  being  created. 
The  crash  of  the  shuttle  is  perhaps  the 
best  example.  Political  pressures  in  the 
'90s  cut  NASA's  budgets  to  the  bone. 


business  was  deregulated  led  to  tl 
grid  being  starved  for  capital.  Anc 
computers  crashed  because  Micros 
Corp.  put  few  resources  into  maki 
software  secure  and  reliable  imtil 
recently.  There  were  no  countervas. 
market  forces  forcing  it  to  do  so. 
In  his  book  Inviting  Disaster: 
Lessons  from  the  Edge  of  Technol 
James  R.  Chiles  reminds  us  that 
complex  systems,  by  their  very  n; 
ture,  are  destined  to  fail  at  some 
point.  The  key  is  being  able  to  ms 
age  the  failures  early  so  that  thej 
not  grow.  If  the  failure  goes  unno 
or  is  ignored,  if  it  swamps  those  i 
charge  or  links  to  a  wider  networ 
and  spreads  quickly,  then  it  is  like 
to  become  a  major  event,  perhaps 
even  a  catastrophe. 


GOING  NOWHERE 

Have  we  created  a 
tech  monster  doomed 
to  crash  and  burn 
again  and  again? 

even  as  it  was  shouldering  new  re- 
sponsibilities for  building  an  orbiting 
space  station.  Under  pressure,  NASA 
managers  ignored  seven  pieces  of  foam 
that  broke  off  in  flights  before  one  de- 
stroyed the  Columbia.  The  electric  grid 
failed  in  part  because  insufficient  in- 
vestment had  been  made  in  it.  The  de- 
cision to  keep  the  grid  regulated  while 
the  more  lucrative  power-generation 


There  is  a  better  way.  Design  s 
tems  that  give  people  adequate  tii 
to  manage  failure.  Make  them  divi  h 
and  flexible  enough  so  that  parts  < 
system  continue  to  operate  when 
something  goes  down.  Invest  enou 
resources  to  have  backup  that  kee 
critical  functions  running  when  en 
gencies  occur.  In  effect,  provide 
enough  flex  in  the  system  to  allow 
human  beings  the  time  to  manage  ; 
properly. 

Monocultures  in  nature  die  beca  ■■ 
they  are  too  fragile.  That's  the  less 
we  should  take  away  from  recent 
events.  We  don't  have  a  technology 
problem  per  se.  We  need  to  use  m 
kets  and  the  poUtical  process  to  di  ji 
systems  that  are  within  human  lin 
to  manage  and  defend  them. 


NussbauTn  is  editorial  page  edit*. 
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WANT  DIVIDEND  TAX  LAWS  CHANGED? 

GO  TO  CONGRESS. 

WANT  TO  TAKE  ADVANTAGE  OF  THEM? 

COME  TO  US. 

Introducing  the  Schwab  Dividend  Equity  Fundr 


At  Charles  Schwab,  we  believe  that  the  recent  tax  reform  represents  an  exciting  opportunity  for  investors. 
With  qualified  dividends  now  being  taxed  at  a  maximum  of  15%,  it  may  be  the  right  time  to  take  full 
advantage  of  this  reform.  To  help,  we've  created  the  Schwab  Dividend  Equity  Fund.  It's  a  fund  designed 
to  invest  in  dividend-yielding  equities  that  in  turn  passes  qualified  dividends  back  to  you  at  a  lower  tax  rate. 
Plus  the  fund  will  invest  primarily  in  equities  that  receive  either  an  A  or  B  rating  from  Schwab's  objective  stock 
rating  system  —  Schwab  Equity  Ratings'"  —  which  identifies  companies  that  Schwab  believes  are  positioned  for 
growth.  It's  just  one  more  example  of  how  we're  always  looking  for  a  better  way  to  help  the  individual  investor. 


For  a  limited  time,  all  management  fees  and  fund  expenses 
will  be  waived  through  May  3,  2004.  Call  1-800-786-7803. 


charles  SCHWAB 


CaU 

1-800-786-7803 

Click 

schwab.com 

Visit 

370  locations  nationwide 
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The  prospectus  contains  more  complete  infomiation  regarding  fees,  risks  and  expenses  and  is  available  by  calling  1-800-435-4000.  Please  read 

the  prospectus  carefully  before  you  invest  or  send  money.  Investment  value  will  fluctuate,  and  shares,  when  redeemed,  may  be  worth  more  or  less 

than  original  cost. 

The  Jobs  and  Growth  Tax  Relief  Reconciliation  Act  of  2003  reduces  the  maximum  tax  rate  on  "qualified  dividends"  to  15%  (5%  for  those  in  the 

10%  and  15%  income  tax  brackets).  Qualified  dividends  are  dividends  from  domestic  corporations  and  certain  foreign  corporations  but  do  not 

include  dividends  from  certain  prefen-ed  stock  and  most  REITs  or  interest  income  from  bonds  and  money  market  instruments.  Nonqualified  dividends 

will  continue  to  be  taxed  at  the  higher  ordinary  income  tax  rates.  The  reduced  rates  on  qualified  dividends  will  expire  after  2008  and  revert  back 

to  the  higher  rates  in  effect  prior  to  2003  unless  extended  by  federal  legislation.  Check  with  your  tax  advisor  for  more  information. 

After  May  3, 2004,  the  fund's  expense  ratio  will  be  1.10%  for  Investor  Shares  and  0.95%  for  Select  Shares  (guaranteed  by  Charles  Schwab  &  Co.,  Inc. 

and  the  investment  advisor  through  2/28/05,  excluding  interest,  taxes  and  certain  nonroutine  expenses).  ©2003  Charles  Schwab  &  Co.,  Inc. 

Member  SIPC/NYSE.  (0803-11997).  ADS25818FUL. 
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News:  Analysis  &  Commentary 


COMMENTARY 


By  Mike  France 


MUSIC  PIRATES,  YOU'RE  SUNK 


MAR. '03 
V  MIIDONS 


In  early  September, 
the  U.  S.  music  in- 
dustry is  planning  to 
break  every  knowTi 
rule  of  corporate  public 
relations  by  suing  hun- 
dreds of  high  school 
valedictorians,  pilots, 
firefighters,  entrepre- 
neurs, and  other  seem- 
ingly upstanding  citi- 
zens for  stealing  songs 
online.  The  legal  con- 
frontation will  pit  a 
small  group  of  power- 
ful, technophobic  oligopolists  against  a 
hip,  youthM  army  of  digital  sophisti- 
cates— who  are  the  very  heart  of  the 
companies'  consumer  base.  It  doesn't 
take  a  poll  to  figure  out  which  side  is 
going  to  win  the  battle  for  hearts  and 
minds. 

In  the  Steven  Spielberg  version  of 
this  conflict,  the  plucky  rebels  with  the 
long  hair  and  grandiose  rhetoric  would 
ultimately  win  the  war.  Until  now, 
that's  how  the  script  seemed  to  be  play- 
ing out.  The  Recording  Industry  Asso- 
ciation of  America  (RIAA),  the  industry's 
main  lobbying  group,  has  failed  to  shut 
down  many  of  the  key  file-sharing  ser- 
vices that  facilitate  song  piracy,  such  as 
Kazaa,  Morpheus,  and  Grokster.  Some 
Internet  service  providers,  such  as  Ver- 
izon Communications  and  SBC  Commu- 
nications Inc.,  have  balked  at  handing 
over  the  names  of  their  customers  to 
RIAA  lawyers.  And  Senator  Norm  Cole- 
man (R-Minn.)  has  lashed  out  at  the  in- 
dustry for  sending  threatening  paper- 
work to  "unsuspecting  grandparents 
whose  grandchildren  have  used  their 
personal  computers." 

But  don't  be  fooled  by  the  industry's 
rough  stretch.  The  riaa  is  methodically 
overcoming  all  these  nuisances — and  its 
upcoming  legal  war  on  digital  pirates  is 
shaping  up  as  a  massacre.  Copyright 
law  is  unambiguously  hostile  to  people 
who  swap  music  files  over  the  Internet. 
And  the  penalties  are  medievally 
harsh— up  to  $150,000  per  song.  That 
means  the  average  college  sophomore 
with  ten  weeks  of  music  on  his  hard 
drive  theoretically  faces  more  than  $1 
billion  in  liability.  Oh,  and  by  the  way, 
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DECLINE  IN  DOWNLOADING 


Data:  NPD  MusicWatch  Inc. 


penalties  for  violating 
copyright  law  may  not 
be  dischargeable  in 
bankruptcy  court.  "The 
remedies  are  so  terri- 
fying that  even  if  you 
have  a  good  defense, 
you  have  to  think 
twice,"  says  Fred  von 
Lohmann,  an  intellec- 
tual-property attorney 
at  the  Electronic  Fron- 
tier Foundation,  one  of 
the  industry's  staimch- 
est  critics. 
This  fear  and  awe  campaign — ^which 
the  RIAA  has  publicized  in  a  variety  of 
ways,  such  as  sending  instant  messages 
directly  to  Kazaa  and  Grokster  users 
informing  them  that  "when  you  break 
the  law,  you  risk  legal  penalties" — al- 
ready appears  to  be  having  an  impact. 
After  the  number  of  households  down- 
loading music  from  the  Internet  climbed 
to  a  high  of  14.5  million  in  April,  it 
dwindled  to  12.7  million  in  May  and 
10.4  million  in  Jime,  according  to  mar- 

Copyright  law 
is  clearly 
hostile  to 
those  who 
swap  music 
files  over 
the  Net. 
And  the 
penalties 
are  stiff- 
up  to 
$150,000 
per  song 


ket  researcher  NPD  Group  I: 
this  decline  is  attributable  t 
that  vacationing  college  kid:pq 
take  advantage  of  their  schifl 
speed  Internet  connections-: 
says  NPD  Vice-President  Ru 
"The  RIAA  has  clearly  raisec ;  ■ 
of  awareness  on  this  issue,"  e 

This  is  not  to  say  that  Uil  f 
Sony,  BMG,  Warner  Music,  a  I 
solve  aU  of  their  piracy  pro^  : 
court.  New  anonymous  file-: ; 
mechanisms  may  emerge  th 
computer  wizards  to  hide  tl 
ties.  And  overseas  downloac  i 
to  ignore  American  lawsuits 

But  the  fact  is  that  the  u 
gal  bUtz  has  captiired  the  in^g: 
of  one  important  group  of  pip: 
mally  law-abiding  citizens  w 
themselves  into  believing  th 
should  magically  be  availabl  i 
This  group  responds  rationat 
and  reward.  Now  that  the  dl 
downloading  is  about  to  incr 
matically,  many  are  likely  toj 
right  into  the  arms  of  legitirl 


;  services,  such  as  Apple  Com- 
•.'s  iTlmes  and  BuyMusic.com. 
assure  to  buy  songs  legally  will 
reed  by  a  continuous  stream  of 
Several  hundred  are  scheduled 
d  shortly  after  Labor  Day.  Tar- 
receive  a  copy  of  the  lawsuit 
nem,  a  letter  explaining  the 
and  a  number  to  call  if  they 
alk  settlement,  according  to 
jenheim,  the  RIAA  attorney  co- 
g  the  legal  attack.  "You  can  ex- 
waves  of  lawsuits  on  a  regular 
ys  Oppenheim.  "This  is  going  to 
jart  of  our  daily  routine." 
adustry's  strategy  will  be  to 
accused  pirates  with  the  stick 
ng  penalties — then  offer  the 
i  relatively  mild  settlements, 
four  cases  the  RiAA  brought  in 
ainst  college  kids  who  were 
miniature  Napster-style  music 
The  suits  were  dropped  for 
;m  $12,000  to  $17,500  and  writ- 
ges  to  cease  unlawful  file-shar- 
body  rejecting  the  offer  was 
phat  the  price  of  settling  would 
,  if  capitulation  didn't  come 
\\ii  attorney  who  defended  one 
tudent  says  music  lawyers 
ed  to  boost  the  cost  of  a  deal  to 
lately  $50,000  if  he  filed  an  an- 
court. 

igh  the  RIAA  legal  campaign  is 
.  cost  tens  of  millions  of  dollars, 
panies  are  going  to  recover  a  lot 

!iat  money  in  settlement 
lyments.  DirecTV  Inc.  has 
)een  running  a  similar 
anti-piracy  campaign  for 
more  than  a  year  in  which 
it  has  sued  more  than 
10,000  people  and  sent 
cease-and-desist  letters 
to  65,000  more.  Most  set- 
tle for  $3,500  to  $4,500. 
"We  believe  we'll  earn 
back  close  to  our  attor- 
neys' fees,"  says 
Christopher  Murphy,  Di- 
rectTV's  assistant  gener- 
al counsel. 
That's  undoubtedly  an 
encouraging  precedent 
for  the  folks  at  riaa.  Al- 
though they're  likely  to 
be  vilified  for  bullying 
teens,  the  PR  hit  will  be  a 
small  price  to  pay  for  the 
fear  they'll  be  striking  into 
the  hearts  of  downloaders. 

Senior  Writer  France 
s  the  courts  from  New  Y&rk. 


CRIME 


BURNING 
TO  SAVE 
THE  PLANET 

A  furtive  ecoterrorist  group  is 
proving  tough  to  bust 

The  first  fire  broke  out  at  2  a.m.  at  a 
Mitsubishi  dealership  in  the  Los 
Angeles  suburb  of  Duarte.  By  5 
a.m.,  sport-utility  vehicles  at  three  near- 
by dealerships  also  were  in  flames. 
When  local  authorities  arrived,  more 
than  40  suvs,  mostly  gas-guzzling 
Hummer  H2s,  were  _^ 

charred  or  damaged. 
Most  also  were  spray-  ^^^2 
painted  with  slogans 
such  as  "polluter"  and 
"I  love  pollution."  Greeting  the  police 
was  a  red  smiley  face  plastered  on  sev- 
eral of  the  vehicles  along  with  the  let- 
ters "elf  scrawled  in  blue. 

The  Aug.  22  pyrotechnics  appear  to 
be  a  sign  of  stepped-up  efforts  by  a 
furtive  group  called  the  Earth  Liberation 
Front.  A  loose  amalgam  of  environmen- 
tal terrorists,  elf  on  its  Web  site  says  it 
intends  to  "inflict  economic  damage  on 
those  profiting  from  the  destruction  and 
exploitation  of  the  natural  environment." 
Experts  say  that  in  recent  months,  ELF 
members  have  grown  more  brazen  and 
accelerated  their  attacks — and  the  po- 
lice are  hard-pressed  to  stop  them. 
"Their  tactics  are  proliferating  and  the 
attacks  seem  to  be  coming  closer  to- 
gether," says  University  of  Florida  pro- 
fessor Bron  R.  Taylor,  editor  of  Ecolog- 
ical Resistance  Movements.  "The  size 
and  scale  seem  to  be  unprecedented." 

ELF  has  become  more  ferocious  since  it 
emerged  in  Britain  in  1992.  At  first,  the 
group  pulled  tamer  stunts,  such  as  gluing 
locks  at  McDonald's  and  at  gas  stations. 


But  the  gloves  are  coming  TORCHED 
off.    Only    weeks    before   SUVS: 
Molotov  cocktails  hit  the  Attacks 
L.  A.-area  car  dealers,  ELF  are  getting 
arsonists  torched  a  five-sto-  more 
ry  apartment  complex  be-  violent 
ing  buUt  near  San  Diego. 
The  group  also  has  claimed  responsibility 
for  burning  two  Vail  (Colo.)  lodges,  in 
the  name  of  stopping  forest  development, 
and  torching  homes  under  construction  in 
California,  Michigan,  and  Pennsylvania. 
By  its  own  tally,  elf  has  caused  $100 
million  in  property  damage  nationwide. 
Little  is  known  about  those  involved 
vdth  elf.  Its  Web  site  offers  how-to 
manuals  for  setting  fires,  tips  on  evad- 
ing police,  and  a  chronology  of  fire- 
bombings,  elf  glories  in  its  anonymity. 
The  group  did  not  respond  to  an  e- 
mailed  interview  request — and  makes 
a  point  of  having  no 
spokespeople,  eschew- 
ing a  central  organi- 
zation, and  encourag- 
ing unaffiliated  cells 
to  follow  its  attack  guidelines. 

Given  its  deliberately  liminal  nature, 
ELF  is  proving  tough  to  bust.  "It's  such  a 
shadowy,  loose-knit  collection  of  cells  that 
it's  hard  to  find  them,"  says  Randy  Par- 
sons, who  heads  the  FBI's  Los  Angeles 
anti-terrorism  branch.  Why  not  trace  the 
attackers  through  their  Web  site?  Be- 
cause the  site  provides  information  but 
has  no  direct  link  to  the  perpetrators. 
Only  a  few  ELF-affiliated  footsoldiers 
have  ever  been  tried  and  convicted. 

So  what  are  the  authorities  doing  to 
stop  ELF?  The  FBI  has  a  national  strike 
team  that  is  coordinating  local  investiga- 
tions into  environmental  terrorism,  says 
agent  Parsons.  But  elf  recruits  mostly 
minors,  says  Richmond  (Va.)  FBI  agent 
Lawrence  Berry,  making  it  harder  to 
convict  them  under  September  11  anti- 
terrorism laws.  If  police  manage  to  catch 
these  folks,  they  wiU  likely  charge  them 
with  arson — a  lesser  offense.  Until  then, 
SUV  dealers  in  L.A.  are  hiring  more 
guards — and  bracing  for  more  attacks. 
By  Ronald  Graver  in  Los  Angeles 
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COMMENTARY 


By  Amy  Borrus  and  Paula  Dwyer 


A  NEW  CHAPERONE  FOR  FANNIE  AND  FREDDIE? 


Step  aside,  Tenninator.  Playing 
tough  guy  for  a  change,  the  Of- 
fice of  Federal  Housing  Enter- 
prise Oversight  (ofheo)  forced  Fred- 
die Mac  to  ax  new  CEO  Gregory  J. 
Parseghian  on  Aug.  22.  It  was  a  rare 
display  of  muscle  by  the  regulator — 
and  probably  its  last.  Freddie's  ac- 
counting scandal  has  sparked  a  fight 
over  reining  in  the  housing  financier 
and  its  cousin,  Fan- 
nie Mae — and  creat- 
ed a  high-stakes  bat- 
tle over  how  far 
Congress  can  go 
without  hurting  the 
housing  market. 

The  one  sure  ca- 
sualty is  OFHEO,  an 
arm  of  Housing  & 
Urban  Development. 
Critics  want  to  put 
Fannie  and  Freddie 
on  a  tighter  leash, 
and  even  the  two 
government-spon- 
sored enterprises 
(gses),  once  opposed 
to  a  new  overseer, 
have  quietly  thrown 
in  the  towel,  Capitol  Hill  sources  say. 
Congress  is  likely  to  create  a  new 
regulator  in  the  Treasury  Dept., 
which  Secretary  John  W.  Snow  is  ex- 
pected to  back  when  he  appears  be- 
fore a  House  panel  on  Sept.  10. 

But  critics  want  to  make  sure  the 
new  regulator  has  teeth — and  that's 
what  Fannie  and  Freddie  are  fight- 
ing. Their  best  weapon:  Washington's 
fear  that  curbing  them  could  hurt 
liquidity  in  the  mortgage  market, 
boost  interest  rates,  and  hasten  a 
housing  slowdown.  No  pohtician 
wants  the  blame  for  ruining  the  sec- 
tor that,  thanks  to  the  refinancing 
mania,  has  fueled  consumer  spend- 
ing— the  economy's  one  bright  spot. 
Snow  may  counsel  caution.  Trea- 
sury could  get  modest  new  powers, 
but  fundamental  change  is  off  the 


table  for  now.  The  gses'  rivals,  who 
would  like  to  see  them  saddled  with 
higher  capital  standards,  stripped  of 
their  implicit  federal  guarantee,  or 
even  broken  up,  will  be  disappointed 
again  as  Fannie  CEO  Franklin  D. 
Raines  musters  his  lobbying  clout  to 
limit  reforms. 

Congress  may  order  Treasury  to 
approve  any  new  products  Fannie 
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may  get  new 
powers,  and 
Parseghian 
is  out.  Raines, 
however,  still 
has  plenty 
of  clout 

and  Freddie  want  to  offer,  such  as 
mortgage  insurance.  Detractors, 
which  include  such  big  lenders  as 
Wells  Fargo  and  Citigroup,  say  the 
GSES  have  moved  far  afield  of  their 
mission  to  buy  loans  from  lenders 
and  pool  them  into  instruments 
known  as  mortgage-backed  securi- 
ties. Fannie  and  Freddie  argue  that 
pre-approval  will  stymie  innovation, 
which  is  likely  to  fall  on  deaf  ears. 
Rivals  will  have  a  tougher  time 
winning  other  curbs.  They  want  the 
GSES  to  meet  the  same  capital  stan- 
dards as  banks,  both  to  level  the 
playing  field  and  cut  risk.  By  law, 
Fannie  and  Freddie  must  hold  in  re- 
serve at  least  2.5%  of  their  on-bal- 
ance-sheet  assets,  vs.  4%  banks  must 
hold  against  their  home  loans.  But 
OFHEO  Director  Armando  Falcon  Jr. 


says  the  lower  reserve  is  sufficient! 
"While  banks  engage  in  a  broad  arj 
ray  of  loans,  some  of  which  are  rislf 
er  than  mortgages,  [Fannie  and 
Freddie]  just  have  mortgage  assetfl 
he  says.  That  logic  suits  lawmakerfj 
especially  Democrats,  who  fear  thai 
a  higher  standard  would  reduce  th»| 
GSEs'  overall  mortgage  financing, 
making  it  harder  to  fulfill  their  misl 
sion  of  fostering  alj 
fordable  housing. 

Fannie  and  Fredl 
die  are  also  likely  tl 
deflect  efforts  to  lir| 
their  investment 
portfolios.  Critics 
their  combined  $1.6| 
trillion  of  invest- 
ments makes  them  \ 
more  like  hedge 
funds  with  an  impl^ 
government  safety 
net.  Fannie  and 
Freddie,  which  get  I 
the  majority  of  the^ 
profits  from  such  ii 
vestments,  insist  tl 
risk  is  well-manage 
by  hedging.  LawmtJ 
ers,  afi-aid  that  curbing  the  gses'  in-i 
vestment  freedom  could  nudge  inter| 
est  rates  higher,  will  probably  agre 
In  the  end,  Fannie  and  Freddie 
are  likely  to  get  off  lightly — imless  [ 
Freddie  Mac's  accounting  woes  woij 
en.  With  Freddie  expected  to  rest 
three  years'  worth  of  earnings  in  ls| 
September,  fi-esh  revelations  could 
yet  spur  a  Hill  crackdown.  That  als| 
might  give  credence  to  arguments, 
now  made  sotto  voce,  that  the  real  I 
problem  is  that  Fannie  and  Fredditj 
have  grown  too  big  and  present  tocl 
much  risk.  But  for  now,  fear  of  dis-| 
rupting  the  great  American  mort- 
gage binge  has  convinced  Washing-] 
ton  that  it's  safer  just  to  tinker. 

Barms  and  Dwyer  cover  finanici\ 
policy  from  Washington. 


ONE  OUT 
OF  THREE 

With  Congress  afraid  of 
weakening  the  housing 
market,  Fannie  and 
Freddie  wiN  likely  face 
only  modest  reforms. 


CAPITAL  Critics  want  to 
force  both  companies 
to  hold  the  same  amount 
of  capital  as  banks.  But 
at  Fannie  and  Freddie 
that  could  cut  profits 
and  limit  expansion     an 
argument  that  is  likely 
to  prevail. 


RISK  Fannie's  and 
Freddie's  investments, 
totaling  $1.6  trillion, 
leave  them  vulnerable  to 
big  interest  rate  moves. 
Yet  Congress  is  unlikely  to 
cap  these  investments  for 
fear  that  it  could  help 
push  up  interest  rates. 


FOCUS  In  an  effort  to     j 
force  Fannie  and  Freddi 
to  hew  to  their  core 
mission     making  housin 
affordable  to  more 
people     lawmakers  wanti 
to  rem  in  their  ability 
to  issue  new  products. 
They'll  likely  get  their  w 
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MERGERS 


THIS  TRAILER  DEAL 
COULD  GET  TRASHED 

Warren  Buffett's  Clayton  Homes  buyout  may  be  in  jeopardy 


When  Berkshire  Hathaway  Inc. 
struck  a  $1.7  billion  deal  last 
April  to  acquire  Clayton  Homes 
Inc.,  it  was  a  classic  move  for  the  in- 
vestment firm  and  its  legendary  chief, 
Warren  Buffett.  Clayton,  a  Maryville 
(Tenn.)  maker  of  manufactured  homes, 
fit  Buffett's  style  of  buying  boring,  brick- 
and-mortar  businesses  that  appear  un- 
dervalued. And  the  deal  seemed  set  for 
clear  sailing.  During  one  easygoing  con- 
ference call  in  April,  James  Clayton, 
Clayton's  folksy  chairman,  began  strum- 
ming his  guitar  while  Buffett  picked  his 
ukulele  over  the  speakerphone. 

Now  it  appears  the  time  has  changed. 
Following  shareholder  approval  in  July, 
Clayton  management  in  early  August 
declared  the  deal  done  and  even  stopped 
trading  in  its  shares.  But  after  dissi- 
dent shareholders  complained  that  the 
deal  was  forced  through  at  a  lowball 
price  and  with  alleged  proxy  firaud,  a 
Tennessee  judge  on  Aug.  18  put  the 
buyout  on  hold.  With  a  jury  trial  now 
set  to  take  place  as  early  as  September, 
the  deal  is  in  danger  of  falling  apart. 

The  fraud  suit,  filed  by  a  small  Den- 
ver pension  fund,  has  raised  the  stakes 
for  all  parties.  While  Berkshire  isn't 
commenting,  Clayton  ceo  Kevin  T. 
Clayton — James's  son— calls  the  aUega- 
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tions  "false,  reckless,  and  offensive."  No 
doubt  stakeholders  would  be  quick  to 
settle  if  Berkshire  would  boost  its 
$12.50-a-share  offer.  But  the  Nebraska 
financier  warned  as  recently  as  mid-July 
that  it  "will  not  raise  its  price  now  or  in 
the  future."  Buffett,  whose  own  actions 
aren't  in  question,  has  little  immediate 
incentive  to  do  so.  If  the  suit  fails,  he'U 
get  Clayton  at  the  agreed-upon  price. 

Legal  experts  say  it's  unlikely  the 
courts  will  derail  the  deal.  University  of 
Texas  law  professor  Henry  T.  C.  Hu 
notes  that  courts  have  "historically  been 
reluctant  to  unscramble"  agreed-upon 
mergers.  But  if  jurors  find  fi-aud  and  at- 
tempt to  award  hefty  damages  to  share- 
holders or  force  Clayton  to  renegotiate 

UNDERVALUED  ASSET? 

Clayton  Homes  stock  ceased  trading  on 

Aug.  7  after  shareholders  approved  its  sale 

to  Berkshire  Hathaway  for  $12.50  a  share 
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BUFFEn  AT  THE  PLANT 

If  he  walks  away  from  the  I 
Clayton's  stock  could  plu 

the  deal,  analysts  warn  thall 
fett  could  walk.  That  may 
Clayton's  stock  to  collapse] 
shareholders,  "this  has  b 
high-stakes  poker,"  warns  ^ 
A.  Perino,  a  securities  law 
sor  at  St.  John's  University, 
At  issue  is  Clayton  m; 
ment's  handling  of  Buffett's 
From  the  outset,  some  instil 
al  investors  squawked  in  proti 
Buffett's  $12.50-per-share  bid 
ly  a  third  below  where  the 
pany's  shares  traded  in  mi( 
and  at  the  low  end  of  the 
$15.58  value  that  bankers 
Clayton  in  March.  Still,  it  ■' 
12.3%  premium  over  what  s 
traded  for  when  Berkshire 
its  offer.  Clayton  management  co; 
that  its  bid  was  fair  in  light  of  the  : 
in  manufactured  housing:  Industry 
ments  have  plimged  60%  since  th 
peak.  They  also  hope  that  tappin] 
Berkshire's  cheap  funding  sources 
give  it  a  leg  up  over  rivals.  But 
vestors  stiU  think  accepting  an  o: 
April  was  shortsighted.  "We  were 
middle  of  a  war.  [Buffett's]  timing 
not  have  been  better,"  grumbles  Jar] 
Dorr,  general  coimsel  for  Orbis  Ir| 
ment  Management  Ltd.,  which  voi 
5.3%  stake  against  the  merger. 

Dissident  shareholders  allege] 
when  Clayton  management  ref 
they'd  lose  the  shareholder  vote  S( 
mid-July,  they  delayed  it  by  two  w 
Even  then,  it  was  a  squeaker:  De 
starting  with  the  28%  of  shares 
by  the  founding  Clayton  family, 
agement  won  over  just  one-third  c 
remaining  shareholders — giving 
52%,  or  barely  the  needed  majorit 
Even  then,  investors  question 
Clayton  got  to  52%.  The  suit  com 
that  Clayton  executives  refused  to 
a  vote  untU  they  knew  they'd  wii 
fused  to  give  another  potential  b 
time  to  moxmt  a  rival  bid,  and  may 
altered  some  ballots — allegations 
Clayton  has  emphatically  denied. 

Given  Buffett's  success  as  a  vali 
vestor,  could  he  now  face  resistance 
investors  who  don't  want  to  sell  to  h 
a  depressed  price?  "The  fact  tha 
Warren  Buffett  who  wants  to  buy 
you  should  tell  you  that  you  shoi 
sell,  at  least  not  at  his  price,"  quips 
If  shareholders  overturn  his  des 
Clayton,  the  Oracle  of  Omaha  may 
singing  a  different  tune. 

By  Dean  Foust  in  At 
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FOR  BROKERS. 
irS  COUGH-UP  TIME 

CHRISTMAS  WILL  COME  EARLY 

for  mutual-fund  investors. 
Many  could  get  millions  of 
dollars  in  refunds  from  bro- 
kerage firms  that  failed  to 
pass  along  promised  discounts 
on  sales  commissions.  In  an 
unusual  Aug.  26  industry- 
wide directive,  the  NASD, 
which  regulates  securities 
firms,  ordered  brokers  to 
make  refunds,  with  interest, 
to  investors  who  were  over- 
charged on  their  mutual-fund 
purchases.  The  crackdown  fol- 
lows NASD  surveys  that  foimd 
most  brokerage  firms  failed 
to  cut  sales  commissions  for 
investors  whose  holdings 
qualified  them  for  discounts. 

LEWIS  BOOTH 
TAKES  THE  WHEEL 

ON    AUG.    27,    FORD    NAMED 

Lewis  Booth,  who  had  been 
running  the  company's  Mazda 
unit,  to  head  its  troubled  Eu- 


CLOSING    BELL 


HOT  CHIPS 

With  tech  on  the  road  to  re- 
covery, Wall  Street  is  betting 
Fairchild  Semiconductor  will 
move  into  the  fast  lane, 
thanks  to  its  broad  chip  port- 
folio. Fairchild's  shares 
jumped  13.4%,  to  $16.97,  on 
Aug.  27  on  expectations  that 
higher  demand  in  the  com- 
puter, automotive,  and  con- 
sumer-electronics sectors  will 
boost  revenues  and  profits. 
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ropean  unit.  Booth  will  be  the 
fourth  boss  since  1999  at 
Ford  of  Europe,  which  has 
been  struggling  for  a  decade 
to  rebuild  profits  and  market 
share.  A  54-year-old  engineer. 
Booth  replaces  Martin  Leach, 
who  resigned  as  president 
and  COO  in  August.  Ford  of 
Europe  expected  to  beef  up 
skimpy  profits  this  year,  but 
competition  and  currency 
swings  helped  drive  it  into 
the  red  in  the  first  half. 


WHEN  IS  A  LEASE 
NOT  A  PURCHASE? 

IF  THE  U.  S.  AIR  FORCE  WERE 

a  company,  the  Securities  & 
Exchange  Commission  would 
be  scrutinizing  its  $19.6  billion 
lease  of  Boeing  refueling  tan- 
kers. Why?  To  postpone  the 
full  cost  of  the  100-plane  deal, 
the  service  is  caUing  it  an  op- 
erating lease,  not  a  purchase. 
But  not  everyone  is  con- 
vinced. In  an  Aug.  26  letter, 
the  Congressional  Budget  Of- 
fice concludes  the  transaction 
is  a  purchase  and  says  it  may 
be  $2  billion  more  expensive 
than  an  outright  purchase. 
While  a  purchase  would  re- 
quire all  the  money  to  be 
budgeted  up  front,  an  oper- 
ating lease  allows  annual  pay- 
ments. But  despite  the  CBo's 
concerns,  the  Air  Force,  aid- 
ed by  the  deal's  political 
backers  (BW — July  7),  may 
stUl  get  its  way. 

MCI:  IN  HOT  WATER 
IN  OKLAHOMA 

WORLDCOM'S  LEGAL  TROUBLES 
just  got  worse.  On  Aug.  27, 
Oklahoma  Attorney  General 
W.A.  Drew  Edmonson  filed 
criminal  securities  charges 
against  the  telecom  company, 
now  known  as  MCi,  and  its 
founder,  Bernard  Ebbers.  It 
is  the  first  time  in  the  recent 
corporate  crime  wave  that 
states  have  taken  the  lead  in 
criminally  prosecuting  a  high- 
profile  case.  MCI  agreed  to 
"fully  cooperate"  with  Okla- 


HEADLINER:   RICHARD    GRASSO 


NOW,  THArS  A  KILLING 


It's  quite  a  payday.  After 
months  of  speculation 
about  the  pay  of  New  York 
Stock  Exchange  Chair- 
man Richard  Grasso, 
the  nxmibers  were 
released  on  Aug. 
27 — and  they  are 
huge.  As  part  of 
a  deal  that  ex- 
tends his  term  as 
chairman  and  CEO 
through  May  31, 
2007,  Grasso,  57,  is 
getting  a  one-time 
payment  of  $140  million. 
That's  in  addition  to  his 
$1.4  million  annual  pay- 
check and  a  "target  annual 
bonus"  of  $1  million. 

Of  the  lump  sum,  $91.6 
million  comes  from  ac- 
crued savings  and  retire- 
ment benefits,  and  $47.9 
million  is  from  prior  incen- 


tive awards.  In  a  state- 
ment, Grasso  said  that  h 
was  pocketing  his  accum 
lated  compensation  anc 
benefits  "in  order  t 
facilitate  persona 
financial  and  es- 
tate planning." 
Word  of  Gras 
so's  package  coi 
turn  up  the  hea 
on  the  NYSE  cha 
man,  who  has  be< 
criticized  for  being 
removed  &x)m  invest* 
concerns.  A  spokesman  fo 
the  SEC,  which  is  probing 
stock  exchange  govemanc 
practices,  says:  "We  are 
looking  into  the  details."  I 
even  though  the  NYSE  hat 
given  Grasso  a  vote  of  coi 
fidence,  the  SEC  may  not 
so  supportive. 

Gary  We 


homa,  confirming  that  it  was 
still  on  track  for  a  bankrupt- 
cy-court confirmation  hearing 
on  Sept.  8.  Oklahoma's  actions 
came  a  day  after  MCI  agreed 
to  implement  boardroom 
changes  recommended  by  its 
bankruptcy-court-appointed 
monitor.  The  changes  include 
limiting  directors'  terms,  pro- 
hibiting employee  stock  op- 
tions, and  separating  the 
chairman  and  CEO  jobs.  If  the 
changes  are  adopted,  MCi 
chief  Michael  Capellas  will 
have  to  give  up  one  of  his  ti- 
tles— and  he  has  said  he 
would. 


SIEBEL  ASSENTS 
TOASEHLEMENT 

IT    TOOK    A    LITTLE    KICKING 

and  screaming,  but  Siebel 
Systems  finally  agreed  to  re- 
form its  corporate  governance 
to  settle  a  shareholder  law- 
suit. Brought  by  the  Teach- 
ers' Retirement  System  of 
Louisiana,  the  suit  accused 


Siebel's  board  of  appro> 
excessive  pay  for  founder 
CEO  Thomas  Siebel  anc 
failing  to  disclose  op 
grants  to  directors.  To  st 
the  case,  Siebel  agreec 
limit  the  nimiber  of  opt 
it  grants  to  outside  direc 
and  to  improve  disclosur 
option  values  and  pay  crit 
for  directors  and  executi 
It  also  agreed  to  sev. 
board  changes,  incluc 
adding  one  new  director 
expanding  the  size  of 
compensation  and  governs 
committees. 


ETCETERA... 


■  Martha  Stewart  Living  ' 
nimedia  reported  an  86%  ( 
in  second-quarter  profits. 

■  Marlboro  maker  Altria 
proved  a  higher-than-exp 
ed  6.3%  dividend  increas* 

■  Lockheed  Martin  agree- 
pay  $37.9  million  to  settk 
legations  that  it  overchar 
the  Air  Force  on  contract 
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RICHARD  S.  DUNHAM 


HIS  CALIFORNIA  WILDFIRE 

;  SURE  TO  SINGE  THE  WHITE  HOUSE 


alifornia's  truth-is-stranger-than-Hollywood  political 
ruckus  has  had  more  plot  twists  than  a  cheesy  soap 
opera,  and  now  yesterday's  Republican  recall  dream  has 
led  into  today's  nightmare  for  the  Bush  Administration. 
»ut  tomorrow,  as  they  say,  is  another  day.  The  White 
se  is  still  hoping  for  a  victory  that  replaces  embattled  De- 
ratic  Governor  Gray  Da\as  with  a  Republican  leader  able 
atch  up  the  world's  sixth-largest  economy  and  help  speed 
ational  recovery.  In  an  increasingly  Democratic  state, 
fever,  a  win  by  movie  tough  guy  Arnold  Schwarzenegger 
ome  other  gop  aspirant  may  not  be  in  the  script. 
Vhile  President  Bush  has  studiously 
ided  taking  a  position  on  the  recall, 
.ertainment  Tonight's  favorite  cam- 
^  has  galvanized  Democratic  loyal- 
across  the  country.  They  see  it  as 
latest  GOP  effort  to  steal  offices  Re- 
licans  can't  win  in  regular  elections, 
nbined  with  the  redistricting  battle 
^exas,  the  Oct.  7  recall  has  reignited 
;  pent  up  since  the  Florida  recount, 
n  J.  Pitney  Jr.,  a  political  scientist  at 
remont  McKenna  College,  calls  the 
ry  Dems  "blue  hots,"  for  the  "blue" 
:es  carried  by  Al  Gore  in  2000. 
ichw^arzenegger's  media-magnet  can- 

icy  puts  the  President  on  the  spot  because  of  close  ties  be- 
-'en  the  political  neophyte  and  the  Bush  family.  Arnold 
ired  the  first  President  Bush's  Commission  on  Physical  Fit- 
s,  backed  George  W.  in  2000,  and  conferred  with  strategist 
*1  Rove  at  the  White  House  as  recently  as  April, 
still,  Bush  must  tread  carefully.  Bushies  infuriated  Cali- 
lia  conservatives  by  siding  with  moderate  Richard  Riordan 
he  ill-fated  2002  gubernatorial  primary  against  hard-right 
Drite  Bill  Simon  Jr  And  though  Schwarzenegger  has  made 
Dads  with  the  Right  because  of  his  perceived  electabihty 
I  anti-tax  rhetoric,  he  is  a  social  liberal.  Some  35%  of  con- 


ARNOLD  AND  PAL  IN 


servatives  backed  him  in  an  Aug.  16-21  Los  Angeles  Times 
Poll,  but  many  remain  loyal  to  state  Senator  Tom  McClintock. 
The  irony  of  Bush's  California  conundrum  is  that  the  White 
House  would  have  preferred  no  recall  at  all.  Then  the  Pres- 
ident could  have  run  in  a  state  where  the  Democratic  gov- 
ernor was  the  most  unpopular  in  histor>'.  Now^  he  faces  risks 
whichever  w^ay  the  recall  goes.  If  Davis  stages  a  comeback,  it 
will  be  seen  as  a  rejection  of  Republican  excesses.  But  if  he  is 
removed,  he  might  be  replaced  by  the  state's  first-ever  Lati- 
no governor.  Democratic  Lieutenant  Governor  Cruz  Busta- 
mante,  who  lead?  Arnold  35%  to  22%  in  the  Times  Poll. 

Some  Republicans  think  the  only  way 
to  rescue  the  recall  is  to  unite  behind 
Schwarzenegger.  Under  pressure,  Si- 
mon has  dropped  out.  And  rumors  are 
rife  that  Rove  soon  will  tighten  the 
screw^s  on  McClintock  and  independent 
businessman  Peter  Ueberroth.  Bush's 
campaign  flatly  denies  any  involvement, 
and  California  Republican  Chairman 
George  "Duf '  Sundheim  thinks  pres- 
sure tactics  are  risky.  "This  is  an  issue 
about  California  to  be  decided  by  Cali- 
fomians  for  California,"  he  says. 

Whatever  the  final  outcome,  Sund- 
heim  sees  some  positive  signs  for  the 
Golden  State  gop.  The  party  has  registered  85,000  new  loy- 
ahsts  this  year — 11%  of  them  ex-Democrats.  Ousting  Davis 
would  be  a  sign  of  gop  muscle.  And  a  pragmatic,  reformist 
party  could  be  poised  for  gains  in  2004  legislative  elections. 
"The  soil  is  being  prepared  in  a  way  that  can  be  very  favor- 
able," Sundheim  says. 

Perhaps.  But  the  soil  in  California  has  been  poisoned  with 
partisanship.  Bush  now  trails  a  generic  Democrat  47%  to 
42%  in  a  hj^wthetical  2004  match-up,  according  to  an  Aug.  10- 
13  Field  PoU.  So  whether  the  President's  men  get  involved  or 
not.  Bush  is  unlikely  to  emerge  unsinged  by  the  raging  recall. 


Family  ties 


CAPITAL  WRAPUP 


DWELL  FIGHTS  BACK 

Chairman  Michael  K.  Powell  is  try- 
^g  to  put  out  the  firestorm  he  ignited 
I  June  when  the  Federal  Communica- 
ons  Commission  relaxed  rules  re- 
acting the  size  of  media  companies, 
s  the  Senate  prepares  to  vote  in 
eptember  to  gut  a  new  rule  enabling 
/  networks  to  buy  more  stations, 
owell  is  trying  to  quell  fears  of  media 
msolidation  by  studying  ways  to  pro- 
lote  local  programming.  And  he  is 
tiding  allies  on  the  Right.  Americans 
•r  Tax  Reform,  the  anti-tax,  anti-reg- 


ulation group  led  by  Grover  G.  Nor- 
quist,  is  launching  an  Internet  ad  cam- 
paign and  a  Web  site  backing  FCC  me- 
dia reforms. 

Norquist  and  others  argue  that  the 
backlash  against  Powell  will  encourage 
re-regulation — including  reimposition 
of  the  Fairness  Doctrine,  which  could 
muzzle  conservative  talk  radio.  But 
there's  a  split  on  the  Right.  Other  con- 
servative groups — including  the  Na- 
tional Rife  Assn.  and  the  Family 
Research  Council — fear  that  the  con- 
solidation push  would  lead  to  liberal 
media  censorship  of  their  views. 


CRACKING  DOWN 

►  The  Securities  &  Exchange  Commis- 
sion can't  lock  'em  up,  but  it  can  give 
errant  execs  the  boot.  So  far  in  fiscal 
2003,  it  has  barred  a  record  144  execs 
from  ever  again  serving  as  officers  or 
directors  of  pubUc  companies.  That's 
more  bars  in  11  months  than  the  126 
for  all  of  2002 — and  a  far  cry  from  the 
38  in  2000.  And  under  a  new  poUcy, 
those  w^ho  settle  charges  without  ad- 
mitting or  denying  guilt  wiU  no  longer 
be  allowed  to  contest  sec  allegations 
in  related  discipUnary  actions. 
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International  Business 


THE  ECONOMY 


IS  EUROPE 
ROLLING? 


Maybe,  but 
without  sweeping 
reform,  recovery 
won't  last 


Henri  de  Castries,  chairman  and 
CEO  of  Paris-based  insurance  and 
financial-services  giant  Axa,  is 
widely  credited  with  keeping  his 
group  afloat  during  Europe's  worst  eco- 
nomic storms  in  three  decades.  Over 
the  past  two  years,  he  has  battened 
dowTi  Axa's  hatches  by  cutting  costs — 
almost  $225  million  in  the  past  12 
months — and  jettisoning  noncore  and 
underperforming  units  such  as  insur- 
ance operations  in  Austria  and  India. 
Although  its  reach  is  global,  Axa  still 
depends  on  Europe  for  55%  of  its  $70 
billion  in  annual  revenue.  That  expo- 
sure was  evident  when  de  Castries  an- 
nounced first-half  results  in  mid- August: 
net  income  down  75%,  to  just  $216  million. 
Yet  de  Castries  is  turning  more  hope- 
ful about  the  future,  as  are  many  other 
captains  of  industry  and  finance  through- 
out Europe.  Like  leaves  on  the  sea  an- 
nouncing landfall,  signs  are  increasing 
that  suggest  Europe's  long 
recession  may  be  nearing 
an  end  (chart).  Sure,  un- 
employment continues  to 
rise,  and  vast  areas  are 
still  reeling  from  an  un- 
precedented August  heat 
wave  that  killed  thousands 
and  devastated  agricul- 
ture. But  in  Germany, 
manufacturing  is  unex- 
pectedly starting  to  pick 
up  for  the  first  time  in 
months.  In  France,  new- 
business  creation  is  sud- 
denly zooming.  "That's  a 
good  sign,"  says  Jean-Paul 


Betbeze,  chief  economist  of  France's 
Credit  Lyonnais.  "There  is  a  certain 
amount  of  optimism  now,"  says  de  Cas- 
tries. But  he  adds  an  important  caveat: 
"Once  more,  we'll  see  structural  growth 
lower  than  the  U.S.  and  even  proba- 
bly lagging  behind  Japan." 

That's  the  catch.  Europe  does  look  set 
for  a  cyclical  rebound — but  it  is  imKkely 
to  be  a  strong  one.  To  make  any  kind  of 
meaningful  dent  in  continent-wide  un- 
employment of  8.1%,  Eiu-ope  needs  to 
grow  next  year  by  at  least  2.5%.  That 
looks  almost  unattainable,  given  low  re- 
cent rates  of  investment  by  European 
companies.  In  France,  for  example,  busi- 
ness investment  has  been  declining  for 
nine  straight  quarters.  "The  economy 
has  bottomed  out,  and  the  dowTiward 
part  of  the  cycle  is  over.  But  there  is 
little  real  momentum,"  says  Michael 
Heise,  chief  economist  of  German  bank- 
ing and  insurance  giant  AUianz  Group. 
He  predicts  growth  next  year  in  Ger- 
many, which  accounts  for  one-third  of 
Europe's  total  economy,  at  just  2%. 

If  there  are  surprises  in  store,  a  grow- 
ing number  of  observers  think  they  may 
well  be  on  the  upside  this  time  rather 
than  the  dowTi.  "The  stage  is  set  for  the 
European  economy  to  grow  now,  and  we 
believe  people  are  being  too  gloomy," 
says  Nicolas  Sobczak,  senior  European 

ENCOURAGING  SIGNS 


CONSUMmON 
IS  UP  IN  THE  EU... 
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economist  at  Goldman  Sachs  Grou  Ic 
If  he's  right,  it  would  be  the  opjtt, 
of  the  false  dawns  Europe  witnH' 
over  the  past  couple  of  years.  In : 
2002,  for  example,  Germany's  toita 
nomic-research  institutes  startec  i 
naling  sharp  rises  in  business  senti  m 
indicating  a  turnaround  was  imm  m 
Yet  Germany's  economy  slid  bad  n 
recession  soon  after.  "[Our]  poll  is  r  : ! 
ways  coiTect,"  admits  Volker  Kle  i 
economist  at  Mannheim's  Center  fo  B 
ropean  Economic  Research.  "Bi  f. 
hope  it  will  be  right  this  year." 

Part  of  the  new  optimism  is  d 
corporate  housecleaning.  Net  corj  '^ 
debt  levels  in  the  European  Unio 
now  less  than  in  the  early  1990&  a^ 
interest  rates  are  at  record  po;  ^ 
lows,  making  the  debt  much  eas  •  < 
ser\ace.  Profit  margins  in  France  ^ 
many,  and  elsewhere  are  startil 
creep  up  as  a  result.  In  recent  vl . 
companies  as  diverse  as  electronics  isi 
Royal  Philips  Electronics  and  Gerr 
BASF  have  reported  better-than-ex)  f 
results  despite  the  terrible  econonr  a 
vironment.  "This  is  a  real  diffe  ni 
[compared]  with  previous  down  c\  e» 
says  Axa's  de  Castries.  "It  means  ai 
panics  may  come  back  faster  tht  b 
fore,  since  balance  sheets  are  stro  el 
The  most  important  change  is    ''• 
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,  In  what  is  looking  in- 
:asingly  like  a  signifi- 
it  break  with  the 
stwar  tax-and-spend 
Jfare  state,  some  tradi- 
^ally  hesitant  politi- 
ris  are  starting  to  enact 
)-growth  policies.  Al- 
jugh  France's  15- 
inth-old  center-right 
vernment  has  been 
:ktracking    on    some      ,  .  , 

)mises  to  reduce  the   tllG  UPSIQG 
e  of  the  civil  service, 
olic-sector  payrolls  are 
ng  shaved  back  for  the 
>t  time  in  five  decades, 
id  Prime  Minister  Jean- 
;rre  Raffarin  recently  announced  a 
\  of  personal  and  corporate  tax  cuts, 
vio  Berlusconi,  the  head  of  Italy's 
iter-right  government,  declared  in 
e  August  that  sweeping  pension  re- 
ins are  in  the  works. 
Germany,  Europe's  growth  laggard, 
lid  now  yield  the  greatest  surprise  of 
.  Against  a  grim  backdrop  of  two 
aight  quarters  of  recession  and  rising 
employment,  German  Chancellor  Ger- 
rd  Schroder — fresh  on  the  heels  of 
iiging  forward  billions  in  tax  cuts  fix)m 
|)5  to  next  year — looks  set  to  carry 
"ough  much  of  an  economic-reform  pro- 


If  there  are 
surprises  in 
store,  many 
analysts  say 
they  will  be  on 


A  SHOPPING  FRENZY  IN 
PARIS:  TAX  CUTS  MAY 
BOOST  SPENDING 


gram  he  unveiled  in 
March.  For  the  first  time, 
Schroder  seems  to  have 
overcome  critics  within  his 
Social  Democratic  Party. 
The  opposition  Christian 
Democratic  Union,  mean- 
while, looks  too  fi-actured 
to  stop  the  reform  process. 
Still,  the  opposition's  con- 
trol of  Germany's  upper 
house  of  parliament,  where 
reforms  need  to  be  ap- 
proved, means  that  some 
parts  of  the  program  could 
be  rejected. 

Schroder  may  be  coimt- 
ing  on  what  is  beginning 
to  look  like  a  broad  change  in  attitudes 
about  reform.  Over  the  past  few 
months,  the  German  media  has  been 
fiooded  with  stories  highlighting  the  per- 
ceived failures  of  Germany's  welfare 
state.  "This  was  unthinkable  even  a 
year  ago,"  says  John  C.  Komblum,  for- 
mer U.  S.  ambassador  to  Germany  and 
now  head  of  Lazard  &  Co.'s  German 
merchant  banking  operations.  "There  is 
an  important  cultural  shift  under  way." 
That  may  be  because  the  pain  has 
now  worked  its  way  through  the  very 
heart  of  Germany  Inc.  Take  Germany's 
mighty  automobile  industry,  the  coun- 


THE  CASE  FOR 
A  REBOUND 

LOWER  TAXES 

$17.5  billion  in  Ger- 
man tax  cuts  moved 
forward  to  next  year. 
France  and  Finland 
announce  personal 
and  corporate  tax  cuts. 

STRONGER  DOLLAR 
AND  YEN 

European  exporters 
stand  to  benefit  from 
surge  in  value  of  dollar 
and  yen  since  May. 

LOWER  RATES 

European  Central  Bank 
shifted  to  strongly  stim- 
ulative rate  cuts  in  late 
2002.  European  rates 
are  at  historic  lows. 

BETTER  CORPORATE 
EARNINGS 

European  telcos  re- 
bound, while  groups 
such  as  Infineon, 
Philips,  and  BASF  re- 
port upside  earnings 
surprises. 

Data:  BusinessWeek 

try's  biggest  employer  and  a  traditional 
bellwether  for  the  rest  of  the  economy. 
It  is  now  suffering  on  the  back  of  Eu- 
ropean car  sales,  which  are  declining 
about  2.6%  this  year.  Although  regis- 
trations of  new  cars  began  rising  in 
June  and  July,  Japanese  and  Korean 
manufacturers  are  the  ones  benefiting. 
At  the  same  time,  brutal  competition 
in  a  stagnant  market  has  triggered  an 
alarming  squeeze  on  margins  at  thou- 
sands of  suppliers.  Their  profitability  in 
2002  declined  by  as  much  as  30%,  cal- 
culates Bemd  Kreutzer,  partner  at  the 
Frankfiirt  office  of  A.  T.  Kearney.  "Their 
financial  situation  is  dramatic,"  he  says. 

Tax  cuts  and  continued  low  interest 
rates  certainly  can  help  energize  a  slug- 
gish continental  economy.  But  without 
sustained  structural  reforms,  Europe's 
overall  recovery  could  prove  to  be  lim- 
ited and  short-lived,  economists  warn. 
Over  the  past  few  years,  Europeans 
could  take  heart  that,  while  they  may 
not  be  as  fast-growing  as  the  U.  S.,  they 
were  at  least  a  far  cry  from  recession- 
and  deflation-racked  Japan.  Will  the 
knowledge  that  Europe  is  falling  be- 
hind Japan — as  may  well  happen  next 
year — be  enough  to  spur  action? 

By  John  Rossant  in  Paris,  with 
David  Fairlamb  in  Frankfurt  and 
bureau  reports 
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IRAQ 


THE  BAHLE  FOR  A 
CELL-PHONE  DEAL 

Will  non-Americans  really 
get  a  chance  in  Iraq? 

The  400  international  telecom  execs, 
equipment  vendors,  and  financiers 
who  crowded  into  the  Grand  Hyatt 
in  Amman,  Jordan,  on  July  31  for  a 
briefing  on  plans  to  build  a  new  mobile- 
phone  network  in  Iraq  had  dollar  signs 
in  their  eyes.  At  stake  was  nothing  less 
than  control  of  one  of  Iraq's  most  vital 
future  assets.  Since  Washington  had  al- 
ready awarded  billions  in  uncontested 
reconstruction  contracts  to  U.S.  com- 
panies Halliburton  Co.  and  Bechtel 
Group  Inc.,  the  conference  attendees 
had  reason  to  worry  that  telecom  might 
be  the  next  Americans-only  honey  pot. 

Their  concerns  were  heightened  once 
they  saw  the  terms:  No  bidder  could 
be  more  than  5%  government-owned. 
That  meant  that  nearly  every  mobUe 
operator  in  the  Middle  East  and  Eu- 
rope was  out  of  contention.  Plus,  the 
three  winners  wovild  be  required  to  post 
bonds  covering  the  full  cost  of  con- 
struction— possibly  as  high  as  $150  mil- 
Hon  each.  Such  demanding  terms,  says 
telecom-equipment  analyst  Jason  Chap- 
man for  researcher  Gartner  Inc.,  'Svould 
have  made  the  short  hst  very  short." 

But  a  surprising  thing  happened  over 
the  next  few  w^eeks.  Responding  to  the 
outcr>'  from  potential  bidders,  the  U.S.- 
led  Coalition  Provisional  Authority  (CPA) 
twice  relaxed  its  terms.  By  the  time 
bids  were  due  on  Aug.  21,  the  cpa  had 
lowered  the  bond  requirement  to  $30 
milhon  and  agreed  to  permit  up  to  10% 
government  ownership  in  any  bidding 
consortium.  That  let  state-ovmed  carri- 
ers enter  the  running  in  conjunction 
with  private  investors.  More  than  a  half- 
dozen  Middle  Eastern  telcos  have 
thrown  their  hats  in  the  ring  (table). 

The  winners  will  be  announced  on 
Sept.  5.  The  cpa's  tender  for  Iraq's  mo- 
bile network  is  a  crucial  test  of  its  will- 
ingness to  engage  Iraq  and  the  rest  of 
the  Mideast  in  the  job  of  rebuilding  the 
ravaged  nation.  To  date,  says  Walid 
Khadduri,  editor  of  the  Cyprus-based 
Middle  East  Economic  Survey,  "there 
has  been  very  little  reliance  on  Iraqi 
institutions."  If  the  cpa  were  to  award 
mobile  contracts  only  to  U.S.  compa- 
nies, it  would  shatter  any  illusion  that 
America  intends  to  spread  the  w^ealth. 


Such  concerns  weren't  foremost  w^hen 
the  mobile  contracts  were  being  drawn 
up.  Seeking  a  lightning-fast  rollout,  the 
CPA  devised  a  scheme  to  car\'e  Iraq  into 
three  wireless  regions.  Each  will  be 
served  by  different  carriers.  After  12 
months,  the  operators  are  encouraged  to 
invade  other  territories  in  the  hopes  of 
fostering  competition. 

The  decision  to  limit  the  contracts  to 
two  years  was  perhaps  the  boldest 
stroke.  After  that,  a  new  Iraqi  govern- 
ment is  expected  to  organize  its  own 
tender — and  there's  no  guarantee  Sep- 
tember's winners  will  be  picked  again. 
It's  an  assvirance  to  Iraqis  "that  w^e're 


IN  THE  RUNNING 


TURKCELL  Turkey's  largest  mobile 
carrier  is  bidding  with  compatriot 
Cukurova  Investments  and  a  mi- 
nority player  from  Iraq 

ORASCOM  Egyptian  giant,  part  of 
billionaire  Onsi  Sawiris'  Orascom 
Group,  confirmed  on  Aug.  26  that 
it's  a  bidder 

BATELCO  Bahrain  Telecommuni- 
cations is  bidding  with  Iraq's  Al- 
Bunnia  Trading  and  Singapore's 
Windmill  International 

ZAGIL  WIRELESS  Consortium  in- 
cluding Voex,  a  Michigan  company 
run  by  an  Iraqi-American,  plus  MCI 
and  Iraq's  Ghiath  Sukhtian 

Data:  BusinessWeek 


not  giving  it  away  for-  STREET  T/ 
ever,"  says  a  U.S.  Sen-  Making  a. 
ate  Foreign  Relations  satellite  c 
Committee  staffer.  Thus,   in  Baghdt 

most  bidders  have  lined  

up  Iraqi  partners.  "Having  local 
vestors  in  a  winning  consortium  is 
as  an  insurance  pohcy  when  a  su 
quent  Iraqi  government  takes  o\ 
says  Norman  Sandler,  director  of  gl 
strategic  issues  for  Motorola  Inc. 

On  the  other  hand,  the  two-year  t 
could  make  it  nearly  impossible  for  c 
panies  to  recoup  their  investme 
Iraq's  infrastructvire  is  so  shattered 
operators  may  need  to  build  pricey  J 
or  microwave  backbones  to  connect 
lular  towers.  The  threat  of  sabotagf 
rebels  necessitates  expensive  secu 
And  market  potential  is  limited  by  w 
spread  poverty.  Motorola  figures  on 
about  500,000  mobile  users  initial 
roughly  a  $60  milhon  annual  busii 
if  customers  spend  an  average  of 
per  month.  Such  small  returns  sug; 
that  only  the  very  brave — or  f 
hardy — are  plunging  into  the  fray. 

If  Iraq  gets  back  on  its  feet,  thoi 
the  mobile  pioneers  could  end  up  pr 
ing  handsom.ely.  Telecom  analyst  B< 
Ostergaard  of  Forrester  Research 
estimates  that  mobile  penetratioi 
Iraq  could  rise  to  20%,  or  about  4.6 
Uon  users,  in  three  years.  That  c< 
translate  into  a  $1  billion  annual  mai 
With  numbers  like  that,  it's  no  wot 
companies  are  seeing  green.  The  hof 
that  some  of  it  stays  in  Iraq. 

By  Andy  Reinhardt  in  P 
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HE  INCREDIBLE  FALCON  7X. 


LEADERSHff  TAKES  A  QUANTUM  LEAP 


hen  you  can  vauU  aver  your  competition 
in  one  decisive  move,  you  don't  hesitate — 
neither  do  we. 

We're  using  the  technology  and  engineering 
edge  we've  gained  building  fighters  to 
create  the  world's  most  advanced  business  jet. 
With  a  revolutionary  new  wing  that  marries 
computer  design  andjly-by-wire  technology  to 
make  a  30%  leap  injlying  efficiency.  And  an 
elegant,  sculpted  body  that  virtually  defies  drag. 


It  is  a  package  of  speed  and  economy 
wrapped  around  the  most  comfortable,  library- 
quiet  cabin  in  the  sky.  And  powered  by  three 
engines  that  take  you  in  and  out  of  even  small 
airports  —  and  5, 700  miles  across  oceans  and 
continents  —  unth  ease. 

The  Falcon  7X  vM  leapfrog  the  competition 
by  far  You  are  cordially  invited  to  do  the  same. 

First  flight:  2005.  Delivery:  2006. 
wwivJakonjet.com 


U.S.  201.541.4600 /Fram33.U7.ll.82.32 
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International  Business 


HONG  KONG 

A  STRONG 
TAILWIND 

Can  Beijing  quell  Hong  Kong's 
dissent  by  fixing  its  economy? 

Clutching  her  Ferragamo  handbag, 
Xu  Meifeng  helps  her  sister 
choose  a  Burberrj'  skirt  in  Hong 
Kong's  swank  Landmark  shopping 
mall.  Her  husband,  Chen  Xiaohui,  looks 
on,  his  wallet  at  the  ready.  "The  prices 
are  better  in  Italy,"  says  Chen,  a  trader 
from  Shanghai  who  took  the  family  on 
an  Itahan  shopping  trip  two  years  ago. 
This  time,  though,  the  family  opted  to 
stay  closer  to  home.  "Hong  Kong  is 
much  more  convenient,"  says  Chen. 

Things  are  going  to  be  even  more  con- 
venient on  the  Chen  farmiys  next  Hong 
Kong  shopping  spree.  Beijing  is  relaxing 
restrictions  on  mainlandei*s  who  want  to 
visit  Hong  Kong.  Before  the  change, 
Chinese  citizens  could  only  travel  to  the 
former  British  colony  in  tour  groups. 
For  the  last  month,  residents  of  four 
nearby  cities  have  been  able  to  get  indi- 
\idual  visas  allowing  them  to  come  and 
go  on  their  own.  On  Sept.  1,  that  privi- 
lege will  be  extended  to  residents  of 
Guangzhou,  Shanghai,  and  Beijing. 

The  measure  is  certain  to  be  a  boon 
for  Hong  Kong  retailers.  So  fai*  this  year, 
mainlanders  have  made  up  54%  of  visitors 
to  Hong  Kong,  up  from  19%  a  decade 
ago.  Easing  restrictions  could  boost  their 
number  by  a  third,  to  10.4  million,  next 
year  and  spark  the  flagging  Hong  Kong 
economy,  Citigroup  estimates.  Partly  as  a 
result  of  the  policy  shift,  Citigroup  has 
upped  its  Hong  Kong  growth  forecast 
for  2004  to  5.8%  from  3.8%. 

The  new  rules  are  part  of  a  broader 
campaign  by  mainland  authorities  to 
jump-start  Hong  Kong's  economy.  Al- 
though Beijing  once  took  a  hands-off 
approach  to  the  territory,  Chinese  offi- 
cials now  want  to 
shore  up  Hong  Kong's 
beleaguered  chief  ex- 
ecutive, Tung  Chee- 
hwa.  He  could  use 
some  help.  Property 
values  have  sunk  by 
two-thirds  since  Hong 
Kong  was  handed  over 
to  China  six  years  ago. 
Unemployment  is  up 
to  8.7%.  And  prices 
have  been  sliding  for 
nearly  five  yeai*s. 


A  GROWING  DEPENDENCE 
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Data:  Hang  Kong  Tourism  Boartl.  Citigroup 


SHOPPING  TRIP:  Chinese  tourists  in  Hong  Kong 


Beijing  sees  Hong  Kong's  economic 
woes  as  a  key  reason  for  massive 
demonstrations  in  July.  That's  when  a 
half-mUhon  Hong  Kongers  took  to  the 
streets  to  protest  a  proposed  antisub- 
version  law  backed  by  Tung.  Although 
the  measure  was  the  catalyst  for  the 
marches,  mainland  officials  figure  that  if 
they  can  get  the  economy  moxing  again, 
the  opposition  to  Tung  will  melt  away. 
So  Beijing  hasn't  been  shy  about  dish- 
ing out  the  goodies.  China  has  recently 
signaled  that  it  will  approve  construction 
of  a  $2  billion  bridge 
and  tunnel  linking 
Hong  Kong  with 
Macau  on  the  western 
edge  of  the  Pearl  Riv- 
er Delta.  This  sum- 
mer, Chinese  officials 
have  hinted  that  main- 
landers  soon  may  be 
allowed  to  invest  in 
Hong  Kong  stocks, 
while  banks  in  the  ter- 
ritory may  be  allowed 
to  trade  the  Chinese 
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jTian — a  big  step  in  oj 
up  the  country's  closed  | 
rency.  Perhaps  Beijing's 
thoughtful    gift    is    a 
agreement     allowing 
Kong  companies  prefere 
access  to  the  mainland 
ket.  When  the  measure 
into  effect  on  Jan.  1,  it  "wj 
for  Hong  Kong's  service 
omy  what  Deng  Xiaoi 
opening  of  the  Chinese 
my  in  1978  did  for  our 
facturers,"  says  Victor  I 
chairman  of  Hong  Kong 
ing  giant  Li  &  Fung. 

Officials  in  the  neighbcj 
proxince  of  Guangdong 
been  doing  their  part, 
Guangdong  Governor  Hij 
Huahua  notes  that  80'! 
Guangdong's     exports 
shipped  through  Hong 
two-thirds  of  the  proviii 
foreign    investment     cc 
from  Hong  Kong  and  Mi 
and   Hong  Kong  comps 
employ  some  12  miUion 
ers  in  Guangdong.  "Gu^ 
dong's  success  would  not 
been  possible  without 
Kong's  help,"  says  Huanj 

With   so   much   at 
Huang  is  eager  to  streng 
ties.  He  has  become  a 
supporter  of  the  Delta  Br 
project.    And    on    Aug  J 
Huang  and  Tung  said 
would  create  eight  new 
mittees  to  deal  with  cross-border  h 
"There's  now  a  realization  in  both 
Kong  and  Guangdong  that  thefr 
nomic  fates  are  linked,  and  there 
willingness  to  work  together," 
Hong     Kong     University     profe^ 
Michael  J.  Enright. 

The  payoff  from  the  partnership 
be  huge.  When  completed,  perhap^ 
early  as  2007,  the  18-mile  bridge 
spur  growth  on  the  relatively  undej 
veloped   western   side  of  the   Df 
Thanks  in  large  part  to  their  proxiil 
to  Hong  Kong,  cities  on  the  easf 
shore  have  grown  at  least  three 
as  fast  as  those  in  the  west.  Better  I 
to  Hong  Kong  coxild  bring  similar  p| 
perity  to  western  cities  such  as  Zh| 
and  Zhongshan — and  would  boost 
Kong  as  well.  The  city  has  been  th 
a  rough  patch.  But  with  the  heljl 
their  mainland  brethren,  including  sll 
pers  like  the  Chens,  Hong  Kong's  i| 
dents  may  once  again  show  the  wl 
their  storied  capacity  for  resilience. 
By  Mark  L.  Clifford  and  Fred\ 
Balfour  iyi  Hong  Kong 
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No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone, 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers 
a  wide  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 

Call  1  888  MY  mLIFE"  or  visit  attwireless.com 


same  phone,  same  number,  tha 


m 


ATbT  Wireless 


003  AT&T  Wireless.  All  Rights  Reserved.  Requires  new  activation  on  a  qualified  plan,  credit  approval,  a  $36  Activation  Fee,  one  or  two-year  agreement,  compatible  device 
a  $175  cancellation  fee.  Service  and  features  not  available  on  all  devices,  rate  plans  or  available  for  purchase  or  use  in  all  areas.  Service  and  rates  only  available  in  select 
:rnational  locations.  Calling  to  certain  countries  is  blocked.  Not  all  devices  contain  all  international  networks'  frequencies.  Most  worldwide  coverage  when  using  the 
nens  S46.  Usage  is  rounded  up  to  the  next  full  minute.  Unused  monthly  minute  allowances  lost.  Roaming,  additional  minute  and  long  distance  charges,  and  other  restrictions, 
rges.  universal  connectivity  charge,  surcharges,  assessments  to  defray  costs  for  government  programs,  and  taxes  apply.  Availability  and  reliability  of  service  are  subject  to 
wmlssion  limitations.  You  will  be  bound  by  the  General  Terms  and  Conditions  and  rate  plan  and  promotional  materials.  Available  countries  and  rates  are  subject  to  change, 
to  attwireless.com/international  for  current  coverage  and  rate  information. 
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EDITED  BY  ROSE  BRADY 


TRADE  TALKS:  CAN  RICH  NATIONS 
KEEP  THE  POOR  ON  BOARD? 


Can  the  benefits  of  free  trade  and  globalization,  as  well  as 
the  pain,  be  distributed  among  rich  and  poor  nations  in  a 
more  equitable  way?  The  146  members  of  the  World 
Trade  Organization  will  convene  in  Canciin,  Mexico,  on  Sept. 
4  to  ponder  that  question — and  attempt  to  revive  stalled 
but  crucial  trade  talks  known  as  the  Doha  Round. 

How  the  U.S.,  Europe,  Japan,  and  developing  countries 
such  as  Brazil  horse-trade  in  Canciin  will  determine  whether 
the  Doha  negotiations  have  a  chance  to  be  completed  on 
schedule  by  January,  2005.  The  talks  are  the  first  to  ac- 
knowledge that  50  years  of  trade  liberalization  have  left  much 
of  the  nonindustrialized  world  behind. 
But  the  talks  are  bogged  down  be- 
cause developing  nations,  which  make 
up  three-fourths  of  the  wro  member- 
ship, want  "special  and  differential" 
treatment,  while  richer  countries  find  it 
hard  to  meet  demands  that  mean  sac- 
rificing powerful  constituencies  such  as 
farmers  and  drugmakers.  "There's  been 
hardly  any  progress  and  httle  good- 
will from  the  rich  countries,"  complains 
Martin  Kohr,  a  Malaysian  specialist  on 
developing  economies. 

Now,  the  rich  nations — led  by  the 
U.  S. — ^are  scrambling  to  inject  momen- 
tum into  the  talks.  With  the  global  economy  still  slumping,  a 
contraction  in  global  trade  is  the  last  thing  Washington  wants. 
And  no  one  wishes  to  be  blamed  for  a  replay  of  the  1999 
WTO  talks  in  Seattle,  which  collapsed  in  a  miasma  of  tear  gas 
and  recriminations.  Moreover,  President  Bush's  trade  agenda 
wQl  be  deemed  a  failiire  if  the  U.  S.  allows  the  Doha  talks  to 
unravel.  "We  want  to  retain  a  high  level  of  ambition  in  Can- 
cun,"  says  Deputy  U.  S.  Trade  Representative  Josette  Shiner, 
whose  negotiators  have  logged  over  a  million  miles,  much  of  it 
in  travel  to  Third  World  capitals,  leading  up  to  Canciin. 
The  biggest  challenge  will  be  finding  the  right  formula 


BRAZIL  CANE:  U.S.  tariffs  are  a  hot  issue 


for  the  thorny  issue  of  agricultural  trade.  The  develo 
world  pins  its  hopes  on  persuading  Europe,  Japan,  and 
U.  S.  to  lower  tariffs  and  quotas  on  imported  food  and  e 
cially,  to  cut  subsidies  to  their  coddled  farmers.  The  farm 
tors  of  developing  countries,  which  account  for  60%  of 
ployment  and  up  to  35%  of  gross  domestic  product, 
been  devastated  by  rich-nation  overproduction  of  commi 
such  as  cotton,  wheat,  and  com.  Because  of  such  trade 
tortions,  poor  farmers  lose  $24  billion  each  year,  says  W; 
ington's  International  Food  Policy  Research  Institute 
Brazil,  whose  commodity  exports  such  as  sugar  face  an 
erage  15%  tariff  in  the  U.  S.,  is  lead 
the  effort  to  pressure  richer  nat 
to  make  sweeping  subsidy  cuts. 
U.S.  and  Europe,  with  their  own 
tory  of  farming  disputes,   recer 
agreed  to  slash  subsidies  and  tar 
Details  must  be  worked  out,  but  I 
and  European  negotiators  hope  to- 
per over  their  differences  in  Canciii 
keep  talks  going  with  poorer  countr 
Poorer  nations  are  also  wary  of  n 
ing  concessions.  India  is  leading  the 
sistance  to  a  U.  S.  proposal  to  cut  taj 
on  manufactured  goods  to  zero  by  2( 
:  Business  wants  poorer  nations  to  cr 

down  on  piracy  of  software,  entertainment,  and  medicii 
But  poorer  nations  want  less,  not  more,  patent  protection 
case  in  point:  African  and  Asian  nations  without  their  o 
drugmakers  want  to  import  knockofife  fixtm  India  and  Brazil 
a  fraction  of  what  they  might  pay  U.  S.  drugmakers. 

Such  a  concession  may  be  one  of  the  few  deals  to  erne: 
ahead  of  schedule  from  Canciin.  The  U.  S.  has  acquiesced 
looser  enforcement  of  patent  rules  in  Africa  to  allow  the 
port  of  cheap  medicines.  A  few  more  compromises  like  t 
will  be  enough  to  avoid  a  Seattle-style  calamity. 

By  Paul  Magnusson  in  Washing 


GLOBAL  WRAPUP 


PALESTINIAN  POWER  STRUfiGLE 

►  How  long  can  Palestinian  Prime 
Minister  Mahmoud  Abbas  last? 
Locked  in  a  power  struggle  with  long- 
time Palestinian  leader  Yassir  Arafat, 
Abbas  plans  to  address  the  Palestin- 
ian parliament  in  early  September — 
and  may  ask  for  a  vote  of  confidence. 
If  he  does,  he's  not  sure  to  win  it. 
Speculation  is  growing  that  Abbas 
may  resign,  dealing  another  blow  to 
the  U.  S.-sponsored  "road  map  for 
peace,"  which  the  Prime  Minister 
committed  to  trying  to  follow  in  June. 


In  office  just  100  days,  Abbas'  politi- 
cal position  has  taken  a  turn  for  the 
worse  since  the  militant  group  Hamas 
carried  out  a  devastating  bus  bombing 
in  Jerusalem  on  Aug.  19,  killing  21 
people.  That  led  to  deadly  Israeli 
reprisals  against  Hamas  leader  Ismail 
Abu  Shanab  and  other  militants. 
Hamas  declared  the  temporary  cease- 
fire that  Abbas  had  brokered  to  be 
over.  Abbas  had  hoped  that  the  cease- 
fire would  ease  pressure  on  him  to 
"dismantle  the  terrorist  infrastruc- 
ture," as  the  road  map  requires. 

Now,  Washington  and  Jerusalem  are 


calling  for  him  to  act  decisively  to  ar- 
rest militants.  Abbas  lacks  the  power 
to  do  so  because  Arafat  still  commani 
most  Palestinian  security  forces — and 
refuses  to  cede  control.  "Arafat  wantJ 
a  Prime  Minister  just  in  name,"  says 
Sattar  Kassem,  a  pohtical  scientist 
from  al-Najah  University  in  Nablus. 
On  Aug.  27,  Arafat  asked  militant 
groups  to  renew  the  cease-fire — anott 
er  sign  he  aims  to  keep  calling  the 
shots  rather  than  let  Abbas  play  a 
more  prominent  role  and  take  the  lea 
on  waging  peace. 

By  Mark  Weiss  in  Jerusalem. 
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A  slightly  more  enlightened  way. 


Studies  show  creating  and  sustaining  an  inspired  environment  can  have  a  big  impact  on  employee  outlook  and  performance. 
It's  a  reflection  of  your  image  to  your  customers  too.  That's  where  we  come  in.  From  flooring  solutions,  to  Interior 
Vitalization  that  extends  the  life  of  your  space,  and  reclamation  services  that  put  old  ^MtHp 
carpet  back  to  work,  instead  of  in  a  landfill.  Learn  more  about  our  unique  approach     ^Ui 

^     ^i.  ^-  1  ■  ■  ^    ..       ^^^      r.^,  .r..^.  .-r-    ^  „         ^^^^     Ttis  Inteflor  ServlcBS  Company 

to  the  continuous  care  of  your  interior  environment.  Call  1-800-4DUPONT  (Option  2).  of  DuPom  Textiles  and  interiors 

INTERIOR    ASSESSMENT       |      PRODUCTS    &     INSTALLATION       |      INTERIOR    VITALIZATION       |      RECLAMATION 
The  Invironmentalists"  is  a  trademark  of  OuPont  or  its  affiliates   ©2003  El   du  Pont  rie  Nemours  and  Companv 
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Inside  every  HR  department  is  a 
profit  center  just  dying  to  get  out. 


c  -s, 


PeopleSoft  Human  Capital  Management.  \ 

The  only  real-time  solution  that  drives  a  higher  level  of  business  performance.  ' 

PeopleSoft  HCM  transforms  the  role  of  your  workforce.  Manage  and  mobilize  a  unified,  global  network  of 
employees.  Connect  people  to  business  processes,  anywhere  in  the  world,  anytime,  from  any  Web  devic. 
Align  your  workforce  with  strategic  business  goals.  And  watch  your  traditional  HR  department  start  drivim 
increased  revenue  growth.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1  888-773-81 


Human  Capital  Manageme 


yi*:.  V' 


SPECIAL  ADVERTISING  SECTION 


PRODUCTIVITY 
AND  PERFORMANCE 

THE  GOOD  NEWS  GETS  EVEN  BETTER  » 


AMR  RESEARCH'S  MONICA  BARRON  AND  JOHN  HAGERTY,  AMONG  OTHERS,  SHARE  THEIR 
EXPERTISE  ON  MANAGING  A  COMPANY'S  PERFORMANCE  AND  WORKFORCE. 


Companies  striving  for  success  tend  to  focus  on 
the  little  things,  fine-tuning  the  cogs  that 
make  the  machine  go.  They  integrate  tech- 
nologies into  their  enterprise  system,  measure 
and  streamline  business  processes,  and 
enhance  collaboration  and  communication  throughout  the 
value  chain,  from  purchasing  through  manufacturing,  sales, 
and  service.  Yet,  in  emphasizing  these  mechanics,  execu- 
tives can  overlook  a  fundamental  business  reality:  the  whole 
is  greater  than  the  sum  of  its  parts,  even  if  they're  optimized 
to  the  max.  To  reach  the  next  level  of  success,  a  company 
must  actively  manage  its  enterprise  productivity  and 
performance,  not  just  measure  and  refine  them. 

One  emerging  approach  to  this  challenge,  called  Enterprise 
Performance  Management  (EPM),  combines  software 
applications  and  business  processes  with  performance 
measurement  and  management  strategies.  In  doing  so,  EPM 
creates  an  iterative,  continuous  process  that  mixes  the  best 


of  the  command-and-control  management  philosophy  with 
the  nimbleness  of  sense-and-respond  activities.  The  objective: 
rapid  readjustment  to  changing  business  conditions,  improved 
decision  making,  and  better  performance. 

EPM  is  part  philosophy  and  part  technology.  "It's  where 
strategy  and  planning  meet  execution  and  planning,"  says 
John  Hagerty,  vice  president  of  research  at  Boston-based 
researcher  and  consultant  AMR  Research  Inc.  "EPM  com- 
bines strategic  goal  setting  and  alignment  with  planning, 
forecasting,  and  modeling  capabilities.  It  uses  powerful 
analytics  to  drive  smarter  operational  plans  and  supports  the 
agility  needed  to  respond  to  changes  and  opportunities  as 
they  occur.  The  ultimate  goal  of  EPM  is  to  help  companies 
pilot  the  business  in  the  desired  direction." 

Unlike  traditional  measures,  though,  EPM  reaches  beyond 
simple  financial  assessments.  "EPM  is  about  total  company 
management,"  Hagerty  adds. "  It  takes  into  account  all  aspects 
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of  what  a  company  does  and  will  do,  from  people  to  processes 
to  operational  activities  to  financials.  If  s  across  the  board.  And 
ifs  not  a  one-time  deal.  Experienced  companies  characterize 
EPM  as  an  implementation  followed  by  endless  tinkering." 

TOP  TO  BOTTOM 

A  fully  developed  EPM  strategy  includes  all  enterprise 
operational  concerns,  such  as  supply  chain,  customer 
management,  and  production  issues.  It  evaluates  the 
performance  of  the  organization  not  just  by  such  conven- 
tional measurements  as  gross  sales  and  profit  margins,  but 
also  by  any  criterion  defined  as  critical  to  the  company's 
success  -  such  as  customer  churn,  manufacturing  quality, 
or  inventory  turn  rates.  In  addition,  EPM  assesses  the  per- 
formance of  the  enterprise  from  entities  as  large  as  business 
units  down  to  the  contributions  of  individual  employees.  By 
aligning  the  activities  of  individuals  with  corporate  goals  and 
providing  frequent  feedback  to  employees  on  how  well  they 
are  doing,  EPM  seeks  to  get  the  most  from  the  workforce. 

Corporations  are  clearly  beginning  to  recognize  the  importance 
of  EPM:  some  40%  of  companies  recently  surveyed  by  AMR 
Research  reported  that  EPM  is  one  of  their  top  initiatives  for 


bet\^een  when  events  occur  and  when  management  unde 
stands  whaf s  happening.  Traditional  performance  results  arj 
reported  weekly  or  at  the  close  of  a  month,  limiting  manage 
to  stale  information.  EPM  creates  an  environment  in  whii 
business  operations  are  monitored  in  real  time.  Static  repo 
are  replaced  by  interactive  software  presentations  such  a| 
dashboards  and  scorecards,  which  deliver  relevant  info 
mation  to  the  appropriate  users  as  it  happens. 

Further,  EPM  can  be  used  to  integrate  disparate  activities 
merging  such  activities  as  planning  and  reporting  cycles 
With  the  new  information,  companies  can  view  intelligenci 
about  the  business  in  the  context  of  a  forward-looking  pla 
that  drives  the  business  in  a  desired  direction,  instead  of ; 
historical  report  that  only  describes  past  activities.  Say 
Hagerty:  "EPM  allows  executives  to  shape  the  compan 
so  that  it  performs  in  a  preferred  way,  rather  than  just  lettinc 
performance  happen  without  direction." 

For  example,  weight-management  services  provider  Jenn 
Craig  Inc.,  in  Carlsbad,  Calif.,  recently  began  a  performance 
management  initiative  that  helps  the  company  track 
understand,  and  manage  client  progress  and  loyalty  an 


TO-DO  LIST  FOR  ESTABLISHING  A  PERFORMANCE  MANAGEMENT  BASELINE  » 


REQUIREMENT: 

1.  Identify  company  strategy  and  key  drivers 

2.  Agree  on  what  metrics  will  be  used  to  measure  these  drivers 
[3.  Prepare  the  data 

4.  Establish  common  business  definitions 


RESPONSIBILITY: 

C-level  executives 

C-level  executives  and  IT,  line-of-business  chiefs 
In-house  business  and  IT  resources 
C-level  executives,  LOB  chiefs 


2003.  "There  is  an  increased  drive  by  senior  management  and 
executives  to  create  alignment  and  accountability  at  all  levels 
of  the  organization,  which  supports  optimal  performance," 
explains  Hagerty.  "To  do  this,  companies  must  ensure  that  each 
employee  understands  the  corporate  goals  and  what  his  or  her 
role  is  in  achieving  those  goals.  That's  what  EPM  provides." 

Moreover,  the  business  community  is  demanding  the  kind 
of  accountability  and  visibility  that  only  a  properly  executed 
EPM  initiative  can  deliver.  The  need  for  meticulous  external 
reporting  -  whether  for  Sarbanes-Oxley  Act  compliance, 
government  regulators,  or  market  watches  -  increases  the 
need  for  performance  tracking  and  management.  Says 
Hagerty:  "I  think  performance  management  is  in  the  right 
place  at  the  right  time." 

REAL  TIME  =  REAL  RESULTS 

How  can  a  solid  EPM  strategy  help  companies  become 
more  competitive?  First,  such  initiatives  reduce  the  lag  time 


Source:  AMR  Research,  200: 

the  success  of  direct-marketing  campaigns.  Using  software 
from  Business  Objects  SA,  a  French-founded  company  with 
US  headquarters  in  San  Jose,  Calif.,  Jenny  Craig  now  provides 
more  than  1 00  field  managers  with  access  to  real-time  infor- 
mation. "We  frequently  offer  promotions  and  coupons  in  our 
direct-mail  campaigns,"  says  CIO  Sara  Braziller.  "The  system 
allows  our  operations  group  to  work  with  marketing  to  use  point- 
of-sale  data  to  analyze  the  coupons  redeemed  by  region.  We 
realized  we  didn't  have  to  be  quite  so  generous  in  some 
areas  -  that  there  were  markets  where  we  could  scale  back 
these  promotions  and  save  money,  without  losing  any  sales." 

The  good  news  is  that  most  companies  embarking  on  an 
EPM  initiative  have  much  of  the  technology  foundation 
already  in  place.  An  optimal  EPM  solution  includes  a  tech 
nical  framework  that  supports  data  marts  or  warehouses, 
reporting  systems,  and  business  intelligence;  planning 
systems  that  help  the  organization  look  forward;  and  visu- 
alization products  like  dashboards  and  scorecards  that 
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The  market  is  volatile.  Consumer  confidence  is  fickle.  And  you've  got  a  business  to  run.  Clearly,  you  need 
business  systems  that  help  you  plan  accordingly.  SAP  has  more  than  30  years'  experience  helping  companies  run 
more  efficiently,  with  everything  from  analytical  tools  that  help  you  take  decisive  action  to  an  open  e-business 
platform  that  helps  you  get  more  value  out  of  the  systems  you've  already  invested  in.  So  no  matter  what  size 
company  you  are,  we  have  a  long-term  plan  for  you.  Visit  sap.com  for  more  details. 

THE  BEST-RUN  BUSINESSES  RUN  SAP 
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provide  users  with  Web-based  access  to  information  they 
can  view,  query,  and  investigate.  The  trick  is  taking  these 
discrete  systems  and  combining  them  in  a  holistic  fashion 
that  supports  collaboration  and  the  exchange  of  information. 

Elements  that  aren't  already  available  can  be  implemented 
incrementally.  "You  don't  have  to  adopt  an  EPM  strategy 
full-bore,"  says  Hagerty.  "It's  better  for  companies  to  pinpoint 
their  biggest  source  of  pain  and  adopt  a  solution  that 
addresses  that.  Then  grow  the  EPM  solution  from  there." 

YOUR  MOST  VALUABLE  ASSET 

Because  approximately  60%  of  operating  costs  are  personnel- 
related,  many  executives  are  choosing  to  focus  first  on  the 
aspect  of  EPM  that  concerns  so-called  human  capital  man- 
agement (HCM).  "Companies  are  looking  for  better  ways  to 
link  employee  activities  to  corporate  strategies,"  explains 
Monica  Barron,  research  director  for  HCM  at  AMR  Research. 
"There  is  a  long-standing  chasm  between  the  two.  Often 
employees  don't  know  what  the  organization  is  trying  to  do 
or  how  their  efforts  can  help  achieve  those  goals." 

In  addition,  reduced  workforces  and  increased  pressure  to 
achieve  can  expose  an  unpleasant  reality:  executives  often 
have  little  knowledge  about  the  capabilities  and  skill  sets 
available  in  their  employees.  "Most  companies  have  no 
mechanism  in  place  to  ensure  that  people  are  doing  the  right 
thing  or  have  the  right  information  in  the  right  place  at  the 
right  time,"  explains  Debbie  Schmidt,  global  vice  president 
for  HCM  at  SAP  AG,  in  Walldorf,  Germany.  "And  beyond 
sales  and  production,  they  have  very  few  objective  measures 
to  even  assess  how  well  employees  are  performing." 


89%of  companies  will  initiate  an  HCM  software  project  inl 
2003.  Most  will  focus  on  the  dual  challenge  of  reducing 
administrative  costs  while  enhancing  programs  designed 
to  attract  and  retain  top  employees.  Although  budgets  fori 
HCM  projects  are  expected  to  rise  only  4%  this  year,  AMR 
Research  projects  that  such  areas  as  workforce  acquisition! 
and  optimization  and  incentive  management  will  be  hot. 

Yet  Barron  warns  that  technology  solutions  cannot  replace! 
either  a  culture  that  values  employee  contributions  orl 
in-place  processes  that  are  supported  by  executivel 
management.  "Technology  alone  won't  do  it  all,"  she  says. 
"Companies  definitely  need  to  have  the  processes  inJ 
place.  But  solutions  can  enable  companies  to  do  a  better  jobj 
with  their  HCM-related  performance  management  initiatives."  | 

EMBRACING  CHANGE 

HCM  software  systems  are  especially  adept  at  helping! 
companies  manage  change,  for  both  employees  and  man- 
agers. Employees  are  expected  to  work  more  productively 
and  efficiently  now  than  ever  before,  shaping  their  own  career] 
paths.  Companies  that  once  valued  compliant,  conforming  j 
workers  now  need  innovative,  out-of-the-box  thinkers. 

Manager  roles  are  also  changing.  Leaders  must  align  employ- 1 
ees  and  activities,  decide  to  invest  corporate  resources  in 
particular  individuals,  assign  workers  to  support  customers, 
create  teams,  set  goals  and  objectives,  and  measure  and 
follow  through  on  all  activities.  "The  primary  customer  of 
most  HR  organizations  is  no  longer  the  employee,  it's  the 
manager,"  says  SAP's  Schmidt.  "Helping  managers  to 
meet  their  goals  is  a  key  priority  across  the  board." 


In  recognition  of  this  need,  companies  are  increasing  spending 
on  their  HCM-related  applications.  According  to  AMR  Research, 


HCM  TOTAL  REVENUE  FORECAST 

BY  APPLICATION  SEGMENT,  2002-2007  >> 
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HCM  tools  such  as  dashboards  and  scorecards  facilitate 
the  management  of  change  throughout  the  organization. 

Dashboards  automatically  deliver 
infonmation  to  individual  employees 
in  the  formats  they  need,  from 
simple  highlights  to  deep  analysis. 
By  pushing  critical  data  directly  to 
the  desktop,  dashboards  enable 
employees  to  take  action  quickly. 
This  rapid  access  can  help  man- 
agers and  employees  head  off 
problems  before  they  escalate, 
explains  Jason  Averbook,  director 
of  HCM  global  marketing  for 
PeopleSoft  Inc.  in  Pleasanton, 
Calif.  "Dashboards  can  also 
act  as  a  control  center  for  HR 
organizations,  providing  visibility 
in  real-time  on  a  host  of  important 
workforce  issues." 
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<  gap  between  pay  and  market 


Don't  get  stuck  between  a  rock  and  hard  place 
Take  control  with  Callidus  Enterprise  Incentive 
Management  (EIM)  solutions,  TrueComp®and 
TruePerformance'".  With  Callidus  EIM  solution 
you  can  align  sales,  employee  and  channel 
tactics  with  corporate  goals  and  shareholder 
values-ensuring  that  the  right  people  are  paid 
the  right  amount,  on  time,  every  time.  Callidus 
Software  delivers  dynamic  solutions  that 
alleviate  compensation  headaches  and  improv( 
companies'  profitability  and  productivity. 

TrueComp  delivers  business  results  by 
strategically  leveraging  incentive  compensatioi 
converting  it  into  a  competitive  weapon  rather 
than  an  expensive,  ineffective  administrative 
burden.  TruePerformance  provides  the 
necessary  tools  and  analytics  to  accurately  plan 
implement,  manage  and  measure  all  aspects  oi 
employee  compensation-across  the  organizatic 
The  solution  is  industry-recognized,  customer- 
validated  Enterprise  Incentive  Management 
software  from  Callidus  Software. 


Analysts  agree  that  Callidus  Software  is  a 
inflexible  compensation  systems  \Q^^■^^^  provider  of  trusted  EIM  solutions. 

Callidus  Software's  experience  is  unmatched 
and  continues  to  prove  itself  through  successfi 
<  error-prone  payments  customer  implementations  in  major  enterprise; 

around  the  globe. 


CALLIDUS 


SOFTWARE* 


See  why  analysts  agree  that  Callidus  is^  market  leadler. 
Visit  us  at  www.callidussoftware.com/^o/businesswei&k/ 
and  receive  a  complimentary  copy  of  the  2003  Gartrver 
Incentive  Compensation  Management  tiCM)  Report! 


v^ffhe 


07003  Callidus  Software.  All  Rights  Reserved.  Callidus  SoftwJ^he  Callidus 
Software  logo,  TrueComp  and  TruePerformance  are  trademarks  or  registered 
trademarks  of  Callidus  Software,  Inc.  in  the  United  States  and  other  countries. 
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Scorecards  can  help  the  entire  workforce  understand  how 
its  performance  relates  to  company  goals,  in  between 
formal  evaluations.  "Scorecards  are  a  familiar  delivery 
mechanism  that  people  feel  comfortable  with,"  notes 
Averbook.  "Employees  and  managers  can  use  them  to 
explore  certain  aspects  of  the  information  in  real  time, 
asking  more  questions  so  they  understand  what  they  need 
to  do  their  jobs  better." 

All  these  tools  are  most  effective  when  delivered  through 
Web-based  portals  or  corporate  intranets.  Electronic  avail- 
ability enables  employees  to  access  current  information  at 
their  convenience,  usually  with  one  click.  With  drill-down 
capabilities,  they  can  pose  queries  and  dig  deeper  for  causal 
relationships.  The  objective  is  to  facilitate  the  kind  of  decision 
making  that  will  support  the  company's  overall  business  goals. 

Another  critical  tool  for  HCM  performance  management  is 
workforce  analytics  or  workforce  information  management, 
which  helps  executives  correlate  cause  and  effect  and 
manage  the  workforce  throughout  the  entire  hire-to-retire 
life  cycle.  With  links  to  operational  systems  and  traditional 
human  resources  applications,  the  insight  these  systems 
can  produce  is  powerful.  Says  Patrick  Morrissey,  director 
of  marketing  for  Business  Objects:  "Properly  used,  these 
analytics  enable  executives  to  gain  real  insight  into  the  costs 
and  value  of  their  human  capital,  and  to  show  the  business 
results  as  they  cascade  throughout  the  organization." 

SHOW  THEM  THE  MONEY 

Although  past  performance  management  efforts  concen- 
trated on  sales  reps  and  other  workers  whose  efforts  can  be 
easily  quantified,  today's  EPM  initiatives  can  extend  to  all 
employees  of  the  company.  Goals  for  these  employees  can 
be  set  qualitatively,  using  criteria-based  objectives  that  each 
employee  understands  and  can  work  toward.  In  fact,  some 
businesses  even  include  corporate  stakeholders  outside  the 
organization  -  such  as  business  partners  and  distributors  - 
in  the  performance  management  approach. 

The  most  effective  way  of  shaping  business  behavior  is  to 
reward  people  for  doing  what  management  wants,  aligning 
compensation  with  the  achievement  of  corporate  goals. 
"If  you're  not  linking  performance  to  pay,  you're  not  truly 
doing  performance  management,"  says  Mark  A.  Stiffler, 
president  and  CEO  of  Synygy  Inc.,  in  Conshohocken,  Penna. 
"The  reward  is  key." 

Employing  enterprise  incentive  management  (EIM)  tech- 
nology, businesses  can  encourage  behaviors  that  support 
corporate  goals,  such  as  selling  high-margin  products, 
cross-selling  or  up-selling  to  profitable  clients,  or  enticing 
independent  distributors  to  sell  the  company's  products. 


EIM  solutions  support  complex  variable  compensation 
plans,  and  EIM  modeling  capabilities  enable  companies 
to  project  the  cost  and  impact  of  proposed  changes 
to  compensation. 

Amersham  Biosciences,  a  (Piscataway,  NJ)  company 
focused  on  disease  research,  is  using  an  outsourced  EIM 
package  from  Synygy  to  improve  the  performance  of  165 
sales  reps,  managers,  and  other  employees.  Weekly  sales  ] 
reports  are  now  available  through  a  Web  portal.  The  system 
enhanced  payment  accuracy,  which  boosted  the  confidence 
of  the  sales  reps  in  the  compensation  system  and  reduced 
the  number  of  questions  to  the  company's  business  oper- 
ations department  enough  to  cut  head  count.  Says  Dan 
Eldridge,  manager  of  the  company's  business  operations: 
"I  don't  lose  sleep  over  the  quarterly  incentive  compensation 
calculation  any  more." 

PRIZES  WORK,  TOO 

Most  EIM  applications  replace  either  spreadsheet  or 
manual  approaches,  which  can  be  inflexible  and  error-prone 
and  can  consume  tremendous  administrative  resources. 
The  technology  offers  both  tactical  and  strategic  benefits, 
says  Chris  Cabrera,  vice  president  of  worldwide  sales  and 
business  development  for  Callidus  Software  Inc.,  in  San 
Jose,  Calif.  "Paying  people  more  accurately  -  the  right 
amount  to  the  right  person,  on  time,  every  time  -  can 
generate  savings  of  from  7%  to  10%  of  a  company's  total 
compensation  budget  in  reduced  error  rates,"  he  explains. 
"But  driving  more  effective  business  behavior  and  making 
more  intelligent  decisions  is  a  matter  of  true  competitive 
advantage  -  one  that  can  add  substantially  to  company 
revenue  and  overall  productivity." 

One  Callidus  Software  customer.  New  York-based  Lexis- 
Nexis  Group,  a  division  of  Reed  Elsevier  Inc.,  chose  an  EIM 
package  to  create  a  single  repository  of  commission  infor- 
mation for  its  global  sales  force.  The  company,  which  delivers 
legal,  business,  government,  and  tax  information  worldwide 
through  a  portfolio  of  companies,  now  publishes  its  1,200 
monthly  commission  statements  through  a  secure  Web  site. 
"We've  transformed  our  group  into  a  payroll-style  service, 
with  a  credible  audit  trail,  highly  accurate  calculations,  and 
tremendous  service  to  our  customers,  the  sales  reps,"  says 
Michael  Weber,  senior  director  of  finance.  "Our  productivity 
has  gone  up,  and  the  time  needed  for  dispute  resolution  has 
gone  down.  We  can  shift  our  compensation  plan  as  condi- 
tions change,  and  our  sales  management  team  is  thrilled  with 
the  flexibility  it  has  to  create  compensation  plans  that  drive 
incremental  revenue." 

A  complementary  pay-for-performance  technology  is 
enterprise  incentive  and  recognition  (EIR),  which  adds 


WE  SUGGEST  A  MORE  INTELLIGENT  WM 
TO  IMPROVE  CUSTOMER  RETENTION? 

ft. 

Business  Intelligence /row  Business  Objects 


A/ho  are  your  most  profitable  customers?  Why  are  they 
profitable?  And  what  will  it  take  to  retain  them?  If  you 
ant  answer  all  those  questions,  perhaps  you  should  talk 
o  someone  who  can.  Namely,  Business  Objects. 
3ur  business  intelligence  software  mines  customer 
formation  from  all  your  systems -sales,  marketing, 
pustomer  support,  finance -and  presents  an  integrated 
^ew  of  each  and  every  customer.  You'll  understand 
why  some  customers  are  more  profitable  than  others. 

r 

How  to  keep  the  profitable  ones.  And  make  others 
more  profitable.  You'll  even  get  more  value  out  of  your 
customer  relationship  management  (CRM)  software. 


There  is,  of  coiarse,  a  great  deal  more  that  Business  Objects 
can  do  for  you.  Our  business  intelligence  solutions  enable 
you  to  track,  understand,  and  manage  your  entire  business. 
So  you  can  make  better  decisions,  improve  operational 
efficiency,  and  discover  new  sources  of  revenue.  In  fact, 
more  than  17,500  companies  rely  on  our  solutiorxs  to 
unlock  the  power  of  information  to  improve  enterprise 
performance  every  day.  Perhaps  you  should,  too. 
For  our  free  business  paper  "Optimizing  Enterprise 
Performance  through  Customer  Intelligence"  visit 
www.businessobjects.com/retention.  Or  call  1-800-527-0580. 
Because  a  good  customer  is  a  terrible  thing  to  lose. 


Business  Objects 
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prizes  and  awards  to  basic  and  variable  compensation. 
EIR  is  often  used  to  provide  high-profile,  prestigious 
awards  that  appeal  to  employee  pride.  EIR  applications 
not  only  automate  the  administration  of  prizes  and 
awards,  but  also  help  companies  measure  their  results 
so  they  can  be  fine-tuned  for  even  greater  effectiveness 
in  future  campaigns. 

According  to  Michelle  M.  Smith,  vice  president  of  strategic 
sales  for  San  Francisco-based  Bravanta  Inc.,  companies 
can  use  EIR  technology  to  change  course  more  easily  than 
changing  base  salary.  "If  you  add  a  contest  or  an  incentive  to 
address  an  immediate  business  need,"  she  says,  "it  extends 
your  toolbox  of  performance  management  options." 

ROI  IS  KING 

Cost-justifying  an  EPM  initiative  can  be  challenging  in  an 
economic  climate  that  often  demands  a  return  on  investment 
on  new  projects  within  the  first  year.  In  the  best  of  cases, 
quantifying  the  value  of  EPM  is  difficult  because  the  true 
worth  of  analysis  -  exposing  previously  unrecognized 
information  to  decision  makers  -  is  tough  to  calculate. 
According  to  AMR  Research  analyst  Dana  Stiffler:  "It's 
more  about  shining  a  light  into  corners  to  see  what's  there, 
and  more  importantly,  what  you  choose  to  do  about  it."  In 
a  survey  of  two  dozen  North  American  and  European 
companies  who  have  implemented  an  EPM  strategy, 
AMR  Research  found  that  the  minimum  initial  project 
cost  was  $500,000,  including  hardware,  software,  and 
services.  Many  companies  did  not  begin  to  realize  benefits 
until  a  year  or  more  into  the  project,  and  some  of  those 
benefits  were  soft,  not  hard. 

Yet  Stiffler  reports  that  these  EPM  initiatives  are  working: 
"In  marked  contrast  with  the  grumbling  we  often  hear  about 
ERP  implementations,  not  a  single  executive  we  spoke 
with  regretted  embarking  on  these  projects.  While  returns 
are  not  instantaneous,  they  are  undeniable." 

For  example,  Dow  Corning  Corp. ,  the  $2.6  billion  (Midland, 
Ml)  manufacturer  of  silicone  products  for  commercial  appli- 
cations, expects  to  generate  $53.7  million  over  10  years 
from  its  recent  SAP  HCM  implementation  -  for  an  ROI  of 
163%  in  less  than  four  years.  The  solution  transformed  the 
decentralized  Dow  Corning  HR  organization  into  a  tightly 
integrated  unit,  which  created  improvements  in  global 
employee  management.  Now  Dow  Corning  can  more  eas- 
ily understand  the  demographics  and  capabilities  of  the 
workforce  and  make  better  decisions  about  how  to  structure 
the  organization.  "The  global  single-instance  database 
has  been  the  best  thing  that  has  ever  happened  to  Dow 
Coming's  global  strategy,"  says  Jeff  Scherting,  e-business 
and  finance  process  specialist  at  the  company. 


THE  CHIEF  SETS  THE  COURSE 

Experts  warn  that  EPM  cannot  be  driven  by  IT  or  depa 
mental  managers;  it  must  be  sponsored  and  supported  at  t 
executive  level.  "We've  seen  many  projects  where  someo 
in  mid-management  or  IT  has  a  dashboard  tool  looking  I 
a  home,"  says  Morrissey  of  Business  Objects.  "But  if  th| 
project  isn't  sponsored  by  a  senior  executive,  it's  goin 
nowhere  in  a  hurry." 

As  with  any  key  corporate  initiative,  executives  need  to  s< 
their  own  performance  management  goals,  letting  vendor] 
help  -  but  not  dictate  -  direction.  Performance  managemen 
may  be  one  model,  but  it  is  not  the  only  picture,  sa^ 
Hagerty  of  AMR  Research.  "Companies  need  to  judgl 
vendor  messages  against  their  own  business  goals] 
Executives  can  take  control  of  the  process  by  creating  a| 
architectural  blueprint  on  the  front  end.  Not  only  will 
blueprint  make  it  easier  to  adopt  EPM  in  affordable  incre 
ments,  Hagerty  points  out,  'It's  the  best  path  to  achievinj 
real  performance  management  success." 


AMR  RESEARCH  >> 


AMR  Research  is  a  strategic  advisory  firm  that  provides  ' 
critical  analysis  and  actionable  advice  to  business  and 
technology  executives  to  help  them  manage 
resources,  assess  and  mitigate  risk,  and  increase 
business  value.  The  company  's  research  initiatives 
are  based  on  The  Performance-Driven  Enterprise,  a 
practical  approach  to  understanding  how  business 
strategy  drives  technology  adoption.  AMR  Research, 
founded  in  1986,  is  headquartered  in  Boston,  MA. 
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HOW     DO     YOU     DEFINE 


PERFORMANCE     AT     YOUR 


irise  Incentive  Management 


Enterprise  Performance  Management 


Sales  Performance  Management 


;  organization  is  like  most,  you  struggle  with  how  to  define  performance  and 
li  success.  As  a  result,  your  company  is  challenged  to  achieve  its  strategic 
four  people  are  frustrated  and  unproductive,  and  individual  activity  is  not  in 
th  your  company's  overall  strategy. 

provides  software  and  services  for  creating  performance-driven 
nations.  We  help  companies  align  the  strategic  objectives  of  the  different 
>f  the  organization,  cascade  these  objectives  down  to  each  individual  in  the 
nation,  reward  individuals  for  goal  achievement,  provide  information  to 
uals  to  help  them  understand  how  they  are  performing,  and  use  real-time 
s  and  analytics  to  optimize  the  performance  of  the  organization. 

ry  analysts  have  called  Synygy  the  market  leader.  With  an  impressive  client 
luding  Coors,  Siemens,  GE  Lighting,  Saxon  Capital,  and  HP,  and  hundreds 
cessful  implementations,  Synygy  can  help  you  achieve  success-with  a 
"I  1 73%  rate  of  return  on  an  investment  in  Synygy  software  and  services. 

VWW.SYNYGY.COM/BW 

j/s  EIM  solutions,  according  to  Giga  Information  Group's  Total  Economic  Impact  Study.  August  2002. 
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Performance  Defined.   Results  Delivered. 
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BEVERAGES 


WAKING  UP 

HEINEKEN 


Earnings  are  flat. 
Beer  drinking  is 
down.  Can  it  get 
growth  flowing? 

History  stares  Heineken  boss  An- 
thony Ruys  in  the  face  every 
morning  when  he  shows  up  for 
work.  The  Dutch  brewer's  chief 
executive  sits  in  a  dark-paneled 
office  surrounded  by  stem  portraits  of 
three  generations  of  Heineken  ances- 
tors. The  Amsterdam  headquarters  ex- 
tends fi'om  the  building  that  once  served 
as  the  family  manse.  And  if  Ruys  were 
ever  to  forget  that  he  was  the  guardian 
of  a  corporate  legacy  that  traces  its 
roots  back  more  than  400  years,  he 
would  have  to  reckon  with  its  main 
shareholder:  Charlene  de  Carvalho- 
Heineken,  a  descendant  of 
the  company's  founder. 
"There's  a  long  tra- 
dition," says  Ruys 
with  typical  Dutch 
understatement . 
Starched 
white  collars 
are  no  longer 
the  order  of  the 
day  at  21  Tweede 
Weteringplantsoen,  but 
Heineken  headquarters  is 
still  a  pretty  buttoned-down 
place.  True,  the  vending  machines  in 
the  coiridors  are  stocked  with — what 
else? — Heineken.  But  they're  pro- 
grammed not  to  dispense  the  brew  un- 
til after  4  p.m.  "Not  much  has  changed" 
since  Charlene's  father,  Alfred  H. 
"Freddy"  Heineken,  ran  the  compa- 
ny, says  Ruys,  a  56-year-old  former 
Unilever  executive.  Ruys  was  elevat- 
ed to  the  top  job  10  years  after  joining 
the  company,  a  relatively  short  tenure 
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by  Heineken  standards.  Freddy,  a  hard- 
nosed  businessman  with  a  zest  for  life, 
passed  away  last  year  at  the  age  of  78. 
And  while  no  one  from  Ruys  on  down 
would  dare  dishonor  his  memory  by 
claiming  that  anything  as  radical  as  a 
revolution  is  in  the  making  at  Heineken, 
there's  an  unmistakable  whiff  of  change 
in  the  air. 

It's  about  time,  too.  The  world's  No.  3 
brewer,  with  $11  bilUon  a  year  in  sales, 
can  no  longer  take  for  granted  the 
strengths  that  have  made  its  squat 
green  bottle  the  envy  of  the  business. 
Budweiser  may  have  crowned  itself  the 
"King  of  Beers,"  but  it  only  reigns  in 
the  U.S.  Heineken,  recognized  every- 
where from  Houston  to  Hong  Kong,  is 
the  closest  there  is  to  a  global  beer 
brand.  That's  an  achievement  none  of 
the  top  brewers,  from  No.  1  Anheuser- 
Busch  to  No.  2  SABMiller  and  No.  4  In- 
terbrew^  have  been  able  to  match. 

Trouble  is,  the  $367  billion  world  beer 


market  is  changing.  Beer  consumpti( 
declining  in  the  U.S.  and  Europe, 
source  of  two-thirds  of  Heineken's 
its,  because  of  tougher  drunk-dri' 
laws  and  a  growing  appreciation 
wine.  At  the  same  time,  the  beer  r 
ketplace  is  becoming  ever  more  crow 
thanks  to  a  flood  of  new  brands,  f 
low-carbohydrate  brews  to  Italian 
Czech  imports.  But  the  number  of  p 
ers  is  shrinking.  Heineken,  one  of 
first  European  brewers  to  realize 
value  of  cross-border  deals,  now- 
falling  behind  more  aggressive  rival 
To  overcome  these  challenges,  R 
is  pushing  Heineken  to  break  out  o 
play-it-safe  corporate  culture.  Fre 
had  a  knack  for  marketing,  but  he 
financially  con 


TWO  TARGETS 

The  brewer 
hopes  to  widen 
appeal  without 
alienating  core 
customers 
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lied  out  more  than  $3  billion  last 
T  for  a  dozen  acquisitions,  most  no- 
ly  BBAG,  a  family-owned  brewer 
ed  in  Linz,  Austria.  Once  the  $2.1 
.on  BBAG  deal  closes  later  this  year, 
neken  will  be  the  No.  1  beermaker 
\even  countries  in  Eastern  Europe, 
a  bid  to  capture  the  sought-after 
•ntysomething  segment,  advertising 
j  packaging  are  becoming  more  dar- 
|.  Witness  the  recent  debut  of 
Ineken's  silver-and-green  aluminum 
|ttle,"  which  sells  at  trendy  clubs  in 
rope  and  the  U.S.  for  three  times 
price  of  Heineken  on  tap.  "Our 
ategy  is  right,  but  we  can  be  sharp- 
after  so  many  years  of  success," 
s  Ruys. 

rhat  success  is  no  longer  guaranteed. 
i  convergence  of  a  weak  global  econ- 
y,  an  unusually  rainy  summer  in  the 
3.,  and  sars,  which  emptied  watering 
es  across  Asia,  will  break  a  six-year 
I  of  double-digit  profit  growth.  Then 
re's  the  strong  euro,  which  is  crimp- 
earnings  from  the  U.S.,  a  market 
t  accounts  for  a  quarter  of  all  profits, 
alysts  now  estimate  the  company  will 
t  barely  match  last  year's  net  profit 
5900  million  on  sales  of  $11.6  billion, 
t  even  in  the  face  of  all  these  obsta- 
3,  the  Dutch  brewer  has  managed  to 
"end  its  global  market  share  of  7%. 
le  brand  Heineken  is  as  healthy  as  it 
i  ever  been,"  concedes  Joseph  J. 
ch  Jr.,  who  imports  rival  Dutch  lager 
3lsch  into  the  U.  S. 
3thers  are  not  so  sure.  Some  worry 


the  company  could  face  years  of  flat 
sales.  "We  are  nervous  that  what  some 
commentators  see  as  a  one-off  blip  could 
be  rather  fundamental,"  says  Ian  Shack- 
leton,  a  London-based  analyst  for  Cred- 
it Suisse  First  Boston,  which  rates 
Heineken  "underperform."  Over  the  past 
12  months,  Heineken's  share  price  has 
declined  10%,  to  just  under  $37. 

Top  management  in  Amsterdam  is 
not  quite  panicked,  but  there's  definite- 
ly a  sense  of  urgency  seeping  into  the 
ranks.  Heineken's  boss  is  resorting  to 
tough  tactics  to  stir 
the  troops  out  of 
their  complacency. 
A  video  produced 
for  staff  viewing 
only  features  a 
young  Italian  man 
saying:  "I  hate 
beer."  The  message: 
Heineken  needs  to 
win  over  consumers 
who  have  not  yet 
developed  a  strong 
loyalty  to  a  par- 
ticular beverage. 
That's  why  Ruys 
and  his  lieutenants 
have  been  traveling 
to  places  like  Ma- 
drid and  Shanghai 
to  down  a  cold  one 
with  groups  of 
randomly  selected 
young  people. 

It's  a  tough  bal- 
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AMSTERDAM  PUB 

Twentysomethings 
are  a  market  not 
yet  fully  tapped 

ancing  act — ^reaching  out  to 
younger  customers  without 
alienating  the  middle-aged 
beer  drinkers  who  are  the 
company's  core  market. 
"[Heineken]  is  in  danger  of 
becoming  a  tired,  reliable, 
but  unexciting  brand," 
warns  John  A.  Quelch,  a 
Harvard  Business  School 
professor  who  has  studied 
the  beer  industry. 

That's  why  Heineken's 
flagship  is  getting  a  mar- 
keting makeover.  The  com- 
pany has  arranged  tie-ins 
with  big-budget  youth 
films,  such  as  The  Matrix: 
Reloaded,  and  sponsored 
events  such  as  a  sweep- 
stakes where  winners  got 
to  attend  a  house  party  in 
Jamaica.  Yet  management 
has  been  careful  not  to 
stray  into  the  testosterone-soaked  ter- 
ritory that  is  the  domain  of  rivals  like 
Adolph  Coors  Co.  The  strategy  has 
started  to  pay  off  in  the  U.S.,  where 
the  average  age  of  the  Heineken 
drinker  has  descended  from  about  40 
in  the  mid-1990s  to  the  early  30s  today. 
Ruys's  goal  is  to  push  that  down  into 
the  high  20s  in  coming  years. 

Heineken's  not  the  only  company  try- 
ing to  score  with  twentysomethings.  To- 
day's beer  drinkers  are  awash  in  a  sea  of 
choices.  Consider  the  $67  billion  U.S. 
market,  probably  the 
most  keenly  contest- 
ed of  all.  There, 
Heineken  beer  and 
its  sister  brand,  Am- 
stel  Light,  which  to- 
gether have  about 
22%  of  the  market, 
are  under  attack 
from  an  ever-grow- 
ing constellation  of 
imports  and  malt- 
based  drinks  such  as 
Smirnoff  Ice  and 
Sky  Blue.  Americans 
developed  a  taste 
for  thirst-quenching 
Corona  while  vaca- 
tioning in  Mexico, 
helping  the  brand 
overtake  Heineken 
in  the  late  1990s  to 
become  the  top  im- 
port in  the  U.S. 
Meanwhile,  SABMil- 
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ler,  the  product  of  last  year's  merger  of 
South  African  Breweries  and  Milwau- 
kee-based Miller,  is  pushing  its  Czech- 
brewed  Pilsner  Urquell,  while  Brussels- 
based  Interbrew  is  making  inroads  with 
Stella  Artois.  Even  Anheuser-Busch, 
which  already  commands  an  eye-popping 
52%  of  the  domestic  market,  is  playing 
the  import  game:  Anheuser  World  Se- 
lect, which  was  laimched  earlier  this  year, 
is  fashioned  from  imported  hops  and 
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CEO  Ruys  is  trying  to  ready 
a  tradition-bound  company 
for  a  changing  marketplace 


comes  in  a  green  bottle  suspiciously  sim- 
ilar to  Heineken's.  There's  a  reason  why 
the  premium  market  is  getting  so  crowd- 
ed. Total  beer  consumption  in  the  U.S. 
has  declined  1%  since  2000,  amid  tighter 
drunk-driving  laws.  But  dming  that  time, 
imports  have  grown  16%  as  consumers 
choose  quality  over  quantity. 

The  U.S.  is  just  one  battleground. 
The  beer  industry  is  in  the  midst  of  a 
furious  wave  of  consolidation.  The  busi- 
ness is  more  fragmented  than  most: 
The  top  four  brewing  companies  have 
less  than  a  third  of  the  global  market. 
By  comparison,  the  top  four  spirits 
makers  control  half  the  world  market. 
But  that's  changing  as  beermakers 
scramble  to  acquire  strong  local  brands 
and  the  distribution  networks  that  go 
with  them.  "The  era  of  global  brands  is 
coming,"  says  Alan  Clark,  Budapest- 
based  managing  director  of  SABMiller 
Europe,  which  snapped  up  Italy's  Per- 
oni  in  May. 

Heineken  has  a  head  start  there.  It 
ranked  second  only  to  Budweiser  in  a 
global  brand  survey  jointly  undertaken 
by  BusinessWeek  and  Interbrand  earli- 
er this  year.  Heineken  "is  recognized 
everywhere,"  says  Ke\in  Baker,  director 
of  alcoholic  beverages  at  British  market 
researcher  Canadean  Ltd. 

No  company  can  afford  to  pin  its  en- 
tire fortune  on  a  single  product,  how- 
ever. That's  why,  after  years  of  standing 
on  the  sidelines  as  competitoi-s  snatched 
up  choice  brands  in  emerging  markets, 
Heineken  has  embarked  on  its  own 
shopping  spree,  pouncing  on  brewers 
in  places  like  Panama,  Egypt,  and 
Kazakhstan.  In  Egypt,  Ruys  bought  a 
majority  stake  in  Al  Ahram  Beverages 
Co.  and  hopes  to  use  the  Cairo-based 
brewer's  fruit-flavored,  nonalcoholic 
malts  as  an  avenue  into  other  Muslim 
countries. 


Now  Heineken  plans  to  take  a 
breather,  according  to  company  execs. 
"We  are  interested  in  growing,  but  not 
at  any  price,"  says  Ruys.-^Heineken  has 
dropped  out  of  the  bidding  for  German 
brewer  Brau  iind  Brunnen,  whose  stable 
of  national  brands  is  likely  to  fetch  a 
hefty  premium  over  the  company's  $430 
million  stock  market  value. 

Tightfisted  Freddy  would  probalily 
also  have  balked  at  pajing  so  rich  a 
price.  But  these 
days  it's  his  only 
child  and  heir, 
Charlene,  49,  and 
her  husband,  for- 
mer Olympic  skier 
Michel  de  Carvalho, 
who  call  the  shots. 
As  Heineken's  con- 
trolling shareholder,  the  London  resi- 
dent and  mother  of  five  retains  a  say 
over  a  range  of  business  decisions,  from 
new  packaging  to  acquisitions,  though 
she  is  nowhere  as  involved  as  her  father 
was.  "Must-have  strategic  acquisitions 
will  always  be  looked  at,"  says  Michel 
de  Carvalho,  59,  a  member  of  Heine- 
ken's super\isory  board  and  vice-chair- 
man of  investment  banking  at  Citigroup 
in  London.  (De  Carvalho  traditionally 
speaks  for  the  family.)  Proof  of  that  is 
Heineken's  decision  to  cough  up  more 
than  $2  biUion  for  bbag.  Deutsche  Bank 


figures  that  Heineken 
won't  recover  the  cost  of 
capital  until  2007  at  the 
earliest. 

Pubhcly,  the  Heineken 
heiress  has  vowed  to  keep 
the  company  independent. 
Last  year,  addressing  share- 
holders of  Heineken  Hold- 
ing, the  separately  traded 
company  that  controls  just 
over  50%  of  the  operating 
entity  Heineken  NV,  she  said: 
"We  are  a  part  of  [Heine- 
ken's] past,  its  present,  and  its 
future."  Yet  industry  insiders 
speculate  that  Freddy's  daugh- 
ter might  be  willing  to  sell  the 
family  jewels  if  the  price  was 
right.  A  hostile  takeover  would 
be  impossible  under  Heineken's 
ownership  structure.  "Our  mis- 
sion is  to  hand  a  healthy  com- 
pany to  the  next  generation," 
says  de  Carvalho,  w^ho  rules 
out  any  sale. 

Despite   last   year's 
changing  of  the  guard,  the 
past  remains  very  much 
present  at  Heineken.  It's 
all  about  evolution — not 
revolution.  The  compa- 
ny's advertising  is  re- 
freshingly   offbeat,    a 


1*^ 


HEINEKEN'S 
WORLD  " 


The  Dutch  brewer  operates 
in  170  countries,  and  its  portfolio 
includes  dozens  of  lesser  kno^Mi  local 
brands.  Below  is  a  sampling: 


NETHERLANDS 

Heineken,  Amstel,  Kylian,  Lingen's  Blond, 
Murphy's  Irish  Red 

r 

U.S. 

Heineken,  Amstel  Light,  Paulaner 
(wheat  beer),  Moretti 

) 

CHINA 

Tiger,  Reeb* 

H 

SINGAPORE 

Heineken,  Tiger 

m 

FRANCE 

Heineken,  Amstel,  Buckler  (nonalcoholic), 
Desperados  (tequila-flavored  beer) 

1 

GERMANY 

Paulaner,  Kulmbacher,  Thurn  und  Taxis 

1 

ITALY 

Heineken,  Amstel,  Birra  Moretti 

1 

CEO     ^    ^1 

.uvs           j 

^~  ji    jtStm^ 

m 

POLAND 

Heineken,  Zywiec                 ^ 

KAZAKHSTAN 

Tian  Shan,  Amstel                  jl 

PANAMA 

Soberana,  Panama                 [| 

EGYPT 

Fayrouz  (nonalcoholic)          11 

ISRAEL 

Maccabee,  Gold  Star*         ^| 

NIGERIA 

Amstel  Malta,  Maltina        ^^\ 

*Minority  interest 


Data:  Heineken 
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Marketing 


nod  to  Freddy's  wry  sense  of  humor. 
One  commercial  in  the  U.S.  showed  a 
young  man  plunging  his  arm  deep  into  a 
barrel  filled  with  ice  and  bottled  beer. 
He  gropes  around  fruitlessly  until  his 
whole  body  begins  to  shiver  Finally,  he 
hauls  out  a  Heineken.  Popping  it  open, 
he  joins  Mends — who  are  also  gripping 
Heinekens  and  shivering.  "They've  done 
a  very  good  job  of  not  being  snooty — us- 
ing accessible  jokes  and  imagery  to  con- 


BusinessWeek  online 


For  an  interview  with  Heineken 

CEO  Anthony  Ruys,  go  to 

www.businessweek.com/magazine/extra.htm 


vey  the  idea  that  this  beer  is  a  cut 
above,"  says  Bob  Garfield,  ad  critic  of 
trade  weekly  Advertising  Age. 

The  Dutch  brewer  is  stepping  up 
marketing  to  Hispanics,  who  account  for 
one-quarter  of  U.  S.  sales.  A  new  Span- 
ish-language spot  shows  a  group  of  men 
playing  dominoes.  They  pause  for  a  mo- 
ment as  one  of  them  demonstrates  how 
to  pour  a  glass  of  beer  without  stirfing 
up  too  much  foam.  "Heineken  is  for  pro- 
fessionals— in  beer,"  says  a  voice-over. 
'We  want  to  bring  over  the  values  of 
the  brand  in  a  different  way,"  says 
Frans  van  der  Minne,  president 
and  CEO  of  Heineken  USA  Inc. 

Heineken  may  move  a  httle 


slower  than  its  competitors,  but  no 
questions  its  staying  power.  "It  tak 
long  time  to  bvuld  a  brand.  People  t( 
are  not  prepared  to  put  that  time 
says  Sir  Frank  Lowe,  founder  of  1 
don-based  Lowe  &  Partners  Worldv 
which  handled  Heineken  advertisin 
Britain  and  the  U.  S.  until  a  conflict 
another  client,  Interbrew,  emer 
Heineken,  he  says,  "has  the  will  and 
tience  to  stick  it  out."  Looks  like 
slow  pour  could  still  win  in  the  end 
By  Jack  Evnng  in  Amsterdam, 
Gerry  Khermouch  in  New  York 


THE  HOUSE  THAT  FREDDY  BUILT 


Alfred  H.  Heineken  died  in  Janu- 
ary, 2002,  at  age  78,  but  the  influ- 
ence of  "Freddy"  at  the  company 
remains  pervasive.  Heineken  CEO  An- 
thony Ruys  can  feel  it  every  time  he 
opens  the  door  to  his  office — ^it 
weighs  a  ton.  That's  because  Freddy, 
after  being  kidnaped  in  1983,  ordered 
that  the  executive  suite  be  buUet- 
proofed.  Luckily,  the  Dutch  beer 
baron  survived  the  three-week  ordeal 
with  his  humor  intact.  "They  tortured 
me,"  Freddy  told  Sir  Frank  Lowe, 
chairman  of  former  Heineken  ad 
agency  Lowe  &  Partners  Worldwide. 
"They  made  me  drink  Carlsberg!" 

Although  he  was  bom  into  wealth, 
Freddy  proved  early  on  that  he  was 
one  tough  rich  kid.  Heineken  was 
built  by  his  grandfather,  Gerard 
Adriaan  Heineken,  who  in  1864 
bought  out  a  four-century-old  Ams- 
terdam brewery.  But  by  1942,  debt, 
divorce,  and  bad  management  had 
deprived  the  Heineken  family  of  ma- 
jority control.  By  secretly 
buying  up  shares,  30-year- 
old  Freddy  regained  con- 
trol in  1954.  "I  wanted  to 
prevent  strangers  from 
doing  strange  things  vm- 
der  my  name,"  he  said  at 
the  time. 

When  it  comes  to  the 
golden  brew,  Freddy  was 
a  visionary.  He  realized 
that  beer  can  travel  and 
expanded  into  countries 
such  as  France  and  Italy, 
turning  Heineken  into 
Europe's  biggest  brewer. 
"He  saw  much  earlier 


THE  HEIRESS 

De  Carvalho- 
Heineken 


than  others  that  Europe  was 
going  to  be  a  continent,"  says 
Heineken  biographer  Barbara 
Smit.  In  partnership  with  dis- 
tributor Leo  van  Munching 
Sr.,  Heineken  became  the 
leading  imported  beer  in  the 
U.S.  Then,  in  1968,  Freddy 
engineered  the  takeover  of 
Dutch  rival  Amstel.  While 
Heineken  remains  the  flag- 
ship brand,  middle-market 
Amstel  and  its  sister  Amstel 
Light  have  carved  important 
niches  in  places  like  Greece 
and  the  U.  S. 

A  bon  vivant  who  piloted  his  own 
plane  and  hosted  the  Dutch  royal 
family  aboard  his  yacht.  Something 
Cool,  Freddy  had  an  adman's  pizzazz. 
It  was  he  who  decided  to  dress 
Heineken  in  green — rather  than  the 
customary  brown — and  tip  the  "e"s 
slightly,  to  give  the  label  a  more 
friendly  look.  Yet  the  Netherlands' 
richest  man  was  also  fa- 
mously tightfisted.  Nico 
Nusmeier,  who  heads 
Heineken's  operations  in 
Poland,  recalls  how  the 
boss  cracked  jokes  and 
high-fived  workers  during 
a  visit  to  a  new  bottling 
line  years  ago.  "At  the 
same  time,  he  knew 
bloody  well  whether  we 
had  overinvested  or  not," 
says  Nusmeier. 

Freddy  gave  up  his 
post  as  chairman  of  the 
company's  management 
board  in  1989  but  contin- 


Freddy  in  1992:  He  made  Heineken 
No.  1  in  Europe 

ued  to  live  a  few  doors  down  from 
Heineken's  headquarters  and  speak 
frequently  with  his  successor,  Karel 
Vuursteen.  When  Heineken  had  a 
chance  to  buy  South  African  Brew- 
eries PLC  in  the  late  1990s,  Freddy 
nixed  the  idea.  That  may  have  been 
a  mistake:  Last  year,  sab  acquired 
Miller  Brewing  Co.  in  the  U.  S.,  ove] 
taking  Heineken  in  global  sales. 

After  Heineken's  death,  majority 
control  passed  to  his  only  child, 
Charlene  de  Carvalho-Heineken. 
Charlene,  who  studied  law  in  college 
clearly  takes  a  keen  interest  in  the 
company  but  is  not  involved  in  day- 
to-day  management. 

That  may  be  a  good  thing.  Freddy 
was  insistent  on  preserving  the  in- 
tegrity of  the  Heineken  brand — per- 
haps too  insistent.  Since  his  death, 
"people  feel  freer  to  play  around 
with  the  brand,"  says  Smit.  That  ex- 
tra maneuvering  room  could  be  es- 
sential as  Heineken  struggles  to  at- 
tract younger  beer  drinkers. 

By  Jack  Evnng  in  Amsterdar 
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PLAYING  GOOD  COP 
TO  RUPERT  MURDOOH 


How  Peter  Chernin, 
News  Corp.'s  affable  No.  2, 
keeps  the  wheels  oiled  at 
the  sprawling  media  empire 

Rupert  Murdoch  couldn't  make  the 
media  schmoozefest  that  invest- 
ment banker  Herbert  A.  Allen 
holds  every  July  in  Sun  Valley, 
Idaho.  Murdoch's  third  wife,  Wendi  Deng, 
was  expecting  their  second  child,  and  the 
72-year-old  News  Corp.  chairman  decided 
to  stay  close  to  home.  That  may  have 
been  for  the  best:  \\^thout  Murdoch  there 
bigfooting  the  other  moguls,  his  No.  2, 
Chief  Operating  Officer  Peter  Chernin, 
had  a  chance  to  sweet-talk  them.  The 
affable,  52-year-old  Chernin  tried  to  as- 
sure the  other  media  barons  that  the 
boss,  only  months  away  from  closing  his 
$6.6  bOlion  deal  to  buy  control  of  DirecTV 
Inc.  satellite  service,  wanted  to  play  nice. 
He  wouldn't  muscle  out  competitors  or 
drive  up  the  cost  of  his  company's  Fox 
movies,  TV  shows,  or  sports  programs. 
At  lunch  with  Brian  L.  Roberts,  the  head 
of  cable  giant  Comcast  Corp.,  Chernin 
promoted  several  Fox  channels  that 
Comcast  could  carry.  And  he  promised 
Walt  Disney  Co.  President  Robert  A. 
Iger  that  Direci'v  intended  to  carry  new 
channels  from  Disney's  ESPN  network. 

Peter  Chernin  is  Rupert  Murdoch's  al- 
ter ego:  a  soothing  presence  who  bal- 
ances the  autocratic,  often  intimidating 
tycoon.  Chernin,  a  big  political  contribu- 
tor, is  even  in  the  Democrats'  good  books. 
As  Murdoch  builds  a  global  empire, 
Chemin's  behind-the-scenes  role  has  nev- 
er been  more  crucial. 

Chernin  deals  with  Hollywood,  a  state 


of  mind  as  much  as  an  industry  that 
Murdoch  disdains  and  admits  he  doesn't 
fully  understand.  Chosen  by  Murdoch  to 
run  Fox  Entertainment  Group  (which  is 
80%  owned  by  News  Corp.)  in  1998, 
Chernin  is  stepping  up  production  of  pro- 
grams and  launching  cable  channels  that 
Murdoch's  satellite  armada  will  beam  to 
Asia,  Europe,  and  now  the  U.  S.  At  the 
same  time,  he  is  trying  to  keep  the  peace 
with  the  cable  and  satellite  operators 
who  fear  News  Corp.'s  growing  clout. 
The  company  is  at  odds  with  EchoStar 
Communications  Corp.'s  combative  Chair- 
man Charles  Ergen,  a  longtime  Murdoch 
foe,  over  Ergen's  refusal  to  pay  more 
for  cable  charmel  FX.  Rather  than  pull 
the  channel — ^and  "go  to  war,"  as  Chernin 
puts  it — ^he  has  twice  extended  a  grace 
period  while  the  two  companies  negotiate. 
Chernin  is  also  working  to  keep  the  Di- 
recTV deal  on  track  in  Washington.  "He's 
a  great  salesman,"  says  Murdoch.  "And 
there  are  things  he  can  do  that  frankly 
I'm  not  as  qualified  to  do." 

That  includes  impressing  Wall  Street, 
which  had  watched  with  dismay  as  Mur- 
doch made  one  expensive  deal  after  an- 
other, bringing  the  company  close  to 
bankruptcy  in  the  early  1990s.  "Peter 
gives  us  a  lot  of  confidence  that  the  place 
is  run  well,"  says  Merrill  Lynch  &  Co. 
analyst  Jessica  Reif  Cohen.  To  increase 
News  Corp.'s  film  and  TV  production, 
Chernin  started  low-cost  units  that  found 
such  low-budget  hits  as  the  film  Bend  It 
Like  Beckham,  and  today  are  replicating 
the  popular  reaUty-TV  show  Joe  Million- 
aire in  several  other  nations.  He  also 
makes  Fox's  disparate  operations  work 
together.  To  help  promote  the  DVD  re- 
leases of  the  second  season  of  the  TV 
show  2Jf.,  he  pressed  marketers  to  delay 


BORN  May  29,  1951,  in  Harrison,  N.Y. 
EDUCATION  B.A.,  English  literature, 


the  introduction  so  that 
star  Kiefer  Sutherland 
could  hawk  the  dvds  on 
Fox's  first  weekend  of  NFL 
games  in  September. 

.  Chemin's      strategies 
have  helped  turn  Fox  En- 
tertainment     into      the 
fastest-growing   part   of 
News  Corp.,  accounting 
for  75%  of  its  overall  op- 
erating earnings.  For  the 
year  ended  June  30,  the 
company  recorded  net  in- 
come of  $1.1  billion  on  rev- 
enue of  $17.5  billion.  Last 
year,  its  profits  came  to 
$636  million  before  a  $6.9 
billion  writedown  for  in- 
vestments in  Gemstar  TV- 
Guide  International  Inc. 
and  other  companies.  Since 
January,    News    Corp.'s 
stock  is  up  25%,  to  around 
33,  better  than  the  Bloom- 
berg Media  Index  average 
return  of  14%.  Indeed,  for 
his  programming  smarts, 
organizational  discipline, 
and  singular  ability  to  get 
along  with  Murdoch,  Cher- 
nin earned  $14.6  million 
in  salary  and  bonus  last 
year,  plus  $2.6  million  in  stock  opti 
His  role  at  News  Corp.  has  not  j 
unnoticed  by  the  media  Establishnr 
Industry  insiders  say  that  when  Disr 
Michael  D.  Eisner  was  under  fire 
year,  some  board  members  sounded 
Chernin  about  the  job.  He  was  also  r 
tioned  as  a  possible  CEO  for  Vivendi 
versal's  Hollywood  unit.  But  as  for 
ning  News  Corp.,  that's  another  si 
Murdoch,  who  controls  30%  of  the  < 
pany,  is  grooming  his  31-year-old 
Lachlan,  now  Chemin's  deputy,  for 

EARLY  YEARS  He  was  the  guy  \ 

the  audio  visual  equipment  at  hi 
school  in  suburban  New  York 


University  of  California  at  Berkeley,  1974     .        ..  x-  ■  *  u        „+  ^ 

' - '-! An  antiwar  activist,  he  went  door 

CURRENT  POSITION  Rupert  Murdoch's      handing  out  literature  urging  U.S 


second-in-command  at  News  Corp. 


withdrawal  from  Vietnam. 
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Job.  And  Chemin  seems  O.K.  with 
L  for  now.  "I'm  running  a  company  as 
p  as  Vivendi  and  having  a  great  time 
ig  it."  he  says, 
hat's  hardly  what  those  who  knew 

when  he  was  growing  up  in  the 
>s  in  Westchester  County,  N.  Y.,  would 
3  thought.  TV  viewing  in  the  Chemin 
sehold  was  restricted  to  an  hour  a 
k.  As  for  media  pretensions?  "He 

the  AV  guy,  who  ran  the  overhead 
ector,"  recalls  movie  producer  Lynda 
t,  a  high  school  friend.  An  Enghsh 


major  at  the  University  of  California  at 
Berkeley,  Chemin  went  to  work  as  an 
editor  at  Warner  Books  in  New  York. 
From  there,  Chemin  moved  to  Holly- 
wood to  make  TV  movies  of  the  week 
for  producer  David  Gerber.  After  stints 
at  Showtime  and  Lorimar  Films,  he  was 
hired  by  former  Fox  Chairman  Barry 
Diller  in  1989  to  head  programming  for 
the  company's  two-day-a-week  TV  net- 
work and  produced  shows  such  as  In 
Living  Color  and  Beverly  Hills  90210. 
He  also  became  a  Murdoch  favorite: 


When  the  boss  asked  Chemin  for  a  ride 
back  to  Los  Angeles  after  a  company 
retreat  in  Santa  Barbara,  the  young  ex- 
ecutive impressed  Murdoch  with  his 
grasp  of  TV  economics. 

Chemin  moved  up  the  ranks  at  Fox, 
displaying  political  smarts  that  insiders 
say  allowed  him  to  stay  on  the  right  side 
of  Murdoch  even  as  the  Fox  network's 
ratings  faltered.  In  1992,  Murdoch  moved 
him  to  the  film  studio  where  Chemin 
oversaw  production  of  such  hits  as  Speed, 
Independence  Day,  and  Titanic,  a  film 
that  became  notorious  for  how  far  over 
budget  it  ran.  "It  cost  $115  million  for 
about  five  minutes,"  recalls  Chemin,  who 
was  forced  to  sell  off  half  the  rights  to 
Paramount  as  its  budget  climbed  to  $210 
million.  The  film  eventually  became  one  of 
the  most  profitable  in  Hollywood  history. 

By  then,  Chemin  had  become  Mur- 
doch's second-in-command  and  primary 
trouble  shooter.  It  was  Chemin  who 
forced  studio  chief  Bill  Mechanic  to  resign 
in  2000  after  a  string  of  flops.  Last  year, 
Chemin  negotiated  the  forced  resigna- 
tion of  Henry  Yuen,  the  embattled  chair- 
man of  Gemstar,  in  which  News  Corp. 
holds  a  42%  stake.  Yuen  has  since  been 
sued  by  the  Securities  &  Exchange  Com- 
mission for  allegedly  inflating  Gtemstar's 
earnings.  Yuen  denies  the  charges. 

Chemin's  most  notable  achievement 
as  the  enforcer,  though,  was  getting  the 
best  of  Disney  in  a  big  deal.  Chemin  sold 
the  Fox  Family  Channel  to  Disney  in 
2001  for  $5.2  billion,  holding  his  owti 
against  Eisner,  a  famously  tough  nego- 
tiator. Later,  Eisner  admitted  he  over- 
paid— ^by  some  $1  billion,  according  to  in- 
dustry experts.  "Peter  just  kept  his  cool, 
even  when  Eisner  and  those  guys  started 
doing  their  stuff,"  recalls  Haim  Saban, 
News  Corp.'s  partner  in  the  channel. 

The  deal  was  a  classic  demonstration 
of  the  Murdoch-Chemin  modus  operandi. 
Murdoch  struck  the  deal  with  Eisner; 
Chemin  kept  it  from  falling  apart.  The 
question  now  is  how  long  the  partnership 
can  last.  Chemin  has  pushed  for  more 
visibility  lately,  taking  the  lead  on  Holly- 
wood's effort  to  rein  in  piracy  and  ap- 
pearing at  investor  conferences  instead  of 
Murdoch.  Both  Murdoch  and  Chemin 
downplay  the  succession  issue,  but 
Chemin  knows  that  if  he  wants  to  be 
boss,  he'U  most  likely  have  to  go  some- 
where else  to  do  so.  And  then  the  man 
who's  known  as  "Murdoch  lite"  would 
get  to  take  on  Murdoch  himself. 

By  Ronald  Grover  in  Los  Angeles 


\  PATH  After  stints  at 
e  and  Lorimar  Films,  he  joined 
letwork  in  1989  as  its  top 
Tier.  Became  chairman  of  the 
io  in  1992  and  News  Corp. 
I  president  in  1996. 


LUCKY  BREAK  Impressed  Murdoch 
when  he  gave  the  boss  a  lift  back  to 
L.A.  after  a  company  retreat  in  1990. 

WHY  MURDOCH  LIKES  HIM 

Chemin  is  Murdoch's  alter  ego: 


Diplomatic,  jovial,  easygoing,  and  a  big 
fund-raiser  for  the  Democratic  Party. 

FAMILY  Lives  in  Santa  Monica,  Calif., 
with  wife,  Megan,  two  college-age  sons, 
and  a  teenage  daughter. 
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FORD'S  NEW 
PICK-ME-UP? 

The  carmaker  has  a  lot  riding  on  its  retooled  F-150 


In  Casper,  Wyo.,  Jack  Harbison  says 
he  can  hardly  wait  for  the  arrival  of 
his  new  white  2004  Ford  F-150  fully 
loaded  SuperCab  pickup  truck.  The  75- 
year-old  drilling  contractor,  a  Ford  cus- 
tomer for  35  years,  ordered  the  $40,000 
truck  in  April,  sight  unseen.  New  F- 
150s  have  just  begun  rolling  out  of  Ford 
Motor  Co.'s  Norfolk  (Va.)  factory,  and  he 
plans  to  grab  his  as  soon  as  it  anives  at 
his  dealer,  probably  in  early  Septem- 
ber. Says  dealer  Pete  Greiner:  "He's  like 
a  httle  kid  waiting  for  Christmas." 

Die-hard  customers  such  as  Harbi- 
son should  help  the  latest  generation  of 
Ford's  biggest-selling  vehicle  get  off  to  a 


A  TRUCK 
FULL  OF 
GOODIES 

The  latest  F-150 
is  loaded  with 
upgrades-but 
the  higher  cost  of 
the  new  design 
will  cut  into  profits 
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strong  start.  That's  crucial  for  the  trou- 
bled auto  maker's  bottom  line.  Profits  on 
the  current  F-150  average  $10,000  per 
vehicle — Cleaving  Ford  with  about  $3  bil- 
lion in  profits  on  the  600,000  vehicles 
sold  per  year,  after  subtracting  corpo- 
rate taxes  and  money  spent  on  incen- 
tives. (Those  profits  offset  only  some  of 
the  losses  in  passenger  cars  and  over- 
seas imits.  Ford  lost  $980  million  overall 
last  year.)  Chief  Executive  William  C. 
Ford  began  2003  by  telling  investors 
that  of  all  the  new-vehicle  launches, 
none  is  as  essential  to  Ford's  success 
as  the  F  Series. 

But  despite  eager  customers  and  ear- 


ly positive  reviews,  it's  unlike! 
Ford  vrill  get  as  big  a  profit  kick 
his  new  pickup  as  he's  hoping  for. 
early  buyers  will  snap 
crative  top-of-the-lin 
sions  with  few,  if  an 
bates.  But  profits  will  j] 
certainly  start  erodin: 
year,    as    General 
Corp.  tightens  its  p 
pressure  and  a  highly 
cipated  new  full-size 
from  Nissan  Motor  C 
the  market.  To  face 
those  challenges.  Ford  1 
the  2004  F-150  with  up, 
fi-om  new  interiors  to  mo 
engines.  But  that  lifted  the 
jr-vehicle    manufacturing    cos 
^$2,000,  which  was  later  cut  to  $ 
Only  a  fraction  of  that  is  being  a 
over  to  the  $22,010  base  price 
means  that  the  2004  truck  will  h 
gross  profit  about  10%  less  tha 
2003  model,  figures  UBS  Securitiei 
lyst  Saul  Rubin. 

Earnings  could  suffer  even  m^ 
the  new  F-150s  lose  their  novelty, 
win  continue  to  sell  the  older,  moi 
itable  version  of  the  F-150  throug] 
summer.  But  many  analysts  expect 
will  have  to  start  increasing  ince 
as  early  as  this  winter  to  meet  t: 
ing  competition.  By  next  year, 
give-backs  could  top  $2,000  on  th> 
truck  and  $4,000  on  the  older  m 
"The  truck  may  provide  tempora: 
hef,"  Rubin  writes  in  a  recent  r 
"But  this  may  change,  and  quickl; 
For  years,  big  pickups  and  suvs 
exempt  from  the  auto  industry's 
wars.  No  longer.  For  instance, 
notes.  Ford  launched  updates  of 
dition  and  Lincoln  Navigator  last 
mer  \\ith  only  modest  givebacks 
then,  however,  it  has  had  to  bui 
incentives  on  the  big  sport-ut 
$4,000  and  nearly  $7,000,  respectivi 
gm's  determination  to  preserve 
market  share,  it  raised  incentive 
the  Chevy  Silverado  to  about  $3,^ 
July.  That  bodes  ill  for  Ford's  pla 
rein  in  rebates  on  the  new  F-150. 
can  bet  gm  is  well  aware  of  the 
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2004  FORD  F-150 

■V 

2004  F-150 

OLD  MODEL  F-15 

V-8  BASE  PRICE 

$22,010 

$21,765 

INCENTIVES 

None,  but  analysts  say  they 
could  top  $2,000  next  year 

About  $3,000,  rising  t( 
estimated  $4,250  in  2 

UNIT  SALES* 

167,000  in  2003, 
525,000  in  2004 

388,000  in  2003, 
110,000  in  2004 

GROSS  PROFITS 
PER  VEHICLE** 

$8,975 

$10,000 

*Estimated  North  American  sales,  per  calendar  year  **Excluding  fixed  costs  and  incentives 

Data:  Company  reports,  Ward's  Automotive  Reports.  UBS  Investment  Search 


Where's  the  world's  most  advanced  on  demand  airlirie?  Finland,  of  course.  Now,  they 
have  passengers  flying  through  check-in  with  the  help  of  smart-chip  frequent  flyer  cards, 
e-tickets,  e-lines,  even  e-gates.  Working  together,  IBM  and  Finnair  are  streamlining  the 
airline's  business  model  further  by  integrating  customer  touch  points,  in  the  airport  and 
beyond.  The  result?  Faster  service  for  travelers  who  need  help  and  no  lines  for  those  who 
don't.  Can  you  see  it?  It's  on  demand  business.  Get  there  with 
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cost  problem  and  sees  an  opportunity  to 
take  Ford's  revenue  away,"  says  auto 
consultant  Jim  Bulin. 

Now  even  the  Japanese  are  using 
givebacks  to  sell  trucks.  Toyota  Motor 
Corp.  offers  $2,000  off  of  its  Tundra, 
and  Nissan  says  it  will  offer  incentives 
on  its  beefy  new  Titan,  set  to  launch  in 
December,  though  it  has  not  said  how 
much.  The  Titan  is  being  watched 
closely  by  the  industry — with  a  5.6- 
liter  V-8  engine,  it's  the  first  true  full- 
size  Japanese  pickup  geared  to  Ameri- 
can tastes. 

Ford  has  responded  by  packing  more 
goodies  into  its  new  F-150.  The  compa- 
ny spent  lavishly  on  the  F-150's 
makeover.  It  developed  a  more  powerful 
V-8  engine  and  will  drop  the  V-6  alto- 
gether. It  gave  the  truck  a  stiffer  body 
frame  to  improve  durabihty,  ride,  and 
handling.  New  F-150s  all  have  four 
doors,  and  there  are  five  distinct  styles, 
from  sporty  off-roader  to  cushy  luxury 
cruisers,  each  with  top-notch  interiors. 
But  even  Bill  Ford  is  questioning 
whether  the  extras  are  too  much  for 
the  market  to  bear.  "We  let  in  a  lot  of 
cost  that  the  customer  isn't  willing  to 
pay  for,"  he  says  of  Ford's  spending  on 
many  of  its  vehicles. 

Ford  admits  it  will  take  two  to  three 
years  to  get  the  new  F- ISO's  cost  on  a 
par  with  the  outgoing  truck,  perhaps 
by  tweaking  components  and  materials. 
Weighing  those  extra  costs  against  con- 
sumers' "let's-make-a-deal"  mind-sets, 
Ford  raised  prices  on  the  new  pickup  by 
a  range  of  only  $245  to  $635  from  com- 
parably equipped  2003  trucks.  Yet  Ford 
Div.  President  Steve  Lyons  swears  the 
new  F-150  will  actually  earn  slightly 
fatter  profits:  "We  anticipate  incentive 
costs  wUl  be  substantially  lower  and  the 
mix  will  be  better." 

But  even  if  Ford  wrings  out  all  the 
extra  costs,  it's  difficult  to  see  how  it 
can  command  much  of  a  premium  with 
all  the  new  trucks  coming  to  market. 
Toyota  is  expanding  output  on  its  Tun- 
dra to  250,000,  and  Nissan  will  chum 
out  100,000  Titans.  Meanwhile,  growth 
in  the  2.3  nulHon-vehicle-per-year  large 
pickup  market  has  been  meager.  Says 
Lincoln  Merrihew,  auto  specialist  at  re- 
searchers Compete  Inc.:  "We're  going 
to  see  a  battle  royal." 

Ford  needs  every  dime  of  profit  it 
can  get  from  the  F-150.  Ford's  new  car 
designs  are  a  year  way,  and  it  is  still 
sorting  out  problems  in  its  luxury-car 
group.  So  management  can't  afford  cost- 
ly delays  or  quality  defects  in  the  F-150. 
Earlier  this  year.  Bill  Ford  vowed:  "We 
will  nail  the  launch  of  this  product." 
But  Ford's  truck  unit  is  headed  down  a 
bumpy  road,  and  competitors  will  be 
eager  to  see  it  stall  out. 

By  Kathleen  Kerwin  in  Detroit 
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VANCE  MERCEDES  PLANT:  DaimlerChrysler  will  stay  neutral  on  union  dri 


AUTOS 


THE  UAW:  USING  TRADE-OFF: 
TO  GAIN  TRACTION 

It's  helping  Detroit  cut  costs  in  exchange  for  membership  gro^ 


The  outlook  for  Detroit  auto  makers 
is  fairly  grim  these  days.  They've 
lost  billions  of  dollars  in  the  rough 
market  of  the  past  two  years,  and 
they  have  few  hot  new  models  on  the 
horizon  to  bail  them  out.  The  Big  Three 
also  continue  to  lose  market  share  to 
Japanese  rivals  whose  younger  work- 
forces don't  burden  them  with  the  bil- 
lions in  retiree  pen- 
sion and  health  costs 
that  weigh  down 
U.S.  carmakers.  Nor 
is  Detroit  likely  to 
get  significant  help 
from  the  United 
Auto  Workers  when 
its  labor  pacts  expire 
on  Sept.  14.  The 
union  blames  the 
companies'  woes  on 
poor  management 
and  has  no  intention 
of  slashing  members'  rich  wages  or  ben- 
efits to  bail  them  out. 

Despite  the  hard  line,  though,  the 
UAW  and  the  Big  Three  have  inched  in 
the  past  year  or  two  toward  some  new 
common  ground.  The  union  has  agreed 
to  allow  GM,  Ford,  and  Chrysler  to  shed 
thousands  of  jobs  through  buyouts,  at- 
trition, and  by  outsourcing  work  to  low- 


GETTELFINGER:  CUTTING  DEALS 


er-wage  parts  suppliers.  In  effect, 
leaders  are  helping  auto  makers  1 
structure  by  turning  over  parts 
that  pay  $22  an  hour  to  suppliers 
pay  just  $14.  Overall,  the  Big  Thrd 
likely  to  dump  nearly  50,000  jobsj 
2007,  or  about  one-fifth  of  their  colle 
workforce,  estimates  Sean  McAlir 
labor  analyst  with  the  Center  for  P\ 
motive  ResearcJ 
Ann  Arbor. 

In  return  for 
accommodating 
ture,   the   UAW 
persuaded  DetroJ 
help  bolster  its  b| 
depleted  member 
which  has  slid  t 
the  1.5  million 
bers  it  had  20 
ago.  The  union 
gained  the  most  1| 
this    swap    at 
parts  suppliers,  which  the  auto  mal 
have  leaned  on  to  meet  the  UAw'sf 
mands  for  hands-off  behavior  in  u| 
organizing  drives.  The  most  recenti 
ample:  In  mid-Augixst,  Dana  Corp.,  wl 
produces  everything  from  chassiJ 
brakes,  announced  a  so-called  neutr.I 
pact  with  the  imion,  agreeing  to  f<j 
formal  union  elections  and  allow  the 
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JAN.,  1997  UAW  workers  strike 
at  two  Johnson  Controls  seat- 
making  plants  in  Ohio.  When 
the  company  tries  to  hire  strike- 
breakers, its  primary  customer, 
Ford  Motor  Co.,  refuses  to  take 
the  seats,  thus  pressuring  John- 
son to  give  in  to  the  union. 


to  launch  organizing  drives  without  man- 
agement opposition.  The  UAW  already 
has  won  more  than  10,000  new  members 
since  2001  through  similar  deals  with 
parts  makers  Johnson  Controls  Inc.  and 
Lear  Corp.  "We're  concerned  about  keep- 
ing the  Big  Three  competitive,"  says 
UAW  Vice-President  Bob  King,  who's  in 
charge  of  organizing.  "But  we're  also 
concerned  about  the  future  of  the  union." 

The  jobs-for-members  swap  also  may 
help  the  UAW  crack  its  decade-long  goal 
of  unionizing  the  foreign  transplants.  Af- 
ter more  than  four  years 
of  conflict,  the  union  final- 
ly has  persuaded  Daim- 
lerChrysler  Corp.  to  re- 
main neutral  in  sign-up 
drives  at  its  nonunion 
U.  S.  factories.  UAW  Pres- 
ident Ronald  A.  Gettelfin- 
ger  and  Vice-President 
Nate  Gooden  reached  a 
secret  understanding  with 
DaimlerChrysler  officials 
at  the  company's  head- 
quarters in  Stuttgart, 
Germany,  last  fall,  Busi- 
nessWeek has  learned. 

That  paved  the  way 
for  the  union  to  quickly 
sign  up  3,100  workers  at 
two  truck  plants  in  North 
and  South  Carohna  that 
belong  to  Freightliner 
Inc.,  a  DaimlerChrysler 
subsidiary — with  little 
public  notice.  The  UAW 
plans  to  follow  suit  at  the 
truckmaker's  other  two 
U.  S.  factories,  then  move 
on  to  the  big  prize:  the 
Mercedes  factory  in 
Vance,  Ala.,  which  opened 
in  1996.  Skittish  compa- 
ny and  UAW  officials  de- 
cline to  speak  publicly 
about  the  deal,  although     company  acquired. 

the  UAw's  President  King, 
who's  in  charge  of  organ- 
izing, makes  no  secret  of 
his  plans  to  go  after  the 
transplants.  "We  can  only 
maintain  good  wages  and  benefits  at  the 
Big  Three  if  their  competition  is  pay- 
ing [them],"  too,  says  King. 

The  impact  of  all  these  moves  could 
soon  be  felt  across  the  industry.  While 
the  xmion  isn't  likely  to  grant  immediate 
relief  in  its  new  contracts,  the  Big  Three 
will  see  their  costs  decline  as  suppliers 
make  and  assemble  more  parts.  The  sup- 
pliers themselves  face  higher  expenses, 
since  many  now  pay  as  little  as  $10  an 
hour  for  nonunion  labor.  But  that  could 
be  offset  by  the  added  business  they 


will  be  getting  from  the  Big  Three. 
Long  term,  even  the  transplants  could 
be  affected.  Their  $500-per-vehicle  labor 
cost  advantage  vs.  Detroit  could  begin  to 
erode  as  the  UAW  lifts  the  price  of  labor 
for  parts,  since  the  transplants  buy  many 
of  their  parts  from  the  same  U.  S.  sup- 
pliers. And  if  the  UAW  finally  succeeds  in 
imionizing  Mercedes'  2,100  Vance  work- 
ers, the  union  could  gain  enough  psy- 
chological momentum  to  sign  up  workers 
at  the  other  transplants,  labor  experts 
say.  The  union  has  failed  repeatedly  to 


kept  quiet  as  Chrysler  has  made  p  ft 
to  sell  up  to  five  parts  plants.  Sti 
took  four  years  for  DaimlerChrys 
CJerman  execs  to  accept  the  trade-of 
1999,  both  Freightliner  and  Mero 
mounted  stiff  opposition  to  UAW  or 
izing  drives,  defeating  them  banc   *' 

This  time  around,  when  Freight! 
agreed  to  neutrality,  top  brass 
joined  imion  organizers  at  worker  n 
ings  to  drive  home  the  point  that 
agement   wasn't   fighting  the   ur   -^ 


A  UNION  MOVING 
BEYOND  THE  BIG  THREE? 

After  many  ups  and  downs  at  parts  suppliers  and 
transplants,  the  UAW  appears  to  be  making  headway 


JOHNSON  CONTROLS  STRIKE 


iMAY,  1999  Lear  Corp.  agrees 
to  remain  neutral  in  UAW  re- 
cruitment drives,  allowing  the 
union  to  sign  up  4,000  workers 
at  14  auto-parts  factories  the 


DEC,  1999  The  UAW  starts  a 
recruitment  drive  among  To- 
yota's 9,000-worker  plant  in 
Georgetown,  Ky.,  but  withdraws 


without  an  election  the  next 
year  due  to  lack  of  support. 

OCT.,  2001  After  management 
resistance,  6,300  Nissan  work- 
ers in  Smyrna,  Tenn.,  vote  two- 
to-one  against  the  UAW.  It  was 
the  fourth  failed  unionization 
attempt  in  12  years. 

JUNE,  2002  To  end  strikes  at 
four  parts  plants,  Johnson 
pledges  neutrality  at  26  facto- 
ries employing  8,000  workers; 
about  1,000  have  joined  the 
union  so  far. 

JAN.,  2003  After  four  years  of 
talks  with  the  UAW,  Daimler- 
Chrysler agrees  to  stop  oppos- 
ing unionization  in  the  U.S. 
Some  3,100  workers  join  the 
union  at  two  of  its  Freightliner 
truck  plants  in  North  Carolina. 
The  UAW  expects  to  sign  up 
2,100  Mercedes  workers  in  a 
nearby  Alabama  factory. 

AUG.,  2003  Auto-parts  maker 
Dana  Corp.,  already  partly 
unionized,  pledges  neutrality  in 
UAW  campaigns. 
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win  imionization  elections  at  Nissan  Mo- 
tor Co.  and  Honda  Motor  Co.  over  the 
past  decade.  But  imionizing  even  a  few 
would  begin  to  even  out  the  competitive 
footing  across  the  industry.  "The  union 
desperately  needs  a  win"  among  the 
transplants  to  maintain  its  ability  to  set 
wages,  says  McAlinden. 

That  desperation  is  behind  the  union's 
willingness  to  trade  the  loss  of  higher- 
wage,  company-run  parts  plants  for  a 
leg-up  with  organizing  in  the  union-hos- 
tile South.  In  recent  years,  the  UAW  has 


"Management  made  it  clear  that  iC 
plant  would  be  comj  pe 
tive"  even  if  worl 
joined  the  union, 
one  UAW  organizer 
volved  in  the  camp; 
Still,  unionizing  oipi^ 
transplants  won't  be 
even  if  the  UAW  win  w 
Mercedes,  as  union 
cials  expect  to  do 
the  current  cont: 
talks.  After  all,  the 
has  nothing  to  trade 
Japanese  for  labor  pelf  a 
Where  the  union  Itt  t 
leverage  is  with  p^for 
makers.  Back  in  2i 
Johnson  Controls,  w! 
makes  seats  and  autcMtt 
teriors,  agreed  to  s 
fighting  unionization 
part  imder  pressure  fi  i  p 
Ford,  a  major  custoi§Ea(i 
that  wanted  to  main' 
peace  with  the  imion 
UAW  has  since  organ]  ry 
nine  Johnson  plants.  D 
is  already  partly  un:  t 
ized;  the  union  now  he 
to  recruit  the  rest  of 
workers. 

The   suppliers   ar< 
thrilled  to  accept  un 
ization.  But  they  say 
can  stay  competitive^  r 
long  as  the  UAW  doe  ^ 
try  to  hold  them  to 
$22  the  Big  Three 
Says  one  parts  execut 
"If  they  get  greedy 
will  be  disastrous  for  the  union  and 
companies." 

Clearly,  the  UAW  has  much  grounc  m 
regain.  Detroit's  market  share — ; 
hence  the  UAW's — fell  to  60%  this  y 
as  the  transplants  grabbed  more  sa 
In  parts,  the  imion  now  represents  j 
23%  of  the  workforce,  down  from  5 
in  the  late  1970s.  Unless  it  can  ti 
those  numbers  around  soon,  its  conti 
talks  with  the  Big  Three  may  look  m 
like  begging  than  bargaining. 

By  David  Welch  in  Deti 
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NSPORTATION 


LLOW:  BURNING  UP 
IE  ROADWAY? 

'  Zollars  bets  an  acquisition  will  help  it  take  on  UPS  and  FedEx 


low  Corp.  Chairman  and  Chief  Ex- 
initive  William  D.  Zollars  is  gearing 
b  for  an  aggressive  passing  maneu- 
Phe  Overland  Park  (Kan.)  trucking 

is  buying  its  slightly  bigger  rival, 
n's  Roadway  Corp.,  the  industry's 

player,  in  a  $1.1  billion  deal  that  is 
-^ted  to  close  by  yearend.  The 
ver  will  create  a  North  American  gi- 
/ith  50,000  employees,  18,700  truck 
Drs,  69,300  trailers,  and  yearly  rev- 
of  nearly  $6  billion — or  roughly 
bf  a  $30  billion  industry  known  as 
han-truckload  delivery,  ltl  shippers 
lup  smaller  shipments,  consolidate 

at  terminals,  and  then 
i  them  into  trailers  for 
ioff  one  by  one. 
Uars  is  betting  that  bring- 
.he  two  shippers  under 
roof  will  not  only  save 
By  but  also  create  new 
Ice  possibilities.  He  says 
Iready  has  pinpointed  at 
J  $45  miUion  in  cost  cuts, 
les,  says  the  55-year-old 
*try  veteran,  Yellow  has 
it  bigger  to  compete.  With 
ghly  paid  Tfeamsters  driv- 
it  has  been  losing  busi- 

to  nonunion  truckers, 
itime,  FedEx  Corp.  and 
jed   Parcel   Service   Inc. 

been  grabbing  sales  as 
take  on  bigger  shipments, 
rs  recently  spoke  about 
strategy  with  Business- 
t  Senior  Correspondent 
^1  Amdt. 


ly  shows  that  most 
isitions  don't  pay  off  for 
luyer.  Why  will  this  be 
«nt? 

ost  of  those  poor  results 
le  past  have  come  from 
ming  together  two  com- 
js  and  trying  to  take  out 
luch  cost  as  fast  as  possi- 
We're  not  going  to  do  that. 
e  going  to  continue  to  run 
of  these  companies  sepa- 
y.  The  reality  here  is  that 
6  got  two  companies  with 


tremendous  brand  equity  that  have  hun- 
dreds of  thousands  of  loyal  customers  to- 
day, with  very  little  customer  overlap. 
It  just  makes  a  lot  of  sense  to  keep  both 
of  those  brands  in  the  marketplace  and 
continue  to  invest  in  both  of  those  brands. 

Then  how  do  you  make  this  deal  pay  off? 

To  make  the  deal  add  to  earnings,  we 
need  only  about  $30  million  in  savings. 
We  think  we  can  take  out  $45  million  to 
$125  million  in  costs  in  the  first  year  just 
in  back-office  fimctions  such  as  payroll, 
credit  and  collections,  workers'  compen- 
sation, and  legal. 


k  1  We're  going  to  continue  to  run  each  of 
these  companies  separately... and  continue 
to  invest  in  both  of  those  brands  ?  J 


—WILLIAM  ZOLLARS 


Then  there  are  other  operating  syner- 
gies that  really  don't  disrupt  cvistomer 
service.  For  example,  we  can  combine 
purchasing  of  new  trucks  and  trailers 
[for  Yellow  and  Roadway].  Or,  for  anoth- 
er example,  consider  that  today  in  Mexi- 
co, we  each  use  separate  partners  to  pick 
and  deliver  shipments.  We  could  combine 
the  volume  there  and  eliminate  one  of 
the  partners. 

Isn't  there  a  risk  that  your  two  subsidiaries 
will  end  up  competing  against  one 
another? 

Sure,  but  other  industries  have  dual- 
branding  strategies,  too.  There  are  rea- 
sons people  buy  a  Pontiac  instead  of  a 
Buick  even  though  both  are  made  by 
GM.  We  could  come  up  with  a  strategy 
that  focuses  one  brand  on  one  set  of 
customers  and  the  other  on  another.  It 
could  be  that  one  of  the  brands  mi- 
grates more  toward  a  high-technology, 
value-added  brand.  The  other  one  might 
be  more  of  a  low-cost  provider.  Our 
mantra  for  the  first  year  is  going  to  be 
'no  change  for  the  customer,  no  change 
to  basic  operations.'  We  want 
to  keep  our  service  levels  up 
and  stay  focused  on  the  cus- 
tomer so  there's  no  reason  for 
them  to  change. 

What  was  wrong  with  continuing 
along  the  road  you  had  been  on? 

Scale  matters  in  our  busi- 
ness. At  the  end  of  the  day, 
you're  going  to  have  four  or 
five  major  players  in  the 
ground-transportation  business. 
We  want  to  be  sure  that  we're 
one  of  them.  This  deal  makes 
us  the  No.  3  ground-trans- 
portation provider  in  North 
America  behind  UPS  and 
FedEx,  and  it  puts  us  in  a  po- 
sition where  we're  now  the 
largest  company  in  North 
America  focused  on  bigger 
shipments. 


What  are  you  seeing  in  the 
economy? 

Starting  in  Jime,  we've  seen 
signs  of  recovery.  About  70%  of 
YeDow's  customer  base  is  in  the 
manufacturing  sector.  In  July, 
our  toimage  was  up  about  10% 
over  last  year  And  for  the  first 
time  ever,  July  tonnage  was  big- 
ger than  June's.  The  August 
blackout  cost  us  about  $2  million 
in  revenue.  But  all  in  all,  that's 
just  a  blip.  I  don't  think  it's  a 
significant  impact  on  us  or  on 
the  economy.  ■ 
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POWER 


DID  NUKES 
JUST  GET 
A  BOOST? 

The  industry  sees  opportunity 
in  the  wake  of  the  blackout 

At  4:13  p.m.  on  Aug.  14,  Constella- 
tion Energy  Group  Inc.'s  Nine  Mile 
Point  nuclear  plant  near  Syracuse, 
N.  Y.,  sensed  voltage  fluctuations  on  the 
grid.  The  plant  automatically  cut  itself 
off  from  the  rest  of  the  nation's  electri- 
cal system  to  prevent  its  power  from 
frying  nearby  lines.  Control  rods  low- 
ered themselves  into  the  two  reactors 
to  shut  dowTi  the  fission  process.  With- 
in seconds,  five  diesel-powered  backup 
generators  were  providing  the  power 
to  circulate  cold  water  around  the  re- 
actors, cooling  them  down  from  their 
normal  operating  temperature  of  540F. 
The  reactors  stayed  off  for  three  days 
as  staff  ticked  through  safety  and  op- 
erational checklists. 

Depending  on  which  people  you  talk 
to,  the  shutdown  at  Nine  Mile  Point 
was  a  triumph  of  nuclear  power's  safety 
and  reliabiUty — or  the  complete  oppo- 
site. And  in  the  wake  of  the  Great 
Blackout  of  2003,  the  disagreement  be- 
tween the  pro-  and  antinuke  lobbies  is 
about  to  heat  up.  With  Congress  scram- 
bhng  to  resurrect  the  long-delayed  en- 
ergy bill,  the  nuclear  industry  is  trying 


VIRGINIA: 

RADIATION 

IJiONlfOR^ 


to  take  advantage  of  the  night  the  lights 
went  out  to  build  support  for  more 
plants.  The  biU  may  even  include  finan- 
cial incentives  to  build  new  reactors. 
"Ensuring  the  proper  level  of  power  to 
the  country  demands  that  we  make 
trade-offs,  including  production  and 
greater  use  of  such  sources  as  nuclear 
energy,"  Senator  Pete  V.  Domenici  (R- 
N.  M.),  chairman  of  the  powerful  Senate 
Energy  &  Natural  Resources  Commit- 
tee, said  after  the  blackouts. 

Once  the  pariah  of  the  power  busi- 
ness, nuclear  power  generation  has  been 
quietly  growing  since  Three  Mile  Is- 
land nearly  melted  down  in  1979. 
Thanks  to  improved  equipment  and  bet- 
ter planning,  the  average  nuclear  plant 
now  generates  91%  of 
its  total  theoretical  an- 
nual output,  up  from 
62%  two  decades  ago. 
So  even  though  no 
new  nuclear  plants 
have  come  online  since 
1996,  they  keep  crank- 
ing out  more  juice.  To- 
day, nukes  generate 
one-fifth  of  all  power  in 
the  U.S.,  up  from  11% 
in  1980.  Mindful  that 
40%  of  the  Hcenses  to 
operate  nuclear  plants 
were  set  to  expire  by 
2015,  the  Nuclear  Reg- 
ulatory Commission  in 
the  past  three  years 
has  granted  20-year  li- 
cense extensions  to  16 
of  the  nation's  103  re- 
actors. A  further  14 
have  filed  for  renewal, 
and  21  more  are  pre- 
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dieted  to  file  over  the  next  six 
Now,  proponents  of  nuclear 
hope  to  use  the  blackout  to  exter 
industry's  renaissance.  Industry 
ists  are  expected  to  argue  that  a 
on  nuclear  plants  put  less  stress 
electrical  grid  than  natural-gas-f 
cilities,  which  are  frequently  tv 
and  off  to  take  advantage  of  differd 
in  fuel  prices  and  to  meet  variable 
er  demand.  Domenici  is  keen  tc 
vide  the  industry  with  federally 
loan  guarantees  and  power-purl 
contracts  that  could  pay  half  of  thi 
struction  costs  for  up  to  seven  nel 
clear  plants.  That  would  be  a  con| 
able     boon     to     the     industry. 
Congressional  Budget  Office  estr 
that  a  new  1,100-megawatt  nucle 
cility  would  cost  up  to  $2.5  billion,1 
than  four  times  the  cost  per  megj 
of  a  new  natural  gas  facihty. 

Critics  of  nuclear  power  argue 
it's  absurd  to  spend  so  much  on  ut 
that  are  wdnerable  to  accidents  i 
ror  attacks.  They  also  say  that  tl 
tion's  electrical  reliability  would  be 
served  through  conservation  ar 
building  smaller,  more  distributed 
sources — such  as  natural-gas-fireJ 
croturbines,  wind,  solar  and  hydj 
fuel  cells — that  can  operate  even 
grid  goes  down.  "Nuclear  is  just  a 
lem  technology,"  says  Arjun  Makll 
president  of  the  Institute  for  Eneij 
Environmental  Research,  a  green 
tank.  Not  least  of  all,  Domenici  fact] 
position  from  fellow  Republicans  wh 
against  any  kind  of  federal  subsidy! 
Will    the    nuclear    power    indi 
emerge    from   the   blackout    an 
stronger  force? 
toss-up.  In  June 
Senate  narrowly 
to    maintain    ni 
subsidies  in  thei 
sion  of  the  energ 
After  years  of 
dragging,   Congr<[ 
now  under  pressii 
pass  some  new  ei| 
policy.  And  even 
bill    doesn't    in| 
goodies  for  the  nJ 
industry,  it's  Ukeljl 
ulators  will  contini 
extend  reactors' 
ating    licenses, 
good  or  for  ill,  Anl 
will  continue  to  b| 
liant  on  nuclear  pi 
for  decades  to  coil 
By     Christol 
Palmeri  in  Los  A 
les  with  John  C\ 
in  Washington 


GROWING  POWER 

NUCLEAR  ENERGY  AS  PERCENTAGE 
OF  ELECTRICITY  GENERATED 
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IR's  Recognition  Systems'  HandKey®  HandReader  is  the  proven,  cost-effective 
biometric  that  outdates  all  other  access  control  systems.  In  less  than  a  second, 
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Finance 


STOCK  ANALYSIS 


THE  MYTH  OF 
INDEPEHDENCE 

Unbiased  research?  It's  more  elusive  than  you  think 


COMMENTARY 

By  Marcia  Vickers 

To  say  that  Laura  Weil,  the  chief  fi- 
nancial officer  of  American  Eagle 
Outfitters  Inc.,  was  apoplectic  ear- 
ly last  year  is  an  understatement. 
She  had  just  reviewed  a  report  on  her 
company  fi*om  an  independent  stock  re- 
search firm,  the  Center  for  Financial 
Research  &  Analysis  (cfra),  which  usu- 
ally gets  high  marks  for  its  work.  She 
found  no  less  than  10  factual  errors, 
some  serious.  The  report  wrongly  gave 
earnings  and  revenue  numbers  in  bil- 
lions rather  than  millions.  It  had  the 
wrong  dates  for  American  Eagle's  fiscal 
year.  And  it  reported  higher  debt  than 
the  company  actually  owed.  What's 
more,  the  report  said  that  many  easily 
found  numbers  from 
lOQ  reports  filed  with 
the  Securities  &  Ex- 
change Commission  as 
well  as  the  company's 
annual  report  were 
"not  available."  Says 
Weil:  "It  was  like  they 
had  a  high  school  kid 
doing  the  report." 

Weil  complained  and 
CFRA,  which  is  run  by 
Howard  M.  Schilit,  a 
respected  accounting 
expert,  ultimately  cor- 
rected much  of  the  re- 
port. It  may  have  been 
a  one-time  event  for 
CFRA.  But,  Schilit  says, 
"It's  never  an  excuse 
when  something's  not 
100%  correct,  but  there 
can  be  human  error  in 
anything."  He  notes 
that  the  analyst  didn't 
usually  cover  retail  and 
that  he,  along  with  his 
supervisor,  "are  no 
longer  with  cfra." 


INDIE  RESEARCH 
ISN'T  A  CURE-ALL 


With  the  explosion  in 

independent  research 

startups,  many  seem  hastily 

conceived  and  some 

fly-by-night 

►  Many  hire  analysts  with 
little  or  no  track  record, 
raising  questions  about  the 
quality  of  their  research 

►  Some  base  their  analysts' 
pay  solely  on  how  much 
trading  volume  their  reports 
generate 

►  Others  sell  their  reports 
to  hedge  funds  and  other 
pros  who  trade  off  the 
information  well  before  it's 
available  to  the  public 

Data:  BusinessWeek 


Regulators  and  investors  are  making 
an  enormous  bet  that  independent  re- 
search— supposedly  untainted  because 
it  has  no  links  to  investment  banking — 
is  the  cure-all  for  a  conflict-of-interest- 
riddled  Wall  Street.  But  it's  not.  Inde- 
pendent research,  too,  can  have 
problems  and  conflicts  of  its  own.  Shod- 
diness  is  just  one  of  them.  Indepen- 
dent analysts'  pay  is  sometimes  linked 
to  the  amoimt  of  trading  commissions 
they  generate  for  their  firms,  much  in 
the  same  way  Wall  Street  analysts' 
compensation  often  depended  on  how 
much  banking  business  they  brought 
in.  And  with  new  research  shops  hang- 
ing out  shingles  every  day,  there  are 
questions  about  their  lack  of  track 
record  and  expertise. 

For  at  least  the  next  five  years,  in- 
dependent research  will  loom  large  on 
Wall  Street.  During 
that  period,  10  big  in- 
vestment banks,  includ- 
ing Merrill  Lynch  & 
Co.  and  Salomon  Smith 
Barney,  must  shell  out 
around  $430  million 
among  them  to  buy  the 
stuff  as  part  of  their 
April  settlement  with 
New  York  Attorney 
General  Eliot  Spitzer 
and  the  sec  over  taint- 
ed research.  They  must 
make  the  outside  re- 
search available  to 
clients  along  with  their 
own.  Independent  con- 
sultants will  decide 
which  researchers  to 
employ. 

The  instinct  behind 
the  settlement  was 
sound.  Good  independ- 
ent stock  research  can 
add  value  to  stockpick- 
ing.  Value  Line,  Mom- 
ingstar,  and  Standard  & 
Poor's  (like  Business- 


Week, part  of  The  McGraw-Hill  C( 
panies),  among  others,  are  widely  i 
ognized  for  their  probity,  accuracy,  , 
credibility.  Other  reputable  outfits 
jvimping  on  the  gravy  train.  Both  Thi 
son  Financial  and  Reuters  Group,  wl 
now  owns  Multex  Inc.,  an  earnings 
searcher  that  offers  indie  analysis, 
cently  announced  they  would  sell  st 
research. 

But  all  is  not  what  it  seems  throu 
out  the  world  of  independents.  Somt 
the  biggest  indies  are  not  quite  as 
attached  as  they  might  appear.  E^ 
the  respected  Sanford  C.  Bemsteir 
Co.  is  owTied  by  Alliance  Capital  M 
agement,  which  runs  numerous  mut 
funds  and  institutional  money.  Pruden 
Financial  Inc.,  meanwhile,  which  e: 
ed  investment  banking  late  in  2000 
also  a  big  mutual-fund  player.  Ne\ 
outfits  can  also  face  potential  conflicts 
interest,  or  at  least  be  short  on  qual 
For  one  thing,  analysts  at  upstarts 
small  firms  can  be  astonishingly  inex 
rienced.  Often  fresh  out  of  school,  tl 
take  low-paying  jobs  at  small  indepe 
ent  firms  to  learn  the  ropes.  "That  i 


86  BusinessWeek  /  September  8,  2003 


I?  to  question  the  credibility  of  their 
arch,"  says  Charles  L.  Hill,  Thorn- 
First  Call's  director  of  research. 
'ften,  the  more  trading  commissions 
J  analysts  generate  for  their  firms' 
er/de^er  arms,  the  more  bacon  they 
g  home.  Soleil  Securities  Corp.,  an 
pendent  research  firm  started  late 
year  by  Wit  Capital  founder  and 
com  entrepreneur  Andy  Klein,  is 
ng  analysts'  compensation  on  how 
h  trading  volume  and  commissions 

generate.  Critics  say  this  type  of 
el  potentially  encourages  analysts 
lake  overly  bold  statements  about  a 
pany,  or  report  unsubstantiated  ru- 
s,  to  gin  up  business, 
/liat's  more,  analysts  who  aim  their 
arch  primarily  at  traders  are  still 
to  issue  more  "buys"  than  "sells." 
t's  because  only  those  who  already 

the  stock — a  limited  audience — ^will 


be  apt  to  sell,  while  there's  a  far  bigger 
universe  of  potential  buyers.  And  buys 
outnumber  shares  sold  short  even  in 
this  choppy  market,  by  more  than  30 
to  1  on  average.  An  Aug.  6  study  for 
BusinessWeek  by  Thomson/First  Call, 
the  earnings  research  firm,  shows  that 
most  Wall  Street  investment  banks  are 
issuing  far  more  "sell"  ratings — from 
15%  to  25%  of  their  total  ratings — than 
large  independent  researchers — 10%  or 
less.  Says  Soleil's  Klein:  "There  may  be 
lots  of  games  [analysts]  could  play  to 
get  a  quick  break  here  or  there.  But 
researchers  are  going  to  go  out  of  busi- 
ness if  they  don't  help  their  portfolio 
managers  make  money  over  time,  and 
that's  our  goal." 

Stale  or  recycled  research  can  be  a 
problem,  too.  Like  the  Wall  Street  in- 
vestment banks  that  give  the  first  call 
on  research  to  big  trading  clients,  many 


indie  firms  sell  their  reports  to  hedge 
funds  and  other  institutions  first.  That's 
fine.  But  afiter  the  smart  money  has 
traded  off  the  information,  the  report — 
or  at  least  the  "buy"  or  "sell"  recom- 
mendation— is  often  then  released  to 
the  public,  by  which  time  it  has  little 
value.  "[The  Wall  Street  settlement]  is 
creating  a  short-term  market  distortion 
where  independent  researchers  can  prof- 
it and  where  investors  still  don't  mat- 
ter," says  Scott  C.  Cleland,  CEO  of  the 
Precursor  Group,  a  Washington-based 
independent  research  firm. 

Critics  fear  that  when  they  pick  out- 
side researchers  as  part  of  the  settle- 
ment. Wall  Street  investment  banks  will 
tend  to  favor  those  who  are  more  bull- 
ish on  stocks  and  less  harsh  on  invest- 
ment banking  clients.  And  that's  despite 
the  "independent  consultant"  who's  sup- 
posed to  do  the  picking.  "Their  funding 
will  be  indirectly  dependent  on  fees  gen- 
erated from  IPOS  [initial  public  offer- 
ings] and  other  stock  offerings  by  in- 
vestment banks,"  says  James  M. 
Sheehan,  an  adjunct  scholar  at  the  Com- 
petitive Enterprise  Institute,  a  free- 
market  think  tank  in  Washington. 

In  addition  to  startups,  existing  indie 
firms  are  looking  to  cash  in  on  the  fast- 
growing  market  for  untainted  research. 
Steadily  trying  to  gain  market  share, 
they  are  issuing  more  frequent  reports 
on  more  companies,  say  critics.  Schilit's 
CFRA  is  adding  to  the  number  of  com- 
panies it  covers,  say  critics.  Sidoti  & 
Co.,  a  respected  small-cap  researcher, 
now  covers  300,  vs.  about  100  two  years 
ago,  and  says  by  the  end  of  2004,  it  ex- 
pects to  cover  600.  Are  they  sacrificing 
quality  for  quantity?  No,  insists  Schilit. 
"If  anything,  our  ability  to  uncover  ac- 
covmting  problems  has  improved  dra- 
matically in  the  past  few  years  because 
of  the  enhanced  tools  and  screens  we 
use,"  he  says. 

Perhaps.  But  investors  shouldn't  be 
lulled  into  thinking  that  independent  re- 
search is  the  holy  grail  for  stockpicking. 
Some  academics  who  study  financial 
markets  question  whether  stock  re- 
search has  much  value  at  all,  given  the 
amount  of  information  bouncing  around 
the  markets.  Untainted  research  is  ob- 
viously preferable  to  the  flawed  kind, 
but  it's  no  silver  bullet. 

Senior  Writer  Vickers  covers  markets 
and  investments. 


lexperienced  analysts,  stale  or  recycled  research, 
lestionable  recommendations-the  pitfalls  are  many 
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BONDS 


THE  LATEST  MAGIC 
IN  CORPORATE  FINANCE 

How  contingent  convertible  bonds  blindside  shareholders 

When  biotech  company  Cephalon 
Inc.  wanted  to  raise  money  and 
refinance  old  debt  in  June,  it 
thumbed  its  nose  at  this  year's  low 
rates.  In  fact,  it  didn't  want  to  pay  any 
interest  at  all  on  its  new  bonds.  And 
thanks  to  an  accounting  loophole,  it  was 
able  to  fashion  a  0%,  $750  million  of- 
fering of  so-called  contingent  convertible 
bonds  that  investors  snapped  up. 

Dubbed  co-cos  for  short,  such  bonds 
are  the  latest  craze  in  corporate  finance. 
This  year  more  than  100  companies,  in- 
cluding Comverse  Technology  and  ad- 
vertising-agency holding  company  Om- 
nicom Group,  have  sold  them  in  various 
forms.  In  June,  General  Motors  sold  the 
largest  one  yet,  placing  some  $4.3  biUion 
in  bonds  pacing  6.25%  to  bolster  its  un- 
derfunded pension  plan.  At  the  time, 
standard  GM  debt  was  yielding  about 
8.5%.  As  with  Cephalon,  Omnicom  is 
pajdng  no  interest  after  raising  $600 
miUion  in  June. 

Raising  money  by  seUing  bonds  at 
little  or  no  apparent  cost  is  great  for 
corporate  bottom  hnes,  but  not  so  great 
for  unsuspecting  shareholders.  The 
bonds  carry  below-market  interest  rates 
because  investors,  typically  hedge  funds, 
get  a  conversion  option — the  right  to 
swap  their  bonds  for  stock — instead  of 
interest  payments.  And,  just  as  with 
the  stock  options  granted  to  employ- 
ees, companies  don't  need  to  treat  the 
conversion  options  as  an  expense  un- 
der generally  accepted  accounting  prin- 
ciples (GAAP). 

Even  more  critical  for 
investors,  companies — 
when  covmting  their  out- 
standing shares — don't 
have  to  include  the 
shares  that  would  be  is- 
sued if  the  bonds  were 
converted  to  stock.  So 
shareholders  can  get  hit 
with  a  nasty  surprise. 
Accounting  analysts  at 
Bear,  Steams  &  Co.  say 
companies  issuing  co-cos 
would  see  their  earnings 
per  share  shp  by  an  av- 
erage of  6%  if  the  con- 


version options  were  included  in  the 
calculation. 

For  their  part,  the  companies  say 
they  aren't  hiding  anything.  Instead, 
they're  doing  the  deals  to  get  cheap 
capital,  they  say.  Robert  S.  "Chip"  Mer- 
ritt,  senior  director  of  investor  relations 
at  Cephalon,  says  the  company  has  been 
straight  with  the  market.  "Any  profes- 
sional investor  would  understand  that 
this  conversion  could  occur  and  would 
have  modeled  for  it  appropriately,"  he 
says.  However,  Christopher  Senyek,  an 
accountant  at  Bear  Steams  who  looked 
at  more  than  100  of  the  contingent  con- 


;iii|iik'  (ids'iK 

By  adding  extra 
conditions  to 
traditional  convertible 
bonds,  companies 
can  avoid  revealing 
how  much  earnings 
would  be  diluted 
if  the  bonds  were 
exchanged  for 
stock. 

Data:  Bear.  Stearns  &  Co 
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vertible  issues,  says  public  inform, 
on  the  deals  is  often  "sketchy  at  b 
making  it  hard  to  gauge  their  impa 
stock  prices. 

Investors  can  blame  clever  in' 
ment  bankers  for  this  latest  mane 
that  stays  one  step  ahead  of  the  i 
lators.  Merrill  Lynch,  Credit  Si 
First  Boston,  and  Banc  of  Americi 
Clarities  are  the  kings  of  the  co-< 
far.  Tyco  International  Ltd.  is  beli 
to  have  issued  the  first  co-co  in  20< 
was  underwritten 
Merrill  Lynch  & 
shortly  after  a  prop 
rule  on  convertibles 
the  Financial  Accoui 
Standards  Board  om 
contingency  convers 
Companies  issued  alj 
120  co-cos  in  the 
two  years.  This  yeai 
deals  have  mushroc 
further,  with  105  is 
through  July,  accor 
to  Bear  Steams. 

The  advantage  o 
cos  is  simple.  With  r 
lar  convertible  be 
companies  must 
the  shares  that  migl 
issued  when  figu 
their  per-share  i 
earnings.  But  they 
postpone  the  diluti- 
they  add  another  condition,  or  co 
gency,  to  the  standard  conver 
terms.  For  example,  when  CSFB  ur 
writes  a  co-co,  it  usually  allows 
switch  to  stock  only  if  the  compi 
share  price  reaches  20%  above  the  j 
used  to  figure  how  many  shares  wi 
given  for  each  bond  at  conversior 
Cephalon's  case,  half  of  its  bonds 
be  converted  into  stock  at  $56.50, 
only  when  the  stock,  now  at  around 
trades  above  $67.80.  If  these  bonds  ' 
regular  convertibles,  they  coulc 
swapped  for  stock  as  soon  as  the  j 
reached  $56.50. 

Issuing  a  co-co  rather  than  a  reg 
convertible  postpones  the  day  of  r 
oning  for  Cephalon.  But  if  its  s 
reaches  the  trigger  level,  the  cor 
ny's  shares  would  suffer  a  sudden 
tion,  clobbering  its  per-share  earn 
because  bondholders  could  shift 
shares.  Bear  Steams  estimates  th 
this  occurred  next  year,  the  hit  c 
be  15%.  Already,  that  has  happene 
some  companies.  Counting  its  c 
shares  for  the  first  time  in  the  se^ 
quarter,  wireless  outfit  urstarcom  lo; 
11%  off  its  per-share  earnings. 

So  investment  bankers  have  de\ 
another  product  to  deal  with  this  p 
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GAME  PLAN 


ANOTHER   REASON   PSEG   HAS   WALL   STREET'S   ATTENTION] 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.  Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives  us  a  balanced  lineup  of  performers,  including  a  New  Jersey 


utility,   a  Northeast   generating  company  and  other  energy  related 


businesses.   And  as  our  overall  earnings  record  suggests,   good 


things  happen  when  you  cover  all  the  bases. 


PSEG 

We  make  things  work  for  you. 


www.pseg.com 


Finance 


lem — a  hedge  to  offset  the  dilution.  But 
the  hedges  are  expensive.  Cephalon,  for 
example,  paid  CSFB  some  $258  million 
for  one  that  would  pay  the  company  in 
cash  or  shares  and  help  maintain  the 
earnings  per  share  if  its  bonds  are  con- 
verted. But  that's  a  huge  slice  of  the 
$750  milhon  Cephalon  raised  by  selling 
the  bonds  in  the  first  place.  So  at  the 
same  time,  csfb  agreed  to  return  $178 
million  if  Cephalon  would  take  back 
some  of  the  risk.  The  result:  Cephalon 
bears  the  risk  for  conversions  above 
$72.08,  instead  of  from  the  $56.50  con- 
version price. 

There's  method  to  this  apparent  I- 
pay-you,  you-pay-me  madness.  Cephalon 


as  an  expense  against     A  A  til"  pd<dl  lo  dliy 


its  taxable  income.  Fig-     rtniHri    r»/^m-rvoTii/:kci 
ured  at  the  maximum    §UlQe,  C0Ilipani6S 

l^:ST.m'^J^-  ^  will  quickly  find 

Uon  tax  saving,  enough    a  loOpfiOle  IH  ERy 


new  rules 


to  cover  the  $80  million 
difference  between 
what  Cephalon  paid 
CSFB  and  what  it  got    

back.  Cephalon  says  the  $178  million  it 
retrieved  from  csfb  doesn't  affect  its 
taxes  because  the  government  doesn't 
tax  gains  from  dealings  in  a  company's 
own  stock. 

Meanwhile,  FASB  is  playing  catch-up. 


It  has  toyed  withi 
options  issue  sinc| 
least  1990  and 
propose  a  rule  btl 
the  end  of  the  yearl 
would  close  the  co| 
gency  exception 
counting  the  share.'l 
hind  a  convertible.  [ 
if  the  past  is  any  g\ 

the  bankers  will 

found  the  next  loophole  before  the| 
rule  takes  effect,  leaving  investors 
another  variation  of  the  by-now  fa 
riddle:   How  much  did  my  comj| 
really  earn? 

By  David  Henry  in  New 


BONDS 


EUROPEAN  JUNK 
REGAINS  ITS  LUSTER 

With  scandals  fading,  the  high-yield  bond  market  is  booming 

Dead  in  the  water.  That  about 
summed  up  the  state  of  the  Eu- 
ropean high-yield  bond  market 
last  year.  Issuance  of  "junk"  bonds 
slowed  to  a  trickle.  After  edging 
higher  as  2002  began,  prices  fell  12% 
last  May  through  October,  accord- 
ing to  the  Goldman  Sachs  High 
Yield  Index.  Moody's  Investors  Ser- 
vice downgraded  71  issues,  compared 
with  56  the  previous  year.  And  de- 
faults soared  to  a  record  $45  billion  in 
2002,  more  than  the  total  from  1985  to 
2001.  "There  was  a  general  feeling  that 
when  you  invested  in  corporate  debt, 
you  didn't  know  what  you  were  get- 
ting," recalls  Gordon  Wright,  director  at 
Standard  &  Poor's  Investment  Services 
in  London. 

Not  so  this  year.  Unlike  in  the  U.  S., 
where  junk  bonds  are  under  pressure 
from  a  recent  jump  in  Treasury  >ields, 
European  high-yield  debt  is  back  \\ath 
a  vengeance.  According  to  Credit 
Suisse  First  Boston,  total  junk-bond 
issuance  in  Europe  as  of  July  30  hit 
$8  bUlion,  nearly  triple  the  $3  billion  for 
all  of  2002.  By  the  time  this  year  is 
through,  bankers  expect  the  figure  to 
rise  to  $12  bilhon,  beating  the  $10  bil- 
lion record  racked  up  in  1999.  Behind 
the  optimism:  Corporate  scandals  are 
no  longer  in  the  headlines,  and  more 
companies  want  to  restructure  their 
balance  sheets  by  stretching  out  the 


EUROPE'S  TOP  JUNK  BOND 
DEALS  IN  2003 


ISSUER 

AMOUNT  RAISED 

BILLIONS 

VIVENDI  UNIVERSAL 

$2.9 

RHODIA 

1.2 

EIRCOM 

1.2 

HEIDELBERGCEMENT 

0.8 

CASE  NEW  HOLLAND 

0.7 

LEGRAND 

0.7 

FRESENIUS  FINANCE 

0.4 

Data:  Thomson  Financial 

maturity  of  debts,  which  relieves  short- 
term  pressvu-e  to  pay. 

Among  the  biggest  players  in  the 
Etiropean  market  are  the  so-called  fall- 
en angels.  These  companies  used  to 
carry  investment-grade  ratings,  but 


were  demoted  after  they  became 
meshed  in  scandal  or  ran  into  m; 
ment  and  cash-flow  problems.  By 
ing  to  market,  they  hope  to  bo 
their  balance  sheets  and  eventil 
boost  their  ratings.  In  separate  l\ 
and  July  bond  floats,  French  coni 
erate  Vivendi  Universal  raised  n 
$3  billion  to  extend  its  debt  matu| 
Likewise,  German  manufacturer 
delbergCement  tapped  the  mark' 
more  than  $800  milhon  in  July, 
such  big  names  were  willing  to 
the  plunge  has  encouraged  otj 
eager  to  take  advantage  of  hii 
cally  low  rates;  coupons  this 
are  averaging  9.35%,  accordin 
researcher  Dealogic  Ltd.  Ano 
factor  is  that  some  of  the  sti 
has  worn  off.  "In  Europe,  th( 
been  this  fear  of  the  junk-bon( 
bel,"  says  Tim  Flynn,  head  of 
ropean  high-yield  capital  ma 
at  Goldman,  Sachs  &  Co.  "But 
companies  are  much  less  sensitive 
The  market  has  risen  so  far,  so 
that  some  wonder  whether  it  is 
ting  itself  up  for  a  fall.  Few  invest 
however,  have  been  scared  off.  Ind 
the  CSFB  Western  European  High  "! 
Index  had  shot  up  19%  as  of  Jul} 
outperforming  the  major  stock  ind' 
in  France,  Britain,  and  Germany— 
to  mention  the  U.S.  That's  broadt 
the  type  of  money  flowing  in.  Ma 
players  say  there's  even  been  some 
mand  from  U.S.  institutions,  along 
European  investors  of  all  stripes 
course,  an  unexpected  shock  could 
the  market.  But  bankers  aren't  ^ 
ried,  noting  several  large  deals  in 
pipeline.  The  biggest:  a  $1.4  bil 
issue  by  Italian  yellow-pages  comj 
Seat  Pagine  Gialle,  expected  later 
year  or  early  2004.  The  smart  mc 
seems  to  be  saying:  Don't  bet  ag£ 
junk  just  yet. 

By  Laura  Cohn  in  Lor. 
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ean,  crush,  macerate, 

press,  ferment,  filter,  age,  bottle, 
drink,  and  be  merry,  """•—'-"'■^"■^-'o-'^'f"- 

J       grapes  can  be  transformed  into  tine  wine. 
Fortunately,  Siemens  integrated  automation  is  in  place  to  ensure  that  this 
age-old  tradition  operates  with  state-of-the-art  efficiency.  From  making 
manufacturing  more  productive,  to  pioneering  cleaner,  more  efficient  energy 
technologies,  to  holding  the  world  record  for  transmitting  data  over  a  single  '% 
optical  fiber,  Siemens  is  reshaping  and  redefining  entire  industries,     ^^^^^^^l^^ 
When  you  have  425,000  minds  working  together  all  around  the  globe, 
including  75,000  right  here  in  the  U.S.,  innovative  solutions  emerge. 
And  that's  what  it  takes  to  change  the  world. 


SIEMENS 


Global  network  of  Innovation 


'^*^»^ 
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www.usa.siemens.com 


Information  Technology 


HOW  TO  GET  U.S.  BROADBAND 
UP  TO  SPEED 

Providers  and  the  feds  must  work  together  to  stop  the  U.S.  from  falling  further  behini 


COMMENTARY 

By  Roger  O.  Crockett 

Broadband  is  on  a  tear  in  the  U. S. 
For  the  12  months  ended  in  June, 
the  number  of  speedy,  always-on 
Internet  connections  has  soared 
43%,  to  22  million  users,  according  to 
market  researcher  rhk  Inc.  That's  18% 
of  U.S.  households.  In  four  years,  it 
could  balloon  to  50%  of  American  house- 
holds, estimates  Forrester  Research  Inc. 
The  service  is  surging 
"faster  than  any  other  con- 
sumer technology  except 
DVDS,"  says  Forrester  ana- 
lyst Jed  Kolko. 

Yet  for  all  that 
progress,  the  U.  S.  is  hard- 
ly the  world's  broadband 
leader.  South  Korea, 
Japan,  and  even  Canada 
are  ahead  on  just  about 
every  metric — from  the 
percentage  of  their  popu- 
lations with  broadband 
service  to  the  speed  of 
those  services.  Three-quar- 
ters of  Korean  households 
have  it,  and  their  broad- 
band allows  them  to  cruise 
the  Net  at  3  megabits  per 
second,  on  average — about 
three  times  the  speed 
American  homes  get.  And 
the  cost?  About  $25  a 
month,  compared  with  an 
average  tab  of  $45  for 
most  Americans.  In  Japan, 
where  27%  of  homes  have 
the  service,  broadband  av- 
erages 10  megabits  per 
second  for  only  $23  a 
month.  "[Real  broadband] 
has  not  even  started  in  the 
United  States,"  says 
Masayoshi  Son,  CEO  of 
Japan's  Softbank  Corp., 
which  is  pushing  the 
broadband  rollout  in  Japan. 
Even  Michael  Price,  sen- 
ior managing  partner  at 


the  New  York  investment  and  advisory 
firm  Evercore  Partners  Inc.,  says  the 
U.S.  "is  on  training  wheels"  when  it 
comes  to  broadband. 

But  does  it  matter?  Do  broadband 
Net  hnks  have  any  impact  beyond  let- 
ting people  swipe  even  more  pirated 
music  or  whQe  away  the  hours  watching 
TV  on  their  computers?  Yes.  For 
starters,  broadband  is  critical  to  pro- 
ductivity. Through  videoconferencing,  it 
lets  people  work  faster  and  more  effi- 


ciently fi'om  home,  allows  studei 
take  classes  not  offered  at  local  s( 
and  permits  patients  to  get  care 
specialists  over  vast  distances.  A' 
ing  to  a  study  by  economists  Ij 
W.  Crandall  and  Charles  L.  Jacks 
the  think  tank  Brookings  Instit 
universal  broadband  service  cou 
ject  $300  billion  annually  into  the 
economy.  Just  as  important,  U.S. 
petitiveness  is  at  stake.  Intel,  Mie 
and  eBay  became  tech  leaders,  at 
in  part,  because  of 
experimentation  ir 
U.  S.  with  semicondv 
software,  and  the  N 
entrepreneurs  in 
countries  have  a 
start  of  several  yei 
test  new  broadband 
cations  and  business 
els,  U.  S.  startups 
never  catch  up.  "Tec 
gy  leadership  is  not 
ordained,"  says  Re 
Hundt,  the  former 
man  of  the  Federal 
munications  Commis 
That's  not  to  sa 
U.  S.  can — and  she 
copy  South  Korea 
ploying  broadband 
was  fast  and  chea 
cause  the  country  ha 
15  million  household 
is  only  38,000  s 
miles— 1/lOOth  the 
the  U.S.  And  60% 
population  lives  in 
apartment  blocks 
than  the  sprawling 
urbs  where  many  A 
cans  reside.  And  th 
rean  government  in\ 
$850  million  in  broa- 
infrastructure  and  p] 
es  another  $850  r 
over  the  next  four 
There  is  no  appetil 
massive  federal  inves 
in  the  U.  S. 

Still,  America's  1: 


92  BusinessWeek  /  September  8,  2003 


nOBABBBBOfl 


storage 


The  Archipelago  Exchange  uses  VERITAS  software  to  help  maximize  storage  utilization 
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band  infrastructure  could  be  improved 
with  some  elbow  grease  and  a  height- 
ened sense  of  urgency.  The  first  step  is 
for  the  federal  government  to  roll  up  its 
sleeves  and  get  into  the  game.  The  U.  S. 
is  alone  among  developed  countries  in 
not  having  an  official  broadband  policy. 
In  2000,  the  Canadian  government  set 
the  goal  of  making  broadband  available 
in  every  community  by  2005  and  of- 
fered financial  incentives  for  providing 
service  in  the  remote  Yukon.  That 
helped  push  broadband  adoption  to  36% 
of  all  Canadian  households,  twice  as 
high  as  in  the  U.  S.,  says  analyst  Kathie 
Hackler  of  researcher  Gartner  Inc.  All 
the  U.  S.  has  is  the  FCC,  "which  is  dazed 
and  confused,"  says  Hackler. 

A  good  start  for  any  broadband  poli- 
cy would  be  for  the  FCC  to  clear  up 
contradictions  in  its  own  regulations — 
and  quickly.  After  an  initial  ruling  on 
broadband  regs  in  February,  it  took  the 
FCC  six  months  to  write  the  roughly 
600-page  final  draft.  And  the  job  is  only 
half-finished.  While  the  agency  is  phas- 
ing out  old  rules  that  forced  regional 
telephone  companies  to  sell  digital  sub- 
scriber lines  (dsl),  their  broadband  serv- 
ice, to  rivals  at  state-mandated  dis- 
counts, the  Bells  still  operate  under 
regulatory  restric- 
tions that  obligate 
them  to  wholesale 
their  DSL  lines  to  ri- 
vals. Meanwhile,  ca- 
ble companies  oper- 
ate without  these 
restrictions.  That's  a 
big  reason  why  ca- 
ble modem  service  is 
available  to  85%  of  the  country,  com- 
pared with  about  70%  for  dsl.  The  FCC 
is  reviewing  these  dsl  rules  and  could 
vote  on  them  this  fall.  To  boost  the  roll- 
out of  dsl,  the  FCC  should  vote  to  elim- 
inate them. 

That's  not  all  the  government  can  do. 
Some  15%  of  the  U.  S.  still  doesn't  have 
the  opportunity  to  buy  broadband  serv- 
ice because  it's  too  expensive  to  deploy 
in  remote  areas.  The  Broadband  Inter- 
net Access  Act,  an  initiative  introduced 
by  Representatives  Phil  English  (R-Pa.) 
and  Robert  T.  Matsui  (D-Calif.)  that  is 
similar  to  Canada's  Yukon  effort,  could 
help  bridge  the  divide.  That  bill  would 
give  tax  credits  of  up  to  20%  to  compa- 
nies that  invest  in  speedy  service  in  ru- 
ral and  other  underserved  regions. 

Certainly,  bringing  U.S.  broadband 
usage  up  to  snuff  is  more  about  private 
enterprise  than  government  initiative. 
The  cable-TV'  companies  and  the  Bells 
could  spur  consumer  demand  by  lower- 
ing prices.  Korea  and  Japan  have  such 


BOOSTING  BROADBAND 

Broadband  isfqster,  cheaper,  and  more  popular  in  Korea,  Japan, 
and  Canada.  Here's  how  the  U.S.  can  catch  up: 


GOVERNMENT 


REMOVE  ROADBLOCKS  Federal  regulations  still  require  the  Bells  to  get 
government  approval  for  many  new  services,  such  as  DSL.  Regulators  sh 
drop  that  rule,  putting  phone  companies  on  the  same  footing  as  cable- 
operators.  At  the  state  and  local  level,  government  must  make  it  easier 
companies  to  obtain  permits  for  network  construction. 

CREATE  TAX  INCENTIVES  Congress  should  approve  a  bill  that  would  gij 
companies  a  tax  credit  worth  up  to  20%  of  their  broadband 
investments.  That  would  make  it  easier  for  phone  companies  and  cable  c| 
panies  to  deploy  cable  modems  and  DSL  in  the  15%  of  the  country  whe| 
it's  currently  too  expensive  to  build. 


SERVICE  PROVIDERS 


REDUCE  PRICES  At  around  $45  a  month,  broadband  is  about  twice 
as  expensive  in  the  U.S.  as  it  is  in  Japan  and  Korea.  To  approach  the 
popularity  of  broadband  in  those  countries,  American  phone  and  cable  coj 
panies  will  have  to  drop  their  prices. 

BOOST  SPEED  For  less  than  $25  a  month,  residential  customers  in 
Japan  connect  to  the  Net  at  an  average  of  10  megabits  a  second — 10 
times  as  fast  as  the  typical  broadband  connection  in  the  U.S.  American 
erators  should  adopt  speedier  technology,  which  is  readily  available. 


CONTENT  DEVELOPERS 


FUND  STARTUPS  Venture  capitalists  should  get  off 
sidelines  and  start  financing  more  broadband  content] 
startups  such  as  Movielink,  which  allows  consumers 
view  a  limited  number  of  films  over  their  high-speed 
ternet  connection. 


PROMOTE  FILE-SHARING  To  encourage  people  to 
use  broadband,  a  much  wider  selection  of  music, 
video,  and  games  must  be  available  online.  The  mi 
sic  industry  has  made  some  progress  in  ironing  out 
the  licensing  and  financial  issues — even  The  Rolling  Stones  have  made 
the  jump  to  the  Net.  Now,  the  movie  industry  needs  to  figure  out  a  Wc  ' 
to  distribute  more  of  its  wares  over  the  Web. 


ll 


Data:  RHK  Inc.,  company  reports 


high  penetration  rates  in  part  because 
broadband  is  $25  a  month  or  less.  Veri- 
zon Communications  and  SBC  Communi- 
cations Inc.  are  showing  the  way  by 
dropping  the  price  of  dsl  to  $29.95,  in 
some  cases  with  a  package  of  phone 
services.  They're  betting  they  can  make 
up  for  thinner  margins  with  more  cus- 
tomers— and  emerge  as  the  nation's 
broadband  leaders.  Other  companies 
should  follow  their  lead. 

U.S.  broadband  providers  also  have 
to  play  catch-up  on  transmission  speed. 
Kim  Ji  Su,  a  23-year-old  medical  stu- 
dent in  South  Korea,  boasts  a  20- 
megabits-per-second  Net  cormection  that 
lets  him  play  games,  surf  the  Web,  and 
watch  renins  of  popular  soap  operas — 
all  at  the  same  time.  That  sort  of  setup 
is  pure  fantasy  for  U.S.  Web  surfers. 
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Yet  the  technology  is  available  to  1 
speeds  both  on  cable  and  phone  lint 
an  encouraging  sign,  Comcast  Coi 
testing  a  3-megabit  service  in  Atl 
F*ittsburgh,  and  Knoxville,  Tenn.  I 
tests  are  successful,  the  service  (■'^P 
become  the  standard  cable-modem  \ 
age.  "We're  bulUsh  about  this  busi 
and  recognize  the  customers'  nee(  i.' 
more  speed,"  says  Greg  Butz,  se 
vice-president  for  marketing  and 
ness  development  at  Comcast  Onli: 
The  final  piece  of  the  puzzle  is 
tent.  Relatively  few  U.S.  consuAct 
will  buy  broadband  simply  becaus« 
fast.  They  need  compelliiig  applicat 
One  of  the  most  promising,  the  abili' 
download  and  swap  music,  video, 
other  forms  of  entertainment,  has 
bogged  dowm  by  legal  controversy 
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gh  performance  technology  that's  also 
»od 

1 1       L I  I V?     C?  I  I  V  1 1  ^J I  1 1  I  I C?  I  I  L  ■    Now  you  can  burn  more  rubber  and  less  gas.  Toyota's  revolutionary  new 

i  Synergy  Drive*  combines  a  gasoline  engine  with  a  powerful  electric  motor  that  never  needs  to  be  plugged  in. 

jsult?  Super-efficient,  super-charged  performance. 

(ample,  Hybrid  Synergy  Drive  will  inject  a  V6  SUV  with  the  power  and  torque  of  a  VS.  Remarkably,  the  SUV  will  also  achieve 

'erage  fuel  efficiency  of  a  compact  car  with  a  fraction  of  conventional  emissions. 

iroundbreaking  yet  affordable  technology  will  hit  the  roads  this  fall  in  the  next  generation  Prius.  And  after  that,  it  will  be  available 

re  and  more  Toyota  products  -  including  SUVs. 

iay,  all  cars  may  be  quicker  off  the  mark.  And  slower  to  leave  a  mark. 

:a.com/tomorrow      ©2003 
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questions  about  whether  people  will  pay 
for  digital  music.  Yet  the  emergence  of 
legit,  fee-based  file-sharing  services  such 
as  iTumes  shows  that  those  roadblocks 
can  be  overcome.  "Much  of  the  law  nec- 
essary to  establish  property  rights  for 
content  providers  already  exists,"  says 
Alan  Fisch,  an  intellectual-property  law 
expert  at  Howrey  Simon  Arnold  & 
White,  in  Washington,  D.  C. 


Still,  there's  a  shortage  of  newcomers 
pushing  Web  content  that  takes  unique 
advantage  of  broadband.  Venture  capi- 
talists have  cut  their  investments  in 
startups  precipitously^  and  Net-content 
providers  have  been  particularly  hard- 
hit.  Just  nine  such  startups  received 
venture  funding  in  the  first  half  of  the 
year,  while  38  business-software  com- 
panies did,  says  researcher  Venture 


T 

One  Corp.  It's  time  for  Silicon  * 
and  Hollyw^ood  to  work  togethe) : 
prove  online  offerings — following  j 
steps  of  artists  such  as  The  'j 
Stones,  who  agreed  to  sell  rrt 
their  music  over  the  Web  in  . 
Once  that  happens,  U.  S.  bro;  i 
wiU  really  rock. 

With  Moon  Ihlwan  in  Kor^ 
Catherine  Yang  in  Washington 


COVAD  GOMES  BACK  FROM  THE  DEAD 


Just  a  few  months  ago,  Covad 
Communications  Group  Inc. 
looked  like  one  more  Internet 
flameout.  After  building  the  largest 
network  in  the  country  for  offering 
speedy  Net  access  over  digital  sub- 
scriber lines  (dsl),  the  company  got 
hammered  by  the  dot-com  bust.  In 
2001,  a  third  of  its  customers 
stopped  paying  their  bUls,  and  Covad 
was  dehsted  from  NASDAQ  for  not  be- 
ing able  to  close  its  books  properly. 
The  coup  de  grace  came  in  February, 
when  the  Federal  Communications 
Commission  said  that,  as  a  general 
policy,  the  local  phone  giants  would 
no  longer  have  to  lease  their  phone 
hnes  to  broadband  rivals  such  as  Co- 
vad at  low  wholesale  prices.  With  its 
business  plan  in  tatters,  the  stock, 
which  topped  $60  in  2000,  fell  below 
$1.  Says  CEO  Charles  E.  Hoffman:  "It 
was  kind  of  like  they  moved  the 
goalpost  in  the  middle  of  the  game." 
Then  it  got  moved  back.  In  a  sur- 
prise decision  on  Aug.  21,  the  FCC  is- 
sued the  final  details  for  the  broad- 
band deregulation  plans  annovmced  in 
February  and  put  Covad  back  on  solid 
footing.  The  commission  grandfa- 
thered Covad  in  under  the  old  rules — 
so  the  phone  giants  would  still  have 
to  offer  the  Santa  Clara  (Cahf.)  com- 
pany wholesale  rates  for  its  existing 
customers.  That  wiU  give  Covad  time 
to  execute  a  new  strategy':  teaming 
up  with  long-distance  carriers  to  offer 
Net  and  basic  phone  services  togeth- 
er. BusinessWeek  has  learned  that  Co- 
vad is  close  to  finalizing  a  deal  with 
MCI  to  market  Covad's  broadband  Net 
access  jointly  with  MCi's  local  and 
long-distance  phone  service.  This  fol- 
lows a  similar  deal  Covad  has  with 
AT&T,  which  has  been  offering  a  voice 
and  Internet  access  package  in  New 
York  since  July  and  plans  to  expand 
to  12  more  states  by  yearend.  MCi  de- 
clined to  comment. 


DRAWING  A  BIG  CROWD 


'99         '00 
A  THOUSANDS 


Data:  Company  reports,  Kaufman  Bros.,  LP 

Hoffman  is  carving  out  a  niche  as 
a  natural  ally  for  the  long-distance 
carriers.  AT&T,  MCi,  and  others  need 
to  offer  broadband  access  to  compete 
with  the  voice  and  data  bxmdles  be- 
ing sold  by  regional  Bell  carriers  and 
cable  companies.  Covad,  which  spent 
$2  billion  to  build  a  cutting-edge  net- 
work that  reaches  96  top  U.  S.  mar- 
kets and  a  sophisticated  billing  sys- 
tem, can  offer  the  long-distance 


^.i 


players  rock-bottom  wholesale  rai  i 
because  of  some  smart  moves  am 
tough  cost-cutting.  It  wiped  out  rh 
of  its  debt  in  bankruptcy,  it  laid  c 
nearly  75%  of  its  workforce,  and 
dropped  a  pricey  effort  to  establit 
its  own  consumer  brand. 

Investors  like  the  strategy.  Cov 
stock  has  risen  fix>m  $1.01  in  late 
to  more  than  $3.  "Covad  has  becor 
an  arms  merchant  for  the  long-dis- 
tance carriers  to  fight  against  the 
Bells,"  says  analyst  \^  Grover  of 
vestment  boutique  Kaufman  Broth 
who  thinks  Covad  could  have  mort 
than  1  milHon  Net-access  lines  by 
2005,  up  from  381,000  in  2002. 

Of  course,  Covad's  success  depe 
on  a  continuation  of  the  battle.  So; 
analysts  think  AT&T  and  MCi  will  o 
day  be  acquired  by  the  Bells.  If  th 
happens,  the  local  phone  giants  mj 
use  Covad's  network  to  serve  cus- 
tomers outside  of  their  home  terri 
ries,  but  the  Bells  likely  would  ust 
their  own  networks  to  push  dsl 
wherever  possible.  Meantime,  Cov. 
is  offering  its  wholesale  service  to 
other  voice  carriers  and  corporatio 
so  they  can  market  to  their  cus 
tomers.  A  seven-month-old  partne) 
ship  with  AOL  Time  Warner  Inc.  is 
Covad's  fastest-growing  account.  S 
analyst  Scott  Cleland,  chief  execut; 
of  investment  research  firm  Precui 
sor  Group:  "Covad  is  making  the  b 
of  a  bad  situation." 

That's  becoming  a  Covad  halhna 
Despite  having  laid  off  so  many  of 
employees,  Covad  has  boosted  cus 
tomer  service  and  increased  its  sa] 
to  small  companies,  which  bring  in 
most  of  the  profits.  "Finally,  the  m 
ket  is  starting  to  pay  attention,"  s; 
Hoffman.  And  this  time  it's  not  to 
see  another  former  Net  star  crash 
and  bum. 

By  Peter  Burrows  in  i. 
Mateo,  Cq 
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MEDICINE 


SHOCK  THERAPY  LEAVES 
THE  CUCKOO'S  NEST 

The  treatment  is  gaining  acceptance,  but  controversy  lingers 


Ann  Renee  Hansard's  daily  cocktail  of 
depression  and  anxiety  pills  was 
losing  its  power  to  lift  her  spirits. 
Although  spring  was  bursting  out 
around  her  home  in  Thomasville,  Ga., 
life  seemed  to  grow  darker  and  duller 
with  each  day.  In  May,  the  imemployed 
teacher  decided  she  needed  something 
more  to  help  her  appreciate  hfe  again. 
So  Hansard,  41,  headed  to  Emory  Uni- 


the  procedure.  Compared  with  the  1970s 
and  '80s,  when  ECT  was  generally 
frowned  on,  the  procedure  is  "clearly 
accepted  as  an  effective  treatment,  and 
in  some  cases,  a  life-saving  treatment," 
says  Dr.  Paul  S.  Appelbaum,  chair  of 
the  psychiatry  department  at  the  Uni- 
versity of  Massachusetts  Medical  School 
and  president  of  the  American  Psychi- 
atric Assn.  (apa)  for  the  year  to  May, 


past  decade.  And  many  more  resp 
only  temporarily.  So  psychiatrists 
tinue  to  search  for  alternatives.  Fo 
its  merits,  ect  benefits  appear  to 
with  time,  too,  requiring  follow-up  ti 
ment.  Among  the  other  promising  t 
apies  under  study  are  electromagr 
stimulation,  which  causes  seizures 
ECT,  and  vagus  nerve  stimulation,  w 
involves  implanting  a  device  like  a  p 
maker  to  stimulate  a  nerve  linker 
the  brain — and  which  has  already  I 
approved  for  treating  epUepsy.  "S 
think  these  can  even  replace  ect,"  ; 
Dr.  Richard  D.  Werner,  a  professo 
psychiatry  and  director  of  the  ect 
gram  at  Duke  University  Medical  ( 
ter — ^but  that  is  still  several  years  a- 
Although  firm  case  nimibers  are  ) 
to  come  by,  anecdotal  evidence  sugg 
ect  treatments  are  on  the  rise.  McI 
Hospital,  a  psychiatric  center  in 


EM 


versity  Hospital  in  Atlanta  for  a  series 
of  electric  shocks  to  her  brain. 

Electroconvulsive  therapy,  once  seen 
as  a  barbaric  practice  because  it  induces 
brain  seizures  and  was  sometimes  used 
against  the  patient's  will,  has  emerged 
from  the  dark  ages.  While  its  effects  on 
the  brain  are  still  not  fully  understood 
and  it  doesn't  help  all  who  try  it,  ect  is 
once  again  a  widely  accepted  treatment 
for  cases  of  severe  depression,  some 
types  of  psychoses,  and  catatonia.  But 
gone  are  the  days  when  patients  writhed 
and  bucked  on  the  treatment  table  as 
teams  of  doctors  and  nurses  fought  to 
hold  them  down  after  electricity  coursed 
through  their  brains.  Anesthesia  and 
muscle  relaxants  have  eliminated  the 
kinds  of  convulsions  that  were  grue- 
somely  enacted  by  Jack  Nicholson  in 
One  Flew  Over  the  Cuckoo's  Nest. 

Instead,  in  today's  hospitals  and  clin- 
ics, patients  are  more  likely  to  wake  up 
wondering  whether  they've  even  had 


Now  it's  a  widely 

accepted  remedy 

for  severe  depression 

DARK  DAYS:  ELECTROSHOCK  IN  195S 

2003.  As  a  treatment  for  depression, 
ECT  now  has  the  imprimatur  of  the  Na- 
tional Institute  of  Mental  Health,  the 
American  Medical  Assn.,  the  U.S.  Sur- 
geon General,  and  the  National  Mental 
Health  Assn.,  a  patient-advocacy  group, 
as  well  as  the  apa. 

The  fact  that  ECT  is  helping  at  least 
some  patients  in  the  short  term  is  good 
news.  But  it  also  highlights  the  enduring 
challenges  of  treating  depression  by  less 
drastic  means.  At  least  20%  of  de- 
pressed patients  don't  respond  to  med- 
ication, says  the  NIMH,  despite  major 
advances  in  drug  therapies  during  the 


mont,  Mass.,  that's  affiliated  with  I| 
vard  Medical  School,  says  it  gives 
3,000  treatments  a  year  to  300  patie 
up  from  about  1,800  for  180  patient 
1996.  And  some  high-profile  patients 
helping  to  erase  the  stigma  that  dog 
ECT.  Kitty  Dukakis,  the  wife  of  fon 
Democratic  Presidential  candic 
Michael  S.  Dukakis,  said  throug 
spokesperson  that  ECT  has  helped 
Ueve  her  depression.  She's  now  writ 
a  book  about  her  experiences. 

Despite  the  progress  in  shock  adr 
istration,  ECT  is  not  likely  to  becom* 
common  as  medication  for  treating 
pression.  For  one,  it's  more  comj 
and  more  dangerous  to  administer 
requires  fiill  anesthesia  and  oxygen, 
because  its  effect  on  the  brain  remaii 
mystery,  even  supporters  like  the 
tors  at  the  Journal  of  the  Ameri 
Medical  Association  acknowledge  1 
"producing  convulsions  with  electric 
rent  seems  like  a  strange  way  to  ti 
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illness."  Psychiatrists  generally  recom- 
mend ECT  if  medication  fails  or  a  pa- 
tient needs  help  fast,  or  for  elderly  pa- 
tients who  can't  tolerate  multiple 
medications.  "It's  a  second-line  treat- 
ment, when  people  need  a  definitive  re- 
sponse," says  Dr.  Michael  Henry,  direc- 
tor of  ECT  at  McLean. 

StUl,  controversy  lingers  around  ect. 
Some  patient-advocacy  groups  say 
patients  suffer  severe  memory  loss — 
and  they  are  backed  by  a  report  in  the 
June  21  British  Medical  Journal.  Re- 
searchers at  London  University's  Insti- 
tute of  Psychiatry  analyzed  18  earlier 
studies  in  which  patients  were  asked 
how  they  fared  with  ect.  This  report 
repudiated  a  claim  by  Britain's  Royal 
College  of  Physicians  that  80%  of  pa- 
tients were  satisfied  with  the  treatment, 
and  that  memory  loss  was  not  "clinical- 
ly important."  It  found  that  at  least 
one-third  of  patients  report  significant 
memory  loss  after  treatment. 

Doctors  acknowledge  the  impact  on 
memory  but  say  it's  limited  and  usually 
temporary.  And  the  potential  benefits  of 
ECT,  they  say,  are  significant.  Patients 
tend  to  feel  better  almost  immediately. 
Medication  can  take  anywhere  from  4 
to  12  weeks  to  have  an  impact — and  a 


process  of  trial  and  er- 
ror can  stretch  that 
out  longer.  Advocates 
also  point  to  a  study 
in  the  Mar.  8  issue  of  ^ 
The  Lancet  deeming 
ECT  an  effective,  short- 
term  treatment  for 
depression. 

One  of  the  chal- 
lenges is  to  prevent 
relapses  that  seem  to 
affect  many  patients. 
Some  doctors  recom- 
mend follow-up  treat- 
ment with  medication 
or  a  regimen  of  "main- 
tenance" or  occasional 


BRAIN  TEASER 


Electroconvulsive  therapy 

relieves  the  symptoms  of 

depression — but  nobody  is 

sure  why  Here  are  the 

.  three  leading  theories: 

►  May  activate  brain 
chemicals  like  serotonin 
and  dopamine,  which 
regulate  emotion  and  mood 

►  Possibly  stimulates  the 
hypothalamus,  a  gland 
the  brain  that  releases 
hormones  that  affect  mood 


m 


administered  everjl 
er  day.   Each  do( 
about  30  Jules  of 
tricity,      or      ei 
charge  to  light 
watt  Ught  bulb  foi] 
second,  says  Dr. 
ward  Coffey,  cha 
of  the  departme^ 
psychiatry  at  the 
ry  Ford  Health  Sj 
in  Detroit. 

Hansard    says 
felt  better  after  hi 
treatments  at  Emfi 
May.  But  she  sv 
more  memory  loss  I 
after  a  previous  rl 


ECT,  starting  with  once -     in  early  2001.  She's 


a  week,  but  growing 
less  frequent  over  a 
six-month  period. 

The  treatment's  his- 
tory and  shortcomings 
have  not  stopped  thousands  every  year 
from  seeking  ECT — ^many  as  outpatients. 
At  McLean,  the  procedure  takes  about 
20  minutes,  patients  wake  up  from  anes- 
thesia shortly  after,  and  they  leave  with- 
in an  hour  or  two.  The  regimen  gener- 
ally    calls     for     6     to     12     "doses," 


►  Jolts  may  teach  the  brain 
to  resist  seizures,  reducing 
abnormally  energetic  brain 
activity  and  stabilizing  mood 


sidering    mainter 
ECT,  but  she  would 
to  see  more  resel 
on  it.  The  NIMH  is 
ing  studies  that  ad(j 
exactly  that  question.  Its  spending 
research  on  major  depression  rose 
to  $206  miUion,  between  2000  and 
Within  a  few  years,  doctors  may 
even  stronger  weapons  in  their  dej 
sion-fighting  arsenal. 

By  Faith  Amer  in  Be 


►     H  O  JL  D      UP     T  D 


H  O <n!E  S  T  L  Y.     ^ 


,M 


A  simple  question.  And  one  that  gnaws  at  you,  keeping  you  up  at  night.  But  with  the  right  knowledge,  ypu  can  ,1 
motivate,  and  inspire  your  team.  Wharton  Executive  Education  is  renowned  for  a  curriculum  that's  as  intensive  as 
valuable.  Proven  leadership  methods.  Key  insight.  Cutting-edge  techniques.  Great  leaders  never  stop  growing.  Will  \ 


UPCOMING    EXECUTIVE     EDUCATION     PROGRAMS 


Leading  in  Times  of 
Turbulence  and  Change 

November  2-7,  2003 

Executive  Negotiation  Workshop: 
Bargaining  for  Advantage^ 

November  2-7,  2003 
March  21  -26,  2004 


Strategic  Thinking  and  Management 
for  Competitive  Advantage 

November  30  -  December  5,  2003 

Essentials  of  Management 

December  7  -  12,  2003  (wk.  1  of  2) 
January  25  -  30,  2004  |wk.  2  of  2) 


1 


Wharton 

University  of  Pennsylvania 

Aresty  linlilufe  of  Executive  Educetton 


215.898.1776  ext.  3242  or  800.255.3932  exf^ 
http://execed.wharton.upenn.edu/3242.^ 

ill  '"^ 


""ng  us  all  connected. 

America  Online. 


Get  more  of  what  you  want,  when  you  want  it  with  America  Online. 

•  Easy  to  install  and  even  easier  to  get  started 

•  Stay  connected  to  friends  &  family  with  convenient,  easy-to-use 
e-mail,  Buddy  List®  and  AOL®  Instant  Messenger™  features 

•  Parental  Controls  help  safeguard  your  kids  online 

•  Free  24-hour  customer  service  means  help  is  just  a  phone  call  away 

•  No  annual  contract  to  sign,  no  set-up  fees! 

Call  1-800-4-ONLINE  today 

for  FREE  AOL  software  and  102S  hours  to  try  it  out!  for  45  days 


So  easy  to  use, 
no  wonder  it's  #1 


025  HOUR  FREE  TRIAL  MUST  BE  USED  WITHIN  45  DAYS  OF  INITIAL  SIGN-ON.  TO  AVOID  BEING  CHARGED  FUTURE  AOL  FEES.  SIMPLY  CANCEL  BEFORE  TRIAL  PERIOD  ENDS  Avail,  to  new  members  In  the  US.  age  1 8+;  a  major  credit  card  or  checking 
ccl  IS  required.  Premium  services  carry  surcharges  and  communication  surcharges  may  apply,  in  certain  areas,  even  during  trial  time.  Members  may  incur  phone  charges  on  their  phone  bills,  depending  on  their  calling  plan  and  location,  even 
uring  trial  time.  America  Online,  AOL  and  the  Triangle  Logo  are  registered  service  nwte  of  America  Online.  Inc  AOL  Instant  Messenger  service  is  a  trademark  of  America  Online,  Inc.  ©2003  America  Online,  Inc.  All  rights  reserved. 


i 


Science  &  Technology 


RESEARCH 


A  HOTHOUSE 
FOR  BIOTECH 

Once-humble  UC  San  Francisco  is  an  innovation  machine 


For  CjTithia  J.  Kenyon,  the  secret  to 
a  long,  healthy  life  is  in  the  genes. 
That's  what  she  concluded  after  10 
arduous  years  spent  isolating  and 
analyzing  some  of  the  19,000  genes  of  a 
microscopic  roundworm.  The  I'niversity 
of  California,  San  Francisco  biochemist 
announced  in  early  July  that  a  single 
gene  known  as  daf-2  dictates  ^he  behav- 
ior of  other  genes  that  control  cellular- 
stress  responses.  When  altered  through  a 
process  of  chemical  mutation,  that  lone 
gene  keeps  the  others  functioning  nor- 
mally— helping  the  body  resist  the  wear 
and  tear  of  aging.  The  worm's  lifespan 
doubles,  and  by  all  appearances,  it  is 
healthier  than  other  worms  half  its  age. 


Dorian  Gray,  the  worm,  is  just  the 
beginning.  Scientists  elsewhere  have 
duplicated  Kenyon's  results  in  finit  flies 
and  mice,  shedding  light  on  some  of 
the  fundamental  questions  about  why 
and  how  living  things  age.  Because  hu- 
mans share  many  genes  and  much  ba- 
sic biochemistry  with  lesser  animals, 
such  work  may  provide  clues  to  creat- 
ing a  fountain-of-youth  pill  or  injection. 
And  even  if  50-year-olds  don't  end  up 
looking  like  college  kids,  this  line  of 
inquiry  could  spawn  novel  treatments 
for  heart  disease,  Huntington's  disease, 
and  certain  cancers  associated  with 
aging. 

Kenyon  credits  the  school  that  has 


backed  her  research.  "There's  a  g 
amount  of  brains  here,"  she  says, 
the  imiversity  provides  the  brawn 
deed,  if  any  team  of  researchers  s 
positioned  to  crack  the  mysteries  ( 
ing,  it's  the  UCSF  network  of  stui 
staff,  and  alums.  Once  little  more  t] 
good  regional  medical  institution 
agriculture-focused  state  school  syi 
UCSF  has  become  a  world-class  s 
case  for  biomedical  innovation 
achievements  and  culture  have  attr 
both  faculty  and  funding  on  a  scalt 
other  medical-research  schools 
been  able  to  match. 

The  concentration  of  brainpowe 
fies  simple  enumeration.  Down  om 
is  the  lab  of  Stanley  B.  Prusiner 
1997  Nobel  Prize  wiimer  who  di 
ered  prions,  the  infectious  agents 
cause  mad  cow  disease.  In  an 
across  the  street  is  J.  Michael  Bi; 
who  shared  a  1989  Nobel  Prize 
UCSF  alum  and  former  faculty  mei 
Harold  E.  Varmus  for  the  disco ve 
genes  that  cause  normal  cells  to  be 
cancerous.  The  faculty  boasts  30  r 
bers  of  the  prestigious  National  Ai 
my  of  Sciences,  and  professors 
been  involved  in  upwards  of  60  bio 
nolog>'  spin-offs.  These  include  indi 
pioneers  Genentech,  Chiron,  Geron 
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which  Johnson  &  Johnson  ac- 

this  past  April  for  $2.4  biUion. 

)  off  the  campus,  and  the  stew- 

p  of  America's  top  scientific  insti- 

s  seems  to  be  in  the  hands  of 

graduates  and  former  faculty.  A 

ijst  includes  Juhe  Gerberding,  di- 

of  the  Centers  for  Disease  Con- 

.d  Prevention;  Bruce  Alberts,  head 

National  Academy  of  Sciences; 

on  General  Richard  Carmona — 

f  course,  Varmus,  who  ran  the 

tal  Institutes  of  Health  and  is  now 

ent  of  the  Memorial  Sloan-Ket- 

Cancer  Center  in  New  York. 

UCSF  medical  mafia  is  just  one 

station  of  the  institution's  growing 

\ce.  The  university  has  an  uncanny 

to  attract  funds.  For  five  years 

ig,  it  has  outshone  most  other  uni- 

ies  in  numbers  of  NIH  research 

i.  With  a  $365  million  tally  last 

jt  surpassed  every  school  nation- 

pxcept  Johns  Hopkins  University, 

Diversity  of  Pennsylvania,  and  the 

rsity  of  Washington,  exceeding  ri- 

mch  as  Harvard  and  Stanford  in 

raduate  grants. 

[vate  donations,  meanwhile,  have 
P  $200  million  every  year  since  1999. 
past  year  alone,  the  Bill  &  Melinda 
Foundation  awarded  $28  million 
jsearch  into  AIDS  prevention  in 
And  Intel  Corp.  Chairman  An- 
iS.  Grove  offered  $1.5  million  in  do- 
s  and  $5  million  in  matching  grants 
pearch  in  stem  cells.  ucsF  is  one  of 
(w  U.  S.  institutions  pursuing  work 
Be  controversial  cells,  which  are  of- 
M:Tested  fix)m  embryos  and  can  ma- 
nto  any  tissue  of  the  body.  "It's  fit- 
0  use  some  of  the  money  that  came 
the  previous  tech  revolution  to  help 
-he  next  one,"  Grove  says. 
some  regards,  ucsf's  academic 
v^ement  seems  almost  accidental, 
e  Stanford  or  Harvard — and  not 
ly  particular  plan — the  institution 
3  undergraduate  schools  or  athletic 
ams  that  compete  for  funding.  So 
hy  donors  never  have  to  hsten  to 
than  one  fund-raising  pitch.  But 
strategic  thinking  also  helped  turn 
:ampus  into  a  research 
rhouse.  Starting  in  1968, 
listrators  devised  radical, 
orative  approaches  to  re- 
h,  and  these  methods 
ly  attracted  some  of  the 
test  minds. 

at's  not  to  say  that  ucsF 
ines  other  distinguished 
rch  centers 

nsi      War      UCSF 

as    nar-   students 
Yale,    or  AT  MISSION     mm 
J  Hopkins.    BAY  CAMPUS      Fi 


UCSF'S  ROAD  TO  GLORY 


1  070    University  of  California 
10  I  O    Medical  Dept.  founded  in 
San  Francisco. 

1  QJ^7    University  of  California 
It/t  I     becomes  important  test 
center  for  experimental  treatments 
of  terminally  ill  cancer  patients. 

1  QK^   Stanford  Medical  School's 
luOO    decision  to  move  from  San 
Francisco  to  Palo  Alto  leads  to  many 
doctors  and  scientists  eventually 
making  the  switch  to  UCSF. 

1  QCtQ   Gene  pioneer  Bill  Putter 
loDo    arrives  as  head  of  UCSF's 
biochemistry  department  and  creates 
intense  collaborative  atmosphere. 
(Thirteen  years  later,  he  founds 
biotech  star  Chiron.) 

1  QnCt   J-  Michael  Bishop  and 
Lu  I  U    Harold  Varmus  discover 
cancer  genes.  Same  year,  UCSF 
scientist  founds  Genentech,  kicking 
off  Bay  Area's  biotech  industry. 

1  QOq    Bishop  (right) 
It/Ot/    and  Varmus  win 
Nobel  Prize  for  work  on 
cancer  genes.  Meanwhile, 
collaborative  research 
efforts  attract  increasing 
federal  funding  and 
private  donations.  UCSF 
becomes  known  for 
pioneering  AIDS  research.   '^^ 

1  QQ^   City  of  San  Francisco 
lao\)    and  Catellus  Corp.  donate 
43  acres  of  land  to  expand  space- 
starved  UCSF  campus.  Mission  Bay 
campus,  when  completed  in  2020, 
will  double  space  for  UCSF  research 
and  classes. 

OAAQ    UCSF  boasts  more  than 
u\J\JO   two  dozen  members  of 
National  Academy  of  Sciences 
among  faculty  and  one  of  the  heftiest 
research  coffers  in  the  country. 


"The  Eastern  institutions  are  doing  just 
fine,"  says  Varmus.  Nevertheless,  notes 
alum  Marv  Cassman,  former  head  of 
General  Medical  Science  at  the  NiH: 
"There  are  just  a  few  institutions  in  the 
country  that  compete  for  top  talent,  and 
UCSF  is  one  of  them." 

For  the  research  staff  at  ucSF,  the 
monumental  goal  is  to  chum  out  a  sci- 
entific discovery  a  week  across  a  vari- 
ety of  fields  and  discipUnes.  Adminis- 
trators believe  that  wiU  require  a  major 
upgrade  of  the  physical  environment. 
TTie  institution  is  in  the  first  phase  of  a 
15-year,  $1.5  bilUon  building  boom,  the 
largest  university  expansion  in  the 
country.  A  43-acre  second  campus  called 
Mission  Bay  is  rising  south  of  down- 
town San  Francisco,  replacing  old  rail- 
yards  and  abandoned  warehouses  with 
state-of-the-art  research  facUities.  Here, 
scientists  will  combine  physical  science 
and  biology  with  intense  computational 
research  to  study  some  of  the  most 
complex  biological  processes — such  as 
how  the  body's  genes,  hundreds  of  thou- 
sands of  proteins,  and  chemical  signals 
interact  with  one  another  and  with 
pathogens  in  the  genesis  of  disease. 
This  work  could  lead  to 
new  drug-development 
strategies  as  well  as  in- 
sights on  disease  manage- 
ment and  prevention. 

For  most  of  its  history, 
UCSF  seemed  an  unlikely 
place  for  creating  radical 
^^  ^^  change.  As  late  as  the 
\mtlk  Hi  1960s,  it  was  known  most- 
ly for  competently  providing  clinical 
care  to  the  pubhc  through  San  Fran- 
cisco's general  hospital.  Fundamental 
research  was  little  more  than  a  dream. 
But  the  mission  changed  under  the  in- 
fluence of  Bill  Rutter,  who  ran  the  de- 
partment of  biophysics  and  biochem- 
istry. Hired  in  1969  to  head  ucsF's 
modest  chemistry  department,  Rutter 
institutionalized  the  practice  of  collabo- 
rative research  on  a  grand  scale.  Es- 
chevvong  the  traditional  department  con- 
cept, Rutter  believed  the  best  way  to 
encourage  discovery  was  by  grouping 
researchers  who  shared  a  common  in- 
terest instead  of  lumping  specialties  to- 
gether by  department.  These  so-called 
neighborhoods  might  include  chemists 
working  side  by  side  wdth  mathemati- 
cians and  biologists. 

It  was  in  Rutter's  own  lab  that  a 
hepatitis  B  viral  gene  was  cloned  and 
inserted  into  a  bacterium,  leading  to 
the  hepatitis  B  vaccine — the  first  re- 
combinant human  vaccine  ever  pro- 
duced. "For  more  than  three  decades, 
the  university  has  invested  vmflinching- 
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ly  in  collaborative  biomedical  research," 
says  David  A.  Kessler,  former  head  of 
the  Food  &  Drug  Administration  who  in 
June  was  named  ucsf's  new  dean  of 
the  School  of  Medicine. 

The  university's  strength  in  genetic 
research  has  helped  transform  modem 
medicine.  Scientist  Herbert  W.  Boyer's 
1973  work  on  techniques  for  altering 
DNA  led  directly  to  the  synthesis  of  in- 
sulin, human  growth  hormones,  and  he- 
mophilia medicine.  The  biotech  revolu- 
tion was  vmder  way,  and  Boyer  went 
on  to  co-found  Genentech  Inc. 

Three  years  later,  Varmus  and  Bishop 
discovered  that  a  gene  that  directs  nor- 
mal cell  growth,  if  it  mutates,  can  pro- 
mote the  uncontrolled  growth  of  can- 
cer. The  discovery  of  these  so-called 
oncogenes  turned  cancer  research  on  its 
ear  by  establishing  how  the  growth  of 
cancerous  cells  can  be  triggered  by  ex- 
posure to  a  carcinogen,  such  as  radiation 
or  smoke.  More  than  100  oncogenes 
have  since  been  identified,  opening  the 
door  to  a  variety  of  cancer  treatments 
aimed  at  activating  or  shutting  them 
off  at  the  right  times.  Bishop  now 
serves  as  chancellor  of  UCSF,  spear- 
heading the  Mission  Bay  expansion. 
"The  reason  we've  been  so  successful 
is  that  there's  open  discussion  and  a 
totally  unfettered  exploration  of  the 
question  'what  if?' "  Bishop  says. 

The  string  of  discoveries  attracted 
powerful  friends.  Venture  capitalists, 
many  of  them  in  the  Bay  Area, 
jumped  at  the  chance  to  fund  ucsf's 


many  spin-offs.  And  when  the  land- 
locked university  considered  moving  out 
of  San  Francisco  in  1996  because  re- 
searchers were  working  out  of  closets 
and  reclaimed  bathrooms,  Gap  Inc. 
Chairman  Donald  Fisher,  investment 
banker  Sanford  Robertson,  and  the 
mayor's  office  struck  a  deal  with  the 
commercial  developer  that  owned  the 
303-acre  Mission  Bay  property  to  offer 
part  of  it — worth  $70  million — for  free. 
"These  are  enormously  important  re- 
search facihties,  and  we  wanted  to  do 
everything  we  could  to  keep  them 
here,"  says  Rudolf  Nothenberg,  former 
chief  administrative  officer  for  the  city. 
The  university  also  doubles  as  an  in- 
cubator for  promising  scientists.  Senior 
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UCSF  ranks  fourth  in  government 

research  funding*  millions 


THE  CDC  faculty  scour  the  wc 

TURNED  TO       young  researchers, 

SAR^HELP  ^^®  students,  and 
toral  candidates 
might  thrive  in  this  cross-discif 
hothouse.  "The  place  is  crawlind 
people  who  could  be  off  on  thei 
little  ego  adventures  because 
that  good,  but  they  see  the  vi 
talking  with  each  other,"  says  Ke 
Yamamoto,  chairman  of  the  Celli| 
Molecular  Pharmacology  Dept. 

The  can-do  attitude  helps  wii| 
verts.  For  instance,  when  the  ( 
struggling  to  classify  the  SARS 
turned  to  a  young  ucsF  scientis 
DeRisi.  Months  earlier,  DeRisi 
printed  samples  of  all  12,000 
sequences  known  to  science  on 
sUde.  Called  a  dna  microarray,  itj 
on  the  laws  of  nature,  meaning 
virus  applied  to  the  slide  would 
toward  a  like  virus.  DeRisi  and  I 
search  assistant  took  just  12  hoursj 
a  PC  and  fluorescent  microscope 
firm  that  SARS  was  closely  relatecj 
bird  virus  but  merited  a  new  cla 
tion  all  its  own.  Discovering  t 
virus,  by 

Its  highly  collaborative     took  many 

^      '^  "What    w 

obviously 
that  novel, 
we  did  it 
ly,"  DeRisi 


RADICAL 


approach  to  research  has  drawn 
some  of  the  brightest  minds  to  UCSF 


JOHNS  HOPKINS  UNIVERSITY 
uiiiVERSinWPEHNSYlV/^ 


$510 


UNIVERSITY  OF  WASHINGTON 
UNIVERSITY  OF  CALIFdRNIA,  SAN  FR^^^^ 
WASHIHGTOH  UNivERSITY!  Sf/W^^ 

'Funding  from  National  Institutes  of  Health 


405.7 
""365.4 
'"'343.7' 
Data:  NIH 


ucsf's  newest  challenge  is  mail 
such  technology  with  more  basj 
search.  Genomics,  proteomics, 
technology,  and  other  fields  that 
the  fundamental  interaction  of  inl 
ual  proteins — and  even  atoms — rd 
intense  utilization  of  databases  an^ 
tern-recognition  tools.  At  the  ne\ 
sion  Bay  campus,  ucsF  aims  to 
these  exact  problems.  In  fall,  I 
school  plans  to  open  the  Institu| 
Quantitative    Biomedical    Restl 
headed  by  Cassman.  It  will  serv^ 
clearinghouse  for  expertise  andj 
at  the  intersection  of  genetics,  pi 
chemistry,  and  computer  science 
goal  is  to  create  the  medical 
lent  of  industry-standard  technolj 
tools  that  can  be  quickly  disserl 
ed    elsewhere,    helping    speec| 
creation  and  delivery  of  new 
ical  treatments.  Researchers  atl 
would  not  have  it  any  other  w:| 
By  Cliff  Ed! 
in  San  Frail 


BusinessWeek  oiiliin 


For  further  comments  on  ttie 
rise  of  UCSF,  go  to 
www.businessweek.com/magazine/ext 
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Menlo^Charity  Horse  Sho 

Benefiting  Peninsula  Center  for  the  Blind  and  Visually  I© 


August  5  -  10,  2003,  8  a.m.  to  5  p.m. 
190  Park  Lane,  Atherton,  CA  94027 

Admission  $10  per  day 
(children  under  12  admitted  free) 

Nor/Cal  Hunter  Jumper  Show  of  the  Year  Award 

Championship  jumping  competition 

Over  forty  equestrian  boutiques 

Top  West  Coast  horses  and  riders 

Refreshments  available  on  the  grounds 

Over  $125,000  in  prize  money  and  awards 

Peninsula  Center  for  the  Blind 

and  Visually  Impaired  and 

the  Horse  Show  Committee 

salute  our  exhibitors  and  sponsors 

for  their  generosity. 

For  further  information  call:  (415)  584-7690 
Website  Address:  www.menlohorseshow.org 


Peninsula  Center  for  the  Blind 

and  Visually  Impaired  enables 

clients  to  achieve 

their  highest  potential 

through  programs 

that  promote  independence 

and  improve  quality  of  life. 

2470  El  Camino  Real,  Suite  107 
Palo  Alto,  CA  94306 
Phone:  (650)  858-0202 
www.pcbvi.org 

PENINSULA 

CENTER 

BLIND 

visuallyTmpaired 
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OCCUPY  THE  EXECUTIVE  SUITE 


Advertise  locally  In  the  nation's  best  business  magazines  in  your  priority  markets 
with  one  simple  media  buy  exclusively  through  MNI.  In  48  top  local  markets,  the 
MNI  Executive  Network  delivers  an  exclusive  group  of  business  leaders  who  invest 
for  success.  If  you  want  your  message  to  reach  business  decision-makers,  call 
your  MNI  representative  or  Robert  Reif,  National  Ad  Director  at  877.ASK.4MNi. 


MEDIA   NETWORKS. INC. 


www.mni.com 
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?ocl<^up  DNA  sequencing'^  Can  I  have  the  peiiect  golf  swing'?  Can 


>eil  phj 


•  ^ves  in  the  back  of  my  car?  Can  I  rewritei 

Can  I  see  Cancer?  Can  i  dnve  200  i 

:ii3nQt    -jnainV.  flan   I  finalU/  hpar  thp  alipnc;'?! 


v^an  I  make  paper  obsolete?  Can  I 


/pore's  Law'?  Can  1  get  U 
les  on  one  gallon  pf  ga4 

fcin  I  nlp\/  n  namp  ir^at't;  ^ 


niock  doors  with  my  eyes' 


the  world  has  a  tough  challenge  it  turns  to  IC  design  engineers  for  answers, 
er  it's  improving  medical  imaging,  developing  more  useful  wireless  technology 
ancing  computer  power.  Synopsys  provides  the  tools  and  solutions  for 
ers  who  design  the  chips  that  improve  our  lives  and  move  us  into  the  future. 


synopsys 


www.  synopsys.  com 


B^^HHB 


It  takes  a  range  of  talent  to  ensure 
a  successful  investment  these  days. 


E 


Honda's  investment  in  America  started  with  an  eigjit-person  office  in  California  back  in 
1959.  Today,  our  $5.9  billion  investment  is  a  success,  largely  due  to  the  enerigy  commitment 
and  talent  of  24,000  people  working  in  8  plants,  10  R&D  facilities,  and  additional  sales  and 
distribution  offices  around  the  country  Honda  associates  do  everything  from  researching 
and  designing  to  assembling  and  marketing  our  vehicles,  motorcycles,  personal  watercraft, 
AP/s  and  power-equipment  products.  More  proof  that  our  best  investment  is  in  people. 


The  power  of  dreams: 


lb  leam  more,  visit  our  Web  site  at  honda.com.  ©2003  Honda  North  America,  Inc. 


^velopments  to  Watch 


:D  by  ADAM  ASTON 


.PHONES 
(RTHE 
p-AND-SHOP  ERA 

JS  GADGET  LOVERS  LOOK 

1  phones  that  take  the 
ligital  pictures.  But  if 
Tequency  ID  tags  start 
g  up  in  clothing,  acces- 
and  household  gear,  as 
tech  visionaries  believe, 
fers  may  demand  phones 
-eaders  that  can  deci- 
lata  on  those  rfids. 
(  consumers  who  aren't 
bicemed  about  the  loss 
vacy,  the  proliferation 
3  and  handheld  readers 
turn  the  random  en- 
;rs  of  daily  life  into  a 
ivorld  showroom,"  says 
ig  Wan,  a  senior  re- 
ler  at  Accenture  Tech- 
Labs  in  Chicago.  Point 
j  phone    at    a    friend's 


A  CLICK  AWAY:  Find  out  any  item's  price,  brand,  and  store 


handbag,  and  it  might  display 
the  brand,  the  store  selling 
it,  and  the  price.  Hit  one  key, 
and  you  could  browse  the 
vendor's  Web  site — and  with 
another  thumbstroke,  pur- 
chase the  item.  Your  friend 
might  even  get  a  small  mod- 
eling fee.  Accenture  has  built 


prototypes  using  personal 
digital  assistants.  And  while 
privacy  is  a  big  concern  to- 
day. Wan  doubts  such  wor- 
ries will  derail  or  slow  down 
the  adoption  of  rfid  very 
much.  "New  technology  often 
looks  intrusive  in  the  begin- 
ning," he  says.       Neil  Gross 


DM  SEAWEED,  A  GEL  TO  REPEL  AIDS 


2W  WEAPON  MAY  BE  ON 

horizon  in  the  fight 
nst  aids.  And  it  has  its 
s  in  an  unhkely  place — 
aweed  called  car- 
!enan  that  has  been 
1  for  decades  in  prod- 
such  as  ice  cream, 
hpaste,  and  soup, 
he  seaweed  is  the  key 
edient  in  a  gel  called 
raguard  now  undergo- 
human  tests  to  block 
■smission  of  Hi  v.  How 
i  it  work?  The  gel  has 


a  strong  negative  charge, 
which  allows  it  to  bind 
well  to  the  positively 
charged  aids  virus,  as  well 
as  to  certain  cells  in  the 
vagina  and  cervix.  Applied 
before  intercourse,  the  gel 
ends  up  effectively  coating 
both  these  cells  and  the 
virus,  preventing  Hiv  or 
infected  cells  in  the  man's 
semen  from  adhering  to 
cells  in  the  vaginal  wall. 
And  Carraguard  is  ideally 
suited  for  use  in  Third 


World  countries:  It  can 
withstand  high  tempera- 
tures and  is  relatively  in- 
expensive to  make.  And  it 
doesn't  get  absorbed  into 
the  bloodstream,  where  it 
might  cause  complications. 
The  Population  Council, 
a  nonprofit  research  group, 
is  preparing  for  final  clini- 
cal testing  of  the  product. 
The  trial,  involving  some 
4,200  women  in  South 
Africa,  should  run  about 
four  years.        Amy  Barrett 


INNOVATIONS 


■  Scientists  have  identified  a 
chemical  marker  for  Alz- 
heimer's disease  that  could 
lead  to  more  reliable  diag- 
noses. Known  by  their  acro- 
nym, ADDLs  (pronounced  "ad- 
dles"), the  telltale  toxic 
protein  clumps  were  found  in 
the  brains  of  Alzheimer's  suf- 
ferers at  concentrations  up  to 
70  times  higher  than  in  nor- 
mal people.  The  Northwest- 
em  University  researchers  be- 
lieve ADDLS  destroy  memory 
function  by  lodging  in  the 
brain's  neural  synapses.  The 
scientists  hope  to  develop  a 
blood  test  for  addls  that 
could  replace  the  psychological 
exams  now  used  to  diagnose 
Alzheimer's.  The  work,  pub- 
lished online  by  the  Proceed- 
ings of  the  National  Academy 
of  Sciences,  also  points  the 
way  to  further  research  on 
how  to  counter  the  addls  and 
slow,  or  reverse,  memory  loss. 

■  Athletes  like  creatine  for  its 
brawn-building  benefits.  Now  it 
turns  out  this  compound,  which 
occurs  naturally  in  humans, 
may  also  enhance  memory.  In 
a  study  at  Australia's  Univer- 
sity of  Sydney,  a  group  of 
young  adult  vegetarians  who  re- 
ceived a  daily  five-gram  dose 
of  the  supplement  had  a  boost 
in  working  memory.  The  re- 
searchers did  not  determine 
the  duration  of  this  improve- 
ment or  the  long-term  conse- 
quences of  using  creatine.  The 
results  appear  in  the  Royal  So- 
ciety's Proceedings  B  journal. 


-IT  HAS 
FTLE  MERCURY. 
VHAT? 

ceans  are  awash  with 
I  amounts  of  mercury. 
1  no  problem  for  the  fish 
mammals  that  have 
ed  to  tolerate  it.  But 
humans  can't,  a  diet 
|i  mercury-tainted  tuna, 
Ifish,  or  shark  is  often 
iht  to  be  risky,  especial- 
!  pregnant  women, 
ithe  Aug.  29  issue  of 


ic  form  of  mercury,  says  Gra- 
ham N.  George,  a  biophy si- 
cist  at  the  University  of 
Saskatchewan  and  a  co-leader 
of  the  project.  Using  high-en- 


Science,  however,  researchers 
report  that  the  chemical  form 
of  mercury  occurring  in  big 
game  fish  may  be  less  haz- 
ardous     than      previously 
thought.  Mercury's  toxi- 
city   depends    on    the 
chemical  composition  of 
the  compound  in  which 
it  occurs.  Until  recent- 
ly, testing  methods  in 
fish  flesh  obscured  cer- 
tain details  of  the  met- 
al's molecular  structure, 
leading  scientists  to  as- 
sume it  was  a  fairly  tox-   BLUEFIN  TUNA:  Not  so  deadly  after 


all 


ergy  X-rays  to  paint  a  finer 
picture  of  the  fish-borne  met- 
al, George's  team  found  that 
it  is  bound  to  a  group  of 
atoms  that  might  make  it  less 
toxic  to  humans. 

While  more  research 
is  needed,  the  findings 
suggest  that  public 
health  officials  may  be 
overestimating  mer- 
cury's threat,  says 
George.  His  team's  ulti- 
mate goal  is  to  improve 
treatments  for  mercury 
poisoning.  ■ 
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Victory 

Capital  Management 


Powerful  investment  strategies  supported  by  str 

fundamentals.  This  is  victory  Capital  Management.  Providing  you  the  strorj 
resources  and  expertise  to  offer  superior  long-term  risk-adjusted  returns. 
Through  a  disciplined  and  repeatable  process  and  proper  diversification 
active  management.  And  above  all,  we  use  our  time-tested  philosophy  to  pre 
you  with  the  best  built  portfolio  —  depend  on  it. 

Responsible  rislc.  Remarkable  returnsr 


To  learn  more,  call  1  -877-660-4400  or  visit  VictoryConnectcor 


Investment  Management 


Mutual  Funds 


Securities  Ler 


•  NOT  FDIC  INSURED    •  NO  BANK  GUARANTEE    •  INVESTMENTS  MAY  LOSE  VALl 


Victory  Capital  Management  Inc.  is  a  Registered  Investment  Advisor  and  a  member  of  the  Key  Financial  Ne 
Securities  Lending  offered  through  KeyBank  National  Association.  (aonm  Kd 
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flights,  hotels,  car  rentals 
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destination  guides 
fare  alerts 
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m.  The  amount  of 
spent  in  2002  on  all 
;  products,  Including 
motors,  and  trailers, 
triple  the  amount  spent 
2. 
nal  Marine  Manufacturers  Assn. 


ESH  FROM 
ARMER 


Tie  is  ripe  to  visit 
r's  markets  and  farm 
)  across  the  U.S. 
gh  October,  you'll  find 
picked  produce  like  the 
t  Anderson's  Farm 
in  Riverhead,  N.Y.,  on 
sland  that's  so  milky- 
customers  eat  it  raw  in 
eckout  line.  To  locate 
Its  and  stands,  see 
.ams.U8da.gov/ 
»rsmarkets/, 
Brsmarket.com,  or 
harvest.org.  You  can 
rder  a  limited  number  of 
fresh  items  at 
rsmarketonline.com,  to 
livered  by  mail. 


ACCOUNTING 

Pension  Profits 

IT  MAY  SOUND  ODD,  but  companies  making  contribu- 
tions to  their  underfunded  pension  plans  will  boost 
their  bottom  Hnes.  Why?  "The  magic  of  pension  ac- 
counting," says  David  Zion,  accounting  analyst  at  csfb. 
Instead  of  requiring  companies  to  record  what  their 
pension  investments  actually  earn  each  year,  accounting 
rules  allow  bean  counters  to  assume  a  constant  annual  re- 
turn. This  is  permitted  because  relying  on  actual  returns 
would  cause  net  income  to  jump  around  with  stock  prices. 
As  a  result,  when  General  Motors  follows  through  on  a  re- 
cently annoxmced  plan  to  shore  up  its  pension  fund  by  up  to 
$13  billion,  it  will  assume  its  U.  S.  pension  fund  will  earn  a 
9%  return  on  its  contribution.  The  net  impact  to  earnings 
will  be  less  than  9%,  however,  because  gm  borrowed  the 
money  for  its  pension  contribution  at  an  average  rate  of  7%. 
After  taking  a  tax  deduction  on  the  interest  on  its  debt,  gm 
should  make  a  net  earnings  gain  of  about  4%.  So  if  the  car- 
maker were  to  plow  $10  billion  into  its  U.  S.  plan  on  Jan.  1, 
its  2004  earnings  would  rise  by  about  $400  nrdUion.  Talk 
about  turning  lemons  into  lemonade.  Atine  Tergesen 


PHOTOGRAPHY 

D  SPOSABLE 
D  GITAL 

Disposable 

cameras 

go  digital 

with  Ritz 

Camera's 

Dakota 

Digital 

($11).  There's  no  liquid 

crystal  display  and  no  ability 

to  download  shots  to  your 

computer,  but  you  can  delete 

the  last  shot  if  you  think 

you've  blown  it.  You  still  have 

to  return  it  to  a  Ritz  store — it 

costs  another  $1 1  for  prints 

and  a  photo  CD — just  like  a 

single-use  film  camera. 


TRAVEL 

CAMP 
INTERNET 

Taking  to  the  road  in  a 
recreational  vehicle?  Take 
along  your  laptop.  A  growing 
number  of  RV  parks  and 
campgrounds,  including 
chains  such  as  Encore 
Properties  and  KOA,  are 
installing  higli-speed 
wireless  networks  so 
visitors  can  connect  to  the 
Internet  without  leaving  their 
campers.  Charges  range  from 
$3  a  day  to  $50  a  month. 
Check  tengointemet.com 
or  iinkspot.com  for 
locations. 
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DRESS  SMAR' 

THE  NEW  WAKDROBE  INTELLIGEN(| 

The  latest  trend  in  men's  business  dress  is  best  summed  up  in  a  word  c^ 
by  celebrated  Ford  Motor  designer  J  Ma^^:  retrofuturism.  It  involves 
ing  classic  design  and  updating  it  \^'ith  modem  teclmolog^^.  You  see  it  c 
2003  Ford  Thunderbird,  revitalized  with  21st  century  engineering 
creature  comforts  wiiile  remaining  true  to  its  1955  styling.  And  you  I 
in  men's  suits,  sliirts,  and  ties  that  marn^  iimovative  fabrics  and  inspu*] 
drawn  from  past  eras  of  elegance. 
The  traditional  single-breasted,  gray  suit,  for  mstance,  may  now^  have  lapels  that  are  p( 
rather  than  notched,  and  a  more  fitted  jacket  than  the  "sack"  suit  of  yesterday. 


Yet  comfort  is  foremost,  in  part  thanks  to  the  technol 
ogy  used  by  Italian  textile  manufacturers  to  create 
the  lightest-weight  wools  ever  Top  Italian  miUs  such 
as  Loro  Plana  and  Carlo  Barbera  have  pioneered  the 
development  of  these  high-performance  wools, 
known  as  "super  100s,"  with  threads  that  measure 
just  18  microns  (18  millionths  of  a  meter).  Super 
120s  measure  17.5  microns. 

The  fineness  of  the  fibers,  spim  with  a  high  de- 
gree of  twist,  gives  the  yam  a  springy  resihence. 
The  resulting  suit  has  tremendous  body  and  drape  without 
sacrificing  shape  or  Une.  No  more  ultraheavy  suits  for  winter 
These  fabrics  are  meant  to  be  worn  year-round.  Discerning 
dressers  who  still  want  variation  in  their  summer  and  winter 
wardrobes  can  use  seasonal  colors  to  draw  the  distinction. 
Much  of  the  best  new  clothing  bears  the  look  and  finesse  of 
custom  tailoring,  yet  is  available  off  the  rack  at  prices  rang- 
ing from  $600  to  more  than  $3,000.  The  highest  prices  reflect 
the  level  of  hand  stitching  and  the  quality  of  the  fabrics. 

Back  to  the  Riture 

In  keeping  with  the  retrofuturist  trend  in  tailored  clothing, 
the  best  shirts  and  ties  feature  Old  World  design  elements  in 
updated  colors  and  fabrics.  Shirts  are  slightly  trimmer  in  fit 
than  you've  grown  accustomed  to.  Spread  collars  are  back, 
thanks  in  part  to  the  influence  of  such  classic  British  shirt- 
makers  as  Thomas  Pink  opening  shops  across  the  U.  S.  Both 
the  English  spread  and  the  more  modified  American  version 
are  formal  and  flattering.  If  you  have  a  round  face,  though, 


CHIC 


SIMPLE 


HOW  DO  YOU  PUT  A  NEW  LOOK  TOGETHER? 

To  get  answers,  BusinessWeek  editors  teamed  up 
with  the  creators  of  Chic  Simple,  Kim  Johnson  Gross 
and  Jeff  Stone,  who  have  written  25  lifestyle  books, 
including  Dress  Smart  for  Women  and  Dress  Smart 
for  Men. 


COLORFUL 

A  collection  of  spiffy 
cuff  links,  including 
ones  that  make 
playful  reference  to  a 
sport,  will  help  add 
flash  to  your  look 


you  may  find  you  favor  the  modified  veij 
The  fabrics  wall  have  surface  interest — i| 
color  shirt  in  a  micro-herringbone  weave, 
stance.   And   what   you  would   have   for 
thought  of  as  sp)orty — ^tattersaUs,  gingham  cl 
and  subtle  plaids — now  come  in  dressed-uj 
sions.  French  cuffs  make  the  difference,  w]f 
the  shirt  is  solid  or  patterned.  They  are 
tionably  elegant  and  complement  the  new  vj 
of  spread  collars. 

Plus,  you  can  build  a  greall 
link  wardrobe.  Precious-metal 
sions  in  gold  or  silver  look  besti 
understated  rather  than  larg| 
shiny.  For  color,  consider  geor 
worked  upon  double-sided,  cera| 
ic  ovals,  or  inexpensive,  sim- 
ple silk  knots,  perhaps  in 
contrasting  colors.  Or  look  for  vintage  links.  A 
playful  nod  to  a  favorite  sport  acknowledges  a 
time  when  men  dressed  up  for  the  country. 

In  ties,  classic  patterns  such  as  regimental 
stripes,  understated  geometries,  or  even  soUds 
are  worked  in  luxxirious,  textured  silks,  and  in 
rich,  sometimes  unorthodox  colors  hke  purples 
and  deep  pinks.  The  typical  width  is  still  about  Z^ 
inches,  but  high-end  designers  have  been  re- 
shaping their  neckwear  to  a  fuller  width  through- 
out, which  means  the  knot  wiU  be  fuller,  too — re- 
calling the  Edwardian  era  of  100  years  ago. 

For  fall,  you  can  go  from  classic  casual  to  for- 
mal and  still  be  suitably  attired.  You  know  what 
you  like,  and  you  also  know  what's  appropriate  for 
your  company  or  industry.  But  to  get  you  started, 
we've  selected  four  suits  to  show  the  range,  with 
shirts  and  ties  to  pull  the  outfits  together. 
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le  Classic 

The  New 

The  New 

The  Classic, 

isual  Suit 

Palette  Suit 

Pattern  Suit 

Evening  Suit 

i  popular  with  aristo- 

Charcoal  gray  is  always 

In  power  dressing  today. 

The  black  suit  serves  as 

i  for  out-of-town  week- 

correct,  but  it  looks  updat- 

mini-herringbones, faint 

the  appropriate  dress  for 

events,  THE  COUNTRY 

ed  when  traces  of  brown. 

glen  plaids,  and  window- 

an  elegant  dinner — and 

'IS BACK.  Traditional- 

olive,  or  taupe  saturate  the 

pane  patterns  are  barely 

still  works  fine  in  the  of- 

arm" fabrics  such  as 

weave.  Instead  of  standard 

perceptible.  STRIPES  ARE 

fice.  The  new  models  fea- 

ds have  been  reengi- 

white,  THE  CLASSIC 

ALWAYS  POPULAR,  in  any 

ture  WOOLS  AND 

ed  into  surprisingly 

CHALK  STRIPE  IS  REIN- 

number of  variations:  from 

WORSTEDS  in  chalk  or 

weights.  Country  suit 

TERPRETED  in  shades  of 

beaded  to  multitone  track 

variegated  stripes,  and  the 

sms  such  as  glen 

camel,  burgundy,  blue,  or 

to  shadows,  or  even  broken 

fabric  has  a  finish  that  is 

;ks  and  Prince  of 

purple — a  favorite  accent 

stripes.  Here,  the  deep 

flat  as  opposed  to  textured, 

!S  plaids  are  still 

color  this  fall. 

navy  suit  has  a  faint  her- 

with a  hint  of  sheen. 

nd,  buttheNEWCOL- 

Chalk  stripes  are  used  for  a 

ringbone  pattern,  accented 

Nothing  makes  a  suit  quite 

.AREMUCHMORE 

dressy  effect,  but  we  opted 

with  dual  stripes.  The  tra- 

so formal  as  a  white  dress 

tLE,  woven  with  ver- 

for  a  colorful  gingham 

ditional  tattersall  in  navy 

shirt  and  solid  tie.  Here,  a 

i  of  the  same  color. 

mini-check  shirt  to  provide 

and  black  looks  elegant 

chevron  pattern  is  worked 

lairing  a  subtle  plaid 

an  artful  counterpoint.  The 

worn  paired  with  the  navy 

into  the  shirt  cotton.  The 

s  shirt  with  a  geomet- 

tie  picks  up  the  tones  in 

of  the  suit.  The  regimental 

(gold)  silk  tie  has  a  white 

atterned  silk  tie.  As 

the  suit  and  shirt,  and  the 

stripe  silk  tie,  with  new 

PIN-DOT  WEAVE,  adding 

as  the  colors  are  com- 

large  paisley  adds  a  con- 

wider spacing  in  the 

to  the  richness  of  the  look. 
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ETC. 


Luxurious  pairings  and  key  accessories  can 
make  your  old  suits  look  and  feel  new  again. 


D 


oes  vour  suit  collection  look  a 
bit  tired  these  davs?  You 
could  dump  it  m  the  Goodwill 
bin  and  order  a  whole  new 
wardrobe.  But  the  quickest 
and  most  cost-effective  way  to  perk  up  your 
closet  is  by  adding  some  new,  yet  classic, 
shirt-and-tie  combinations. 

Try  a  striped  sliirt  with  one  of  the  revived 
collar  styles — English  spread,  eyelet,  tab, 
Windsor  Then  jazz  it  up  vA\h  a  solid  tie  that 
picks  up  an  accent  color  fi'om  the  stripes. 
Shades  of  piuple  are  popular,  and  they'll  look 
gi^eat  \^ith  your  old  gray  and  dark-blue  suits. 
Other  accessories  can  add  flare  to  those  duds. 
Once  again,  cocoa  or  bro\Mi  suede  di^ess  shoes 
are  srdish  and  should  be  worn  with  a  solid  or 
chalk-stripe  na^y  or  char- 
coal suit.  A  new  watch  that 
recalls  Old  World  sensibili- 
ties would  also  be  a  worthy 
addition.  We're  showcasmg 
a  few  models  that  may  cost 
an  arm  and  a  leg.  But 
many  watchmakers  offer 
retro  stales  in  more  popular 
prices,  too. 


►  GRAPHIC 
DETAIL 

The  mini-graph-check 
shirt  ($445)  in  shades  of 
brown  and  blue  against 
an  ecru  background  is 
dressed  up  with  French 
cuffs  and  rounder  collar 
points.  It's  paired  with  a 
richly  woven,  color- 
blocked  stripe  silk  tie 
($140).  Both  are  from 
Brioni;  the  two-toned 
sterling  silver  cuff  links 
($395)  are  from  Oxxford. 


A COLOR 
CLASSICS 

The  pure  cotton  dress 
shirt  ($265)  features  a 
banker's  stripe  in  purple 
and  white,  with  French 
cuffs.  The  r^imental  tie 
($125)  is  energized  with 
diagonal  stripes  of  black 
and  purple. 
Both  are  by  Ralph 
Lauren  Purple  Label; 
the  sterling  silver  cuff 
links  ($250) 
are  from  Oxxford. 


T  SPEAK  SOFTLY 

A  monc^am  is  considered  i 
elegant  when  placed  on  the 
left  of  the  shirt  just  above  the 
waistline,  where  it  is  hidden 
suit  jacket.  After  all,  discretic 
int^ral  part  of  personal  stylf 


\ 
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^TAGE  LOOK, 
DERN  MECHINICS 

>s  offer  as  good  an  example  as  any  of  retrofitting  today's  i|\ 
logy  into  classic  designs.  The  CARTIER  ROADSTER         *  '* 
0;  top)  has  a  face  shaped  like  the  radiator  grille  of  a 
;  sports  car — even  its  stem  echoes  a  radiator  cap. 
BIG  PILOTS  watch  ($1 1,000;  bottom  right)  is 
scent  of  an  early  pilot's  timepiece  but  adds  a  modern 
id  face. 

ROGER  DUBUIS  WINDOWS  PERPETUAL  CALENDAR 
■N  SQUARE  Watch  ($46,900;  bottom  left)  mixes  hand 
lanship  with  a  modern,  proprietary  mechanical  move- 
rhe  master  watchmaker  from  Switzerland  has  made  only 
hese.  Wearing  one  is  like  displaying  a  work  of  art. 
ches  are  available  at  Cellini  in  New  York,  1-800-Cellini. 


<  HOLE  IN  ONE 

Vintage  stripes  and 
eyelet  collars  with  holes 
for  tie  bars  have  appeal 
this  season.  The 
subdued  geometric 
medallion  silk  woven  tie 
($105)  anchors  the 
bolder  awning-striped 
shirt  ($225).  Both  are 
from  Best  of  Class 
by  Robert  Talbott; 
the  gold  and 
hand-enameled 
cloisonne  cuff  links 
($950)  are 
from  Estate  by 
Robert  Talbott. 


■Sir!  >l'-.JtF»i-V.^  i^-^  .'r 


*TiESH 

lOICE 

•R 

'UR 

fET 


This  season's  nod  to  the 
past  makes  brown  suede 
OXFORD  LACE-UP  SHOES 

look  stylish  with  a  solid  or 
chalk-stripe  navy  or  char- 
coal suit.  They  are  much 
fresher  looking  for  daytime 
than  the  black  polished  calf 
lace-ups  you  might  instinc- 
tively reach  for.  This  classic 
was  introduced  by  the  Duke 


of  Windsor,  who  in  1923 

paired  his  COCOA 

"REVERSE  CALP  (as  suede 

was  called  then)  Oxford 

lace-ups  with  a  plaid  suit 

on  a  Stateside  visit. 

The  Oxfords  here 

are  $338  from 

Peal  &  Co.  at 

Brooks 

Brothers. 


▲  TIMELESS  TIP 

A  solid  tie  offers  dependable  style  that 
never  goes  out  of  fashion.  Today's 
solids  are  richly  colored  in  luxuriously 
textured  silk  miniweaves.  Take  a  shirt 
with  multitoned  track  stripes  and  pair 
it  with  a  solid  tie  that  accentuates  the 
bolder  stripes.  Shirt  ($127.50)  from 
Hickey  Freeman;  tie  ($105)  from 
Best  of  Class  by  Robert  Talbott. 


.■Vila 
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WHYA 

$3,000 
SUIT? 

Because  both  Brioni  and  Oxxford  deliver 
Gustom-tailored  quality  off  the  rack. 


For  decades,  Oxxford  Clothes  of  Cliica- 
go  and  Eome-based  Brioni  have  set 
the  standard  in  sartorial  elegance  avail- 
able right  off  the  rack.  The  cost  that  is 
hardest  to  budget  is  time,  and  these 
ready-made  garments  eliminate  the  need  for  the  complex,  of- 
ten tedious  fittmgs  that  a  custom  suit  demands. 

Brioni,  whose  customers  include  Britam's  Prince  Andrew, 
Donald  Trump,  Nelson  Mandela,  and  Peter  Jennings, 
has  elevated  fine  tailoring  to  a  modem  art  form  by  merging 


CHI1 


Sharp  Pins 

The  average  Brioni  suit  is 
about  $3,250  and  can  go 
considerably  higher  depend- 
ing on  fabric,  easily  making 
Brioni  the  most  expensive 
off-the-rack  garment  on  ei- 
ther side  of  the  Atlantic. 

THE  CLOTH 

All  the  fabrics  that  go  into 
Brioni  clothing  are  exclu- 
sive. Many,  such  as  the 
famous  "Pope's  Cloth"— 
used  by  the  Vatican  for  its 
Papal  robes — are  so  light- 
weight only  Brioni's 
craftsmen  are  able  to 
properly  tailor  them. 


THE  FIT 

Consistent  shoulder  con- 
struction— soft  yet  struc- 
tured, with  each  individual 
shoulder  set  in  and  sewn 
completely  by  hand — adds 
to  comfort. 
THE  SEAMS 

From  the  sides  of  the  jacket 
to  the  trousers,  every  seam 
is  reinforced  by  hand  (rather 
than  fused)  with  linen  tape 
so  the  edges  lie  flat  and 
smooth. 
THE  PANTS 

Every  trouser  is  half-lined  to 
the  knees  with  a  lightweight 
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yet  durable  cotton  lining  for 
comfort  and  better  drape. 
THE  BUTTONHOLE 
Brioni  hand-finishes  each 
buttonhole  with  an  exclusive 
three-ply  silk  yarn.  The  re- 
sult is  a  strong,  clean  look 
few  other  suits  can  match. 

THE  FINISH 

The  chest  area  of  a  Brioni 
suit  jacket  is  lined  with  a 
genuine  horsehair  canvas, 
hand-sewn  with  thousands 
of  tiny  stitches  to  prevent 
puckering  and  ensure 
smoothness  and  proper 
drape. 


WHY  Bone  Makes  BETTEfn5UTT0NS. 

^1  [  AND  OTHER  SECRETS  OF  A  CUSTOM-MADE  SUIT; 
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STAR  POWER 

Brioni  suits  have  a 
long  history  in 
Hollywood.  Above, 
Pierce  Brosnan 
sports  Brioni  as 
James  Bond  in 
Tomorrow  Never 
Dies,  and  below, 
Clark  Gable  gets 
fitted  for  a  Brioniin 
the  1950s. 


technology  and 
craftsmanship. 
Along  with  the 
state-of-the-art 
factory  in  Penne, 
Italy,  Brioni  has 
a  tailoring  school 
so  masters  can 
teach  the  Brioni 
way. 

What  do  you 
get?  Luxurious 
fabrics,  including 
the  finest  super- 
spun  wools, 
cashmere,  and 
baby  alpaca,  are 
highly  hand-tai- 
lored, allowing  a 
suit  to  mold  to 
the  body  after  a 
few  wearings. 
Tailoring  details 
such  as  working 
buttonholes  on 
the  jacket  cuffs, 
button-through 
flies,  even  cigar  pockets,  are  often  avail- 
able as  an  option. 

The  workmanship  is  incredibly  labor- 
intensive.  An  Oxxford  jacket  lapel  has  a 
gentle  roll  that  comes  from  1,100  hand 
stitches  that  expertly  and  invisibly  con- 
nect the  jacket  fabric  to  its  canvas  fac- 
ing. (The  jackets  are  half-lined  so  you 
can  look  inside  and  count  the  stitches.) 
The  Oxxford  waist  clip  settles  into  the 
tiniest  of  handmade  buttonholes. 

For  what  you'd  spend  on  a  suit  like 
this,  you  can  undoubtedly  go  to  the 
finest  custom  tailor  in  your  area.  Then 
again,  when  you  invest  in  these  names, 
you're  buying  superb  quality  with  a 
minimal  investment  of  time.  ■ 


SUIT  LINEAGE 


While  the  man  in  the  gray  flannel  suit  could  sum  up  his  work  wardrobe  in  one 
one  cut,  and  one  fabric,  today  suit  manufacturers  realize  that  dressing  is  also , 
reflection  of  one's  multifaceted  lifestyle.  Now,  as  with  cars  or  wine,  there  is  a 
hierarchy  in  the  fine  suit  lines.  The  same  brand  can  take  you  from  a  casual 
business  dinner  or  weekend  conference  to  a  boardroom  presentation  or  forma 
dinner.  With  prices  for  entry-level  suits  starting  under  $600,  one  of  these  respe 
lines  may  well  be  within  your  reach. 


Napoli 
Couture 


Z  Zegna 


Sartoriale  by 
Pal  Zilerl 


Pal  Zlleri 


Pal  by 
Pal  Zileri 


Giorgio 
Armani 
Black  Label 


Joseph 
Abboud 


ERMENEGILDO  ZEGNA 

For  those  who  delight  in  extraordinary  quality,  the  tradition 
and  extensive  workmanship  of  a  sartorial  suit.  Highly 
hand-tailored,  optional  button-through  fly,  exclusive  fabrics. 


Sartoriale  Quintessential  Italian  clothing  built  with  finesse  and 

flair.  Renowned  for  Super  lOO's  specialty  fabrics. 


A  modern,  sexy  approach  to  classic  Italian  suits. 


Distinguished  by  monochromatic  palettes  that  give  a 
modern  edge  to  traditional  American  design  utilizing  select 
European  fabrics.  A  favorite  of  sportscasters  Including 
Bryant  Gumbel  and  Bob  Costas. 

BROOKS  BROTHERS 


$2,6 


$1,6 


New  this  season,  well-priced  and  fashion-driven  as  $8 

characterized  by  ads  featuring  Oscar-winner  Adrien  Brody. 

PAL  ZILERI 

Dressier,  formal  fabrics.  Impeccable  finishing,  $1,8 

highly  hand-tailored. 


$1,2 


Younger,  more  cutting-edge  line.  $8n 


GIORGIO  ARMANI 

Old  World  handcraftsmanship  for  a  sober  business  suit  $2,0j 

with  the  distinctive  Armani  drape.  Sold  exclusively  in 
Giorgio  Armani  shops. 


$1,4 


Giorgio                  Still  the  most  sought  after  label  in  Italian  fashion, 
Armani                  first  popularized-  in  1980  when  worn  by  Richard  Gere 
CoHezioni in  American  Gigolo. 

Empofio  Ayoungercollectlonthat  reflects  Armani's  more  spirited,  $8^ 

Armani  inventive  ideas. 

POLO  RALPH  LAUREN 

Ralph  Lauren        The  fitted  look  of  Savile  Row  designed  to  Ralph's  $2,9<| 

Purple  Label  personal  style. 


Polo  by 
Ralph  Lauren 

Clothing  that  defines  English-Inspired  American  classicism. 

$8! 

Chaps 

The  Ralph  Lauren  look  interpreted  for  the  younger, 
style-conscious  man. 

$4; 

Black  Label 

JOSEPH  ABBOUD 

Better  side-vented  American  clothing  expertly  made 
from  select  Italian  fabrics. 

$8i 

$6! 


Golden 
Fleece 

A  new  line  of  high-end  suits  inspired  by  the  Brooks  $l,0?il 
Brothers  archives.                                                                 I* 

Brooks 
Brothers  1818 

The  classic  three-button,  natural  shoulder  American  suit,  $7(L 
updated  and  improved.                                                           | 

Brooks  Ease 

Sold  as  separates,  wrinkle  resistant,  good  for  travel,  $5SH 
extremely  comfortable,  super  100  pure  wool.                                   | 

'Starting  price    "AvwK 
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www.businessweek.com/classifleds 
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For  Ad  Rates  and  Information 
Phone:  (312)  464-0500 
Fax:  (312)  464-0512 


iSS/Career  Opportunities 


The  current  SLOW 

economy  Is  making 

BIG  MONEY  for  loan 

and  leasing  brokersi 


\<m**  Loan*  ■  tqulpmanl  Laas* 

•«MI  VOtfJI  OHM 
mt$»  i<WUf  COMMNV 

tultnct  im(l»d...W»  support  youl 
,FREE 


ALL  TODAY 

-336-3933 


rww.\ienllc.cum 

ic  Loan  CoasultsBts,  Ibc. 


SIX  FIGURES... 

IS  Car  &  Home  Benefits 
n  S  Int'l  Health  Corp.  from 
I  Unlimited  Earning  Poten- 
'  from  Your  Home  Office. 
isiness  Ownership  details,  call 

877-747-6629 
V.  Spillars.  com/mmiller 


Advanced/Distance  Learning 


Distance  Learning  •  Off  Campus 
Home  Study 


I'lMMi  \o\  K  BS  or  MS  Di  (;ki  1 


Degree  completion 
programs  available 

•  Business  Administration 

•  Management 

•  Psychology 

•  Eduralion 

Credit  Sm-  Career  /  Life  experience  aTailablc 

SelM>aced  Program 

Open  Earolloacfit  '  Start  Anytime 


Ciillfomia 

Coas^, 

University 

700  North  Main  SOMt 

Santa  Ana.  CaMocnia  SZ701 


Corporate  Gifts 


MONTANA 


Summer 
Grilling 
Special 


'.  (10  01)  IMIsmco  RIBEYE  STEAKS 
;  (10  d)  PolntRider  NY  STRIP  STEAKS 
t  (6  01)  Big  Rancher  STEAK  BURGERS 

Uculu-ly'$nT.  Specially  Priced  at  $69 


For  an  additional 

10%  off 

use  coupon  c»de 
1054321538  by 
9/8/03 


^^jsbmesS^ 


To  order  or  request  a  free  catalog,  visit 
inontanalegeiid.coin  or  call  1-800-838-5657 


Luxury  Resort  Mansions 


Two  new  resort  golf  course  mansions  are  available 
for  one  month,  deeded  interests. 


'^  RESORT 
MANSIONS! 

The  grandeur  of  a  mansion.  The  services  of  a  5-star  hotel. 

phone  (480)  585-7500  .  fax  (602)  667-0299 
www.resortmansions.com 


Financial  Services 


INCOME! 
INCOME!  INCOME! 

The  retirement  income  fund  is  a  diver- 
sified, no-load  mutual  fund.  The  Fund 
emphasizes  income.  Investments  include 
bonds,  common  stocks  and  preferred 
stocks.  We  continually  offer  new  shares. 
For  more  infomnation,  including  current 
yield,  total  return  and  a  prospectus  call 
toll-free  at  1-866-663-8023. 


Advanced/Distance  Learning 


Get  Your  MBA 
Through  Distance  Learning 


'  Prestigious  British  University  Accredited 

Under  Royal  Charter 
'  One  of  the  World's  Largest  Distance 

Learning  MBA  Programs 
'  All  Necessary  Study  Materials  Provided 
'  Access  To  On-Line  Facilities 
•  Support  From  Local  Resource  Centers  and 

Student  Netw/orking 
'  Flexible  financing  &  Payment  Plans  Available 

03  University  of 

^  Leicester 


Banners 


Call  Today:  800-874-5844 
or  visit  www.rdi-usa.com 


m\ 


Quality,  Custom  Vinyl  Banners 
Easy  Online  Ordering 
Fast  Service ^^^^^^===^ 

[iiPriceBaiiierS 


www.HalfPriceBanners.com 


Advanced/Distance  Learning 


DISTANCE  LEARNING 


BBA  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southern  California  Univenlly 

for  PtofeMional  Sludlea 
IMO  E.  ink  SInH  SuU  Aiu.  CA.  «rOS 

Since  1978 
Educational  Loans  Available 


(BOO)  477-22M 


WWW.tCUPS.EOU 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  ~  Master's  ~ 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  --  Fast  ~  Student 

Loans,  www.arrc.org 

800-951-1203 
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IS  A  LOW-FIBER  DuPONT  MORE 
APPETIZING? 


1S\  ROBERT  BARKER  rb@businessweek 


con 


MOST  EVERYONE  KNOWS  DuPont  for  its  fa- 
miliar s\Titheties — ^Lvera  and  other  fibers  that 
have  become  ubiquitous  ia  carpets  and  clothes. 
Soon,  though,  DuPont  wiR  be  out  of  those 
lines.  Its  Textiles  &  Interiors  segment  brings 
in  more  revenue  than  anv  other,  but  DuPont 
disclosed  in  August  that  it  hopes  to  seU  T&l  to 
privately-held  conglomerate  Koch  Industries. 

For  DuPont,  this  is  good  news,  and  the  reason  why  is  no 
mystery.  T&i  has  delivered  far  less  profit  than  the  201-year- 
old  giant's  other  businesses  (table).  The  puzzle  for  investors 
now  is  whether  the  stock,  which  has  climbed  $10  since 
March,  to  45,  on  hopes  for  an  economic  recovery,  already  re- 
flects potential  for  better  profitabiUty.  My  bet  is  it  does.  If 
I'm  right.  111  take  no  glee  in  it.  Long-term  investors  have  al- 
ready suffered  plenty,  with  the  stock  topping  out  in  1998 
above  $84.  Just  the  same,  if  you  take  management  at  its 
word  and  look  soberly  at  DuPont's  remaining  lines,  you'll  find 
small  reason  to  view  the  stock  as  an  odds-on  market-beater. 

Naturally,  DuPont  has  its  bright  spots.  While  it's  keeping 
mum  about  how  much  it  might  get  for  the  T&i  segment,  I  es- 
timate it  may  bring  $5  billion  or  more.  That  would  strength- 
en DuPont's  already  strong  balance  sheet  and  enable  a  larg- 
er stock  buyback  program.  Moreover,  from  the  company's 


Pieces  in 

tlie  DuPont  Puzzle^,^ 

SEGMENT   SALES            OPERATING     WHATS  UP 
INCOME 

Agriculture  & 
Nutrition 

$5,022 

$648 

Seeks  growth  in  soy 
milk  demand 

Coatings  & 

Color  Technologies 

5,265 

468 

Closely  tied  to  auto 
production 

Electronic  & 

Communications 

Technologies 

2,694 

175 

Makes  key  component 
in  fuel  cells 

Performance 
Materials 

5,103 

416 

Promising  Cool^Go  insu- 
lating soft-drink  labels 

Safety  & 
Protection 

3,810 

536 

Fastest-growing,  most 
profitable  segment 

Textiles  & 
interiors 


6,655         114      This  low-margin  giant  is 
up  for  sale 


Operating  income  is  after  taxj  all  figures  are  in  millions  for  12  months  ended  June  30,  2003 

Data:  Company  reports,  BusinessWeeli 


SCOOTING 
UP  PROFITS 

DuPont 
makes  a  key 
component  for 
this  scooter's 
fuel  cells 


^F^s  80-some  business 

hot  products  pop 
the  time.  Today, 
include     the 
membrane  it  mak' 
hydrogen  fuel  c 
new  insulating  lal 
soft-drink  cont 
caUed  CooPGo, 
ergy-saving  or 
light-emitting 
(OLED)  displays.  One  of  these  just  n 
consumers  can  be  seen  in  APED,  Eve 
Technologies'  $280  MP3  player. 

Yet  DuPont's  future  remains  anchoi 
some  mature,  cyclical  businesses.  E 
it  shrinks  its  exposure  to  the  textili 
carpet  industries,  DuPont's  reliani 
sales  of  paints,  plastic  parts,  and  mo: 
autos  Avill  rise.  Ditto  its  big  position  in  construction 
als  and  in  the  agricultural  seed  and  chemical  markets, 
products  hold  the  potential  for  much  bigger  sales  if  bi 
neered  foods  overcome  the  resistance  of  many  cons 
But  such  a  great  leap  forward  remains  over  the  ho: 
DuPont's  stated  goals  are,  in  fact,  notably  modest: 
revenue  growth  of  5%  to  6%  and  eamings-per-share 
averaging  10%.  It  reckons  that  per-share  profits  can 
faster  than  sales  through  productivity  gains,  by  si 
enough  new  products  each  year  that  average  price: 
margins  rise,  and  by  using  surplus  cash  to  buy  back  s 
If  DuPont  hits  these  targets,  what  might  an  investor  e: 
say,  in  the  next  three  years?  DuPont  pays  divide: 
$1.40  a  year,  good  for  a  fat  yield  of  3.1%.  A  spokes 
told  me  that  despite  this  year's  reduction  in  taxes  oni 
dends,  no  hike  in  DuPont's  payout  is  likely  soon.  So 
that  three  years  of  dividends  will  come  to  $4.20. 

Next,  note  that  Wall  Street's  forecast  of  DuPont's 
earnings  is  $1.80  a  share.  Because  T&i  is  on  track  t 
tribute  little  to  this  year's  earnings,  $1.80  a  share  is 
sonable  base  for  forecasts  of  DuPont's  earnings  in  the  fi 
when  the  segment  is  out  of  the  mix.  Let's  just  say  Di 
piles  up  10%  growth  in  profit  each  year.  Then  by  20 
would  be  earning  $2.40  a  share.  Today,  DuPont  trades 
times  2003  earnings — or  2.5  times  its  long-term  growth 
If  the  stock  were  stUl  to  command  this  premium  multi 
2006,  the  shares  would  go  for  $60.  With  dividends 
works  out  to  a  total  return  of  more  than  $19  on  a  $45  : 
What's  wrong  with  that?  Nothing,  but  it  assumes 
management  makes  good  on  its  promises  and  that  the 
keeps  trading  at  a  premixim  multiple.  Dial  back  the  ear 
multiple  to  a  more  middling  20,  and  the  2006  profit  mak 
a  $48  stock  and,  with  dividends,  a  three-year  total  reti 
just  16%.  DuPont's  good  news  is  already  in  the  stock. 
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Y^^y^  "fi  fT  business  world  where  the  only  constant  is  change,  continuing 
^M      education  is  becoming  a  mandatory  course  of  action.  Smart 
^  professionals  are  increasingly  turning  to  the  internet  to  advance  their 
jils,  increase  productivity  and  minimize  time  away  from  the  office. 

i 

r  more  information  regarding  the  programs  listed  below,  log  onto 
lvw.businessweek.com/bizlink. 


|:celerate  Your  Career  by  Distance  Learning 


UMassOnline  stands  the  test  of  time 


JMassOnline  delivers  to  your 
:omputer  the  excellence,  credibility 
ind  affordability  of  a  University  of 
vlassachusetts  education! 

I  Pursue  your  education  anywhere,  anytime 

I  Choose  from  30  online  programs 

I  Learn  from  UMass'  \vorid<lass  faculty 

Enroll  now! 

www.UMassOnline.net 


Career  oriented?  What  a  coincidence,  so  are  we. 


You  have  a  career  goal,  and 
so  do  we.  At  Baker  College 
Online  our  single  goal  is 
helping  you  experience  career 
growth.  99%  of  our  available 
graduates  are  employed. 
And  while  other  colleges  offer 
some  classes  on-ine,  Baker 
lets  you  earn  your  entire 
degree  100%  on-line,  without 
any  classroom  time  required. 
Choose  from  Associate, 
Bachekx,  and  Master's 
degree  programs  in  business 
and  healthcare.  One  of  the 
nation's  largest,  Baker  is 
affordable  and  accredited. 


\ 


p0^ 


I 


•^ 


BAKI 


^tjnline 


How  the  world  commutes  to  college. 


^ 


An  Equal  Ooportunpty  Affirmative  ActKXi  Institution 


Baker  College  is  aocradited  by  The  Higher  Learning  Convnissnn  and  is  a 

-iember  o(  the  North  CenM  Assooabon  -  30  ^*orth  USale  Sireei  Suite  2400, 

ChKaflO.  IL  60602-2504  /  800-621-7400  / 

Baker  Center  for  Graduate  Siucfies  is  also  aocredted  by  the  lniematior\ai 
Assprrtohj  of  Coiiegiaie  Business  Educatkm  (IAC8E). 


For  more  information, 
08)11-800-469-4062 

or  visit  LIS  at 
vww.balnrcolttgionline.com 


^esen/e  Space  in  the  October  20,  2003  Executive  Eaucation  and  MBA  Directory  or 
the  December  i,  2003  E-Learning  Directory,  Call  1-800-424-3090. 
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INFORMATION 


For  more  information  on  the  companies  in  tliis  directory,  you  can  select  from  the  three  easy  options  listed  below  through  BizLink. 
,  •  .  .  Companies  will  be  found  in  the  September  8,  2003  issue. 


BizLink 

www.businessweek.com/BlzLink 

Internet 

You  can  request  information  and/or  link  directly 
to  company  websites  through  our  electronic 
reader  service  program® 
www.businessweek.com/BizLink 


Circle  the  desired  number(s)  listed  above, 

CLEARLY  print  your  name,  address,  phone  and 

fax  numbers  and  fax  this  page  (or  copy  of  this  page) 

to  the  USA +1-239-213-2199 

Mail 

Fill  out  this  page  and  mailto: 

BusinessWeek,  c/o  Mediabrains 

PO  Box  12079,  Naples,  Florida  34101-9920 


BusinessWeek 


1.  Baker  College  Online 

2.  Capella  University 

3.  RDI  USA  Ltd.-University  of  Leicester 

4.  University  of  Massachusetts-UIVlassOnline 


I  www. businessweek.com 


To  Reserve  Space  in  the  October  20,  2003  Executive 
Eaucation  and  MBA  Directory  or  the  December  1,  20 
E-Learning  Directory,  Call  l'800-424-3090. 


Miami 


The  Official  MBA  Fairs  l Businessweek] 


Meet  over  90  of  the  world's  top  business  schools  -i  5  of  the  top  20  us  MBA  program 
top  European  schools  including:  Columbia,  Chicago  GSB,  Cornell,  Duke,  Emory,  Michigan,  U 
Tuck,  UCLA,  Wharton,  Cambridge,  HEC,  IE  -  Instituto  de  Empresa,  INSEAD,  and  more... 


New  York 


Atlanta 


Monday  September  22,  5pm-9pm          Sunday  September  28,  2pm-6pm  Thursday  October  2,  5pm-9f 

SAME  DAY.  SAM£  PLACE: 

Chicago                                !^^';"'''^?*^"*^??"?as  Toronto 

Wednesday  September  24, 5pm-9pm     ,,,     ,  .      ,       ^-.  Saturday  October  4, 2pm-6R 

Washington  DC 

Boston           ^^^                                Tuesday  September  30, 5pm-9pm  "...these  fairs  attract  the  types  oi 

,„               SAME  DAY.  SAME  PLACE:  Candidate  WE  wsnt  to  T 

"'                WORLD  CRAD  SCHOOL  TOUR  The  WhartonI 

Choose  VOL-  PhD-s.  Mis'e-^.  D.D.om.is  '"^  VWnanOR 


V  ..     Kap[- 


isslftns  Seminar  iifi^J^i:! 


eadership  (New  York) 


ExecMBA  Village 

First  100  visitors  receive 

The  MBA  Career  Guide  -  free 

cr\in;s 


sinessWeek  Investor  INSIDE  WALL  STREET 


CALLS  ARE  COMING  IN  FASTER  NOW  AT  NEXTtt  COMMUNIdmONS. 
AT  MSG-SOFTWARE,  THIS  SLOW  RECOVERY  COULD  SPARK  DEMAND- 
ELDERLY  PATIENTS  INHALE  MORE  OXYGEN  SUPPLIED  BY  UNCARL 


JENE  G.  MAECIAL 

xtel's  Next  Feat? 


Llthough  Nextel  Communications  (nxtl)  has  been 
a  live-wire  act — ^rocketing  from  6.70  a  share  on 
Sept.  3,  2002,  to  17  on  Aug.  27— the  big  U.S. 
wireless  carrier  is  still  the  top  stock  to  buy  for 
some  pros.  "It  could  double  in  18  to  24  months, 
on  the  rapid  earnings  growth  we  see,"  says  Graham 
!  of  Tanaka  Capital  Management,  which  owns  shares.  Its 
I  Growth  Fund  is  up  35%  this  year,  vs.  the  Standard  & 
500-stock  index'  14%  gain.  (Last 
Nextel  was  feat;ired  here  at  7.19.) 
putfit  that  long  lived  on  hope, 
is  now  a  play  on  real  "quality 
;s,"  says  Tanaka  It  trades  at  jiast 
iS  consensus  2004  estimates.  Nex- 
rs  to  the  business  trade  and  high- 
iividual  markets — for  its  Direct 
:t  service  that  provides  phone 
at  the  push  of  a  button.  Not  yet 
id  in  the  price,  says  Tanaka,  is 
ential  of  Nextel's  growing  govern-  TANAKA 

usiness — now  less  than  10%  of  sales.  That  could  triple  in 
,e  of  years,  he  figures,  as  Nextel  seeks  more  spectrum 
y.  Also  potential  winners:  the  family  and  youth  markets, 
plus  new  products,  such  as  phones  with  access  to 
erry  and  Web  data,  should  fuel  growth,  says  Tanaka. 
added  591,000  subscribers  in  the  second  quarter,  mak- 
ase  of  12  million,  up  from  10.6  million  in  2002. 
•  a  stock  in  a  struggling  industry,  Nextel  has  turned  in 
that  have  impressed  the  Street,"  says  Charles  HiU,  re- 
director  at  Thomson  First  Call.  He  notes  that  of  33  an- 
19  have  "strong  buy"  or  "buy"  ratings.  Only  two  rate  it 
"  Consensus  earnings  estimates  are  $1.08  a  share  for 
1  sales  of  $10.2  billion,  and  $1.44  for  2004  on  $11.4  billion, 
t  Eric  Weinstein  of  Credit  Suisse  First  Boston  sees 
earning  $1.19  in  2003  and  $1.66  in  2004. 

CSoftware:  Poised  to 
ch  the  Tech  Bus 

nech  stocks  that  haven't  yet  joined  the  rally  are 
sparking  investors'  interest.  One  such  is  Big  Board- 
listed  MSC.Software  (mns),  which  makes  software 
that  simulates  the  performance  of  products  be- 
L-.  fore  they  are  manufactured.  They  help  producers 
bore  cost-efficient  aircraft,  autos,  and  electronics  equip- 
h 


RIPE  FOR 
A  RALLY 


ment.  In  a  slow  economic  recovery,  "the  game  is  about  im- 
proving productivity,"  says  Joseph  Battipaglia,  chief  invest- 
ment strategist  at  Ryan  Beck,  which 
owns  shares.  Msc's  tools  should  meet 
pent-up  demand  for  productivity  en- 
hancers. Msc,  trading  at  7.95  a  share,  is 
down  from  its  high  of  11  a  year  ago. 
But  Battipaglia  figures  it's  worth  at  least 
10,  based  on  the  turnaround  in  its  oper- 
ations and  its  improved  balance  sheet 
and  cash  flow.  So  far  this  year,  he  notes, 
cash  flow  has  risen  to  17^  a  share,  up 
from  2<2  last  year.  Any  lift  in  the  econo- 
my or  in  tech  spending  will  surely  be  a 
boon  to  MSC,  he  adds.  Analyst  Richard  Davis  of  investment  out- 
fit Needham,  who  rates  MSC  a  buy,  figures  it  will  earn  47<2  a 
share  in  2003  and  720  in  2004,  compared  with  a  loss  in  2002. 


FEB  24,  03  AUG.  27 

▲  DOUARS 
Data:  Bloomberg  Financial  Mailiets 


Breathing  Easier 
AtLincare 


UP  WHERE 
THE  AIR  tS  CLEAR 


Shares  of  Lincare  Holdings  (lncr)  have  been  on  the 
rise,  from  27  in  February  to  34.88  on  Aug.  27— de- 
spite the  Street's  skittishmess  about  the  stock.  Most 
analysts  worry  that  Lincare,  a  provider  of  oxygen 
and  other  respiratory-therapy  services  to  patients  at 
home,  is  subject  to  the  vagaries  of  government  payments. 
Since  most  Lincare  patients  are  elderly  people  with  chronic 
lung  conditions,  they  are  usually  on  Medicaid  or  Medicare. 
Often  the  government  negotiates  the  prices  it  is  willing  to  pay 
for  such  services.  Yet  Lincare  has  beat 
Street  estimates  in  each  of  the  past  four 
quarters.  To  Grant  Babyak,  managing 
director  at  Times  Square  Capital  Man- 
agement, any  dip  in  the  stock  is  an  op- 
portunity to  buy.  Lincare  has  been  able 
to  withstand  reimbursement  rollbacks, 
he  says,  because  it  is  one  of  the  most  ef- 
ficient— if  not  the  best — operator  in  the 
industry.  IVading  at  13  times  his  2004  es- 
timate of  $2.52,  the  stock  is  worth  43,  or 
17  times  the  price,  says  Babyak.  He  ex- 
pects $2.24  in  2003.  Frank  Connelly  of  Standard  &  Poor's 
notes  that  Lincare's  sustainable  earnings  growth  and  low  stock 
valuation  deserve  a  rating  of  "accumulate." 


FEB  ;i     3  AUG.  27 

A  DOLURS 
Data:  Bloomberg  Financial  Mariiets 


Read  Gene  Marcial's  Inside  Wall  Street  Online 
monthly  column  at  www.businessweek.com/ 
today.htm.  And  see  him  Fridays  at  1:20  p.m.  est  on  CNNfn's  The  Money  Gang. 


^rwise  noted,  neither  the  sources  cited  In  Inside  Wall  Street  nor  their  firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment  banking  or  other  financial  relationships  with  them. 
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BusinessWeek  Investor  FIGURES  OF  THE  WEEK 


STOCKS 


S&P500 

Aug.   Feb.   Aug.  Aug.  21 -27 


1040 


1040 


COMMENTARY 

The  market  ended  on  a  mixed  note, 
with  only  tt)e  Nasdaq  Composite  Index 
finishing  in  positive  turf.  Semicon- 
ductor stocks  propelled  the  tech-laden 
index  to  a  16-month  high  on  Aug.  27, 
on  optimism  that  personal  computer 
demand  is  increasing.  The  Dow  lost 
0.7%  and  the  S&P  500  fell  0.4%. 
Weak  volume  prevailed  as  investors 
wrap  up  summer  vacations. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 


Week  ending  Aug.  26 
■  S&P  500  ■  U.S.  Divefsified  ■  All  Equity 
4-week  total  return 


2        3        4         5        6 

Week  ending  Aug.  26 
■  S&P  500    ■  U.S.  Diversified   ■All  Equity 

52-week  total  return 


%        3        6        9       12      15      18 
Data:  Standard  &  Poor's 


U.S.  MARKETS 


AUG.  27         WE£K 


%  CHANGE 
YEAR  TO        LAST  12 
DATE       MONTHS 


GLOBAL  MARKETS 


AUG.  27 


WEEK 


S&P  500  996.8  -0.4  13.3  6.6 

Dow  Jones  Industrials  9333.8  -0.7  11.9  5.8 

NASDAQ  Composite  1782.1  1.2  33.4  32.2 

S&P  MidCap  400  509.2  0.3  vl8.5  13.0 

S&P  SmallCap  600  239.8  -0.6  22.0  18.2 

WilshireSOOO  9651.7  -0.2  15.7  9.5 

SECTORS 


BusinessWeek  50* 
BW  Info  Tech  100" 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
PSE  Technology 


570.9 
312.1 
505.5 
487.8 
197.5 
336.0 
104.6 
177.1 
105.8 
132.2 
623.0 


-0.8 
0.1 
0.2 

-0.9 
0.1 

-2.1 
0.4 

-1.0 
0.0 
0.7 
1.7 


5.2 

9.3 

12.6 

14.0 

7.8 

13.2 

15.2 

4.2 

8.2 

77.0 

35.9 


-1.8 

8.5 

5.7- 

7.6 

1.6 

5.1 

9.2 

-0.6 

-5.5 

94.7 

34.3 


*Mar.  19.  1999=  1000   **Feb.  7,  2000=  1000 


BEST-PERFORMING     lAST 

GROUPS  MONTH% 


IAST12 

MOim<s% 


S&P  Euro  Plus  (U.S.  Dollar) 

945.1 

-3.0       1 

London  (R-SE  100) 

4206.4 

-0.3         1 

Paris  (CAC  40) 

3280.0 

0.0 

Frankfurt  (DAX) 

3483.1 

-0.5       2 

Tokyo  (NIKKEI  225) 

10,309.0 

0.2       2 

Hong  Kong  (Hang  Seng) 

10,678.6 

1.9       1 

Toronto  (S&P/TSX  Composite) 

7500.6 

0.1       1 

Mexico  City  (IPC) 

7502.1 

0.6       2 

FUNDAMENTALS 

AUG.2G 

WK.AG( 

S&P  500  Dividend  Yield 

1.66% 

1.65= 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    28.0 

28.5 

S&P  500  P/E  Ratio  (Next  12  mo! 

,.)*        17.0 

17.1 

First  Call  Earnings  Revision* 

-0.20% 

-0.32" 

TECHNICAL  INDICATORS 

AUG.2S 

WK.AGO 

S&P  500  200-day  average 

918.7 

916.5 

Stocks  above  200-day  average 

78.0% 

75.0°/ 

Options:  Put/call  ratio 

0.82 

0.66 

Insiders;  Vickers  NYSE  Sell/buy  ratio  4.03 

3.68 

WORST-PERFORMING  last 

GROUPS                   MONn<% 

1 

Comptr.  Stge.  &  Perphs. 
Computer  Stores 
Health-Care  Facilities 
Tires  &  Rubber 
Semiconductors 


19.5  Internet  Software  202.9 

16.4  Internet  Retailers  94.9 

15.5  Computer  Retailers  85.5 

14.6  Comptr  Stge.  &  Perphs.  64.9 


13.9    Wireless  Services 


61.0 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %        52-WEEK  TOTAL  RETURN 


Commercial  Printing       -12.2  Tires  &  Rubber 

Health-Care  Distributors  -11.4  Health-Care  Facilities  Kg 

Managed  Health  Care       -8.6  Multi-Utilities 

Housewares  &  Specialties  -8.5  IT  Consulting 

Multi-line  Insurers  -7.3  Tobacco 


Jl 


imtis 


LEADERS 


Precious  Metals 

Japan 

Pacific/Asia  ex-Japan 

Natural  Resources 

USUMS 

Health 

Europe 

Financial 

International  Hybrid 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 

LUIERS 


8.0 
6.9 
5.3 
5.2 

-3.8 

-0.9 

-0.7 

0.3 


Technology 

Precious  Metals 

Communications 

Latin  America 

UG6ARBS 

Japan 

Utilities 

Europe 

Foreign 

S2-WEEK  TOTAL  RETURN 
LEASERS 


35.6 
34.8 
26.5 
25.3 

3.4 
4.5 
4.6 
4.7 


INTEREST  RATES 

KEY  RATES 

MONEY  MARKET  FUNDS 

AUG.  27 
0.61% 

WEERACO 

0.63% 

90-DAY  TREASURY  BILLS 

0.99 

0.95 

2-YEAR  TREASURY  NOTES 

1.97 

1.80 

10-YEAR  TREASURY  NOTES 

4.53 

4.44 

30-YEAR  TREASURY  BONDS 

5.31 

5.29 

30-YEAR  FIXED  MORTGASEt 

6.45 

6.37 

tBanxQi 

PFds.  Smicdr  Ultsr.  Inv.  17.0 
IN6  Russia  A  14.7 

Scudder  GId.  &  Pr  Mts.  S  13.9 
ProFunds  Ultra  Japan  Inv.  12.0 
LASURIS 

Apex  Mid  Cap  Growth  -13.6 
Jundt  Science  &  Tech.  A  -9.0 
PFds.  Wriss.  Ultsr  Inv.  -7.5 
PFs.  Pharms.  Ultsr  Inv.     -7.1 


PFs.  Intnet  Ultsr.  Inv.  161.1 
Jacob  Internet  125.4 

Amerindo  Technology  D  100.3 
RS  Internet  Age  86.3 

LAfiSARIS 

Frontier  Equity  -71.1 

Rydex  Dynam.  Vent  100  -59.7 
PFds.  UltSh.  OTC  Inv.  -59.6 
Potomac  OTC/Short  Inv.  -34.6 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
municipal  bonds,  assuming  a  30%  federal  tax  rate. 

10-YR.B0ND         31 
GENERAL  OBLIGATIONS  4.11% 


ih 


TAXABLE  EQUIVALENT 

5.87              1 

INSURED  REVENUE  BONOS 

4.23              1 

TAXABLE  EQUIVALENT 

6.04              1 

THE  WEEK  AHEAD 


PURCHASING  MANAGERS  INDEX  Tuesday,  Sept. 

2,  10  a.m.  EDT^  The  Institute  for  Supply 
Management's  Industrial-activity  index  for 
August  is  forecast  to  have  climbed  to 
53%,  after  rising  to  51.8%  in  July.  That's 
according  to  the  median  forecast  of  econo- 
mists surveyed  by  mms  International. 

CONSTRUCTION  SPENDING  Wednesday,  Sept. 

3,  10  a.m.  EDT^  Building  outlays  in  July 
probably  grew  by  0.3%  for  a  second 
straight  month. 

BEIGE  BOOK  Wednesday,  Sept.  3,  2  p.m. 
EDT>-  The  Federal  Reserve  will  release 


its  summary  of  regional  economic  activity  employment  rate  probably  rose  to  6 
in  preparation  for  its  Sept.  16  policy  from  6.2%,  and  the  average  workwe 

meeting.  likely  inched  up  to  33.7  hours. 


FACTORY  INVENTORIES  Thursday,  Sept.  4,  10 
a.m.  EDT^  Manufacturing  inventories  are 
forecast  to  have  fallen  by  0.6%  in  July,  fol- 
lowing a  0.2%  decline  in  June. 

EMPLOYMENT  Friday  Sept.  5,  8:30  a.m.  edt 
►  Nonfarm  payrolls  in  August  are  expected 
to  have  risen  by  13,000  jobs.  It  would  be 
the  first  increase  since  January.  Manufac- 
turers most  likely  cut  30,000  jobs,  after 
slashing  71,000  positions  in  July.  The  un- 


The  BusinessWeek  productfon  index  sli 
199.1  in  the  week  ended  Aug.  16  at,  Uf 
from  a  year  ago.  Before  calculation  of  th 
week  moving  average,  the  index  rose  to 


Hu.sinossWeck  online 


For  the  BW50,  more  investment  data,  an( 

components  of  the  production  index  vi: 

www.businessweek.com/magazine/ext 
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re's  good  news  on  the  economic  horizon  in  the  North  Star  state. 


\  he  global  market  is  ferociously  competitive,  but  Minnesota 
has  an  upbeat  attitude  about  meeting  its  challenges.  Con- 
fident in  its  ability  to  compete  economically,  the  North  Star 

las  embraced  "Positively  Minnesota"  as  its  theme,  and  has  set 
building  on  its  own  great  strengths.  It's  a  theme,  says  Gov- 

Tim  Pawlenty,  that  sends  a  message  about  what  Minnesota 

)  offer,  to  businesses  and  people. 

itively  Minnesota  is  the  essence  of  what  we  are  —  a  great  place  to  Hve,  visit  and 
Iness,"  says  the  governor.  "It's  also  a  brand,  a  plan,  and  a  band  of  public  and  pri- 
rtners  who  share  our  vision  of  attracting  more  than  our  'fair  share'  of  business 
ions.  It's  the  front  page  of  a  most  compelling  story  about  successful  businesses, 
edge  technology  and  iimovation,  and  the  best  quahty  of  life  in  America.  And  with 
p  of  our  partners,  www.PositivelyMinnesota.com  will  soon  become  the  medium 
ch  we  share  that  story  with  the  world." 

12th  largest  of  the  50  states,  and  home  to  slightly  more  than  5  million  people, 
;ota  has  earned  a  stellar  reputation  as  a  place  to  do  business.  In  any  number  of 
it  categories,  the  North  Star  state  shines.  Transportation  connections  are  out- 
ig,  energy  resources  are  reliable  and  affordable,  and  high-speed  telecommunica- 
'e  state-of-the-art.  The  state's  educational  system  is  acknowledged  to  be  one  of 
the  very  best.  Its  business  base  includes  corporate  names  that  are 
among  the  most  recognized  in  the  world.  Last  year,  Minnesota  com- 
panies exported  an  estimated  $17  biUion  in  manufactured  goods, 
professional  services  and  agricultural  commodities  to  more  than  185 
countries.  And  "Medical  Alley,"  a  350-mile  corridor  that  extends 
"•i-  J  M|  from  Rochester  through  the  Twin  Cities  to  northern  Minnesota, 
b|dl^^li  encompasses  more  than  8,000  health-care  companies. 
^^  ^^H  Minnesota  also  provides  fertile  ground  for  scientific  and  tech- 
nological innovation.  Two  world  leaders  in  bioscientific  research  — 
the  University  of  Minnesota  and  Mayo  CHnic  —  recently  forged  a 
multi-year  research  partnership  to  position  the  state  as  a  world  cen- 
)iotechnology  and  medical  genomics.  It's  part  of  a  state-sponsored  initiative  to 
research  grants  and  medical  talent  to  Minnesota. 

dn  this  business-friendly  environment,  a  vast  spectrum  of  companies  has  flourished, 
ng  the  state's  diverse  abundance  of  talents  and  resources, 
vers  of  ShopNBC,  the  nation's  third-largest  home  shopping  network,  might  be 
ed  to  learn  that  it  broadcasts  live  not  out  of  Los  Angeles  or  New  York,  but  out 
ios  in  a  150,000-square-foot  facility  in  suburban  Eden  Prairie,  Minnesota, 
randed  after  NBC  bought  a  40  percent  stake  in  the  shopping  channel  in  1999, 


EASIEST  ROUTE   l^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^^H 

Directions 

straight  ahead 

1. 

^  Call  888.288.0283 

t 

2. 

^  email  Tim.Welu@PaisleyConsultmg.com 

t 

RECOMMENDATION 


Grant  Thornton  ^ 


Focus""  offers  Grant  Thornton's  CAT  Scan"^"  controls  methodology 
with  industn^-specific  processes,  risk  and  control  models. 


Total  Estimated  Time: 
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NEXT  TDFM 


Focus  Home  Page 


Address  |  http://www.focus.paisleyconsultin( 


^PAISLEY  CONSULTING 
Business  Accountability  Software 


iC  is  in  fact  the  flagship  property 
icly  traded  ValueVision  Media, 
Derates  in  the  converged  world  of 
n,  the  Internet  and  e-commerce. 
zing  in  selHng  high-end  jewelry 
isumer  electronics,  along  with  a 
adth  of  merchandise  offerings,  the 
lopping  network  broadcasts  to  58 
able  and  satellite  homes, 
an  average  price  point  of  $250  and 
of  $125,000  an  hour  in  sales,  the 
presents  anywhere  from  10  to  15 
60-minute  intervals. 


lost  Lynne  Schacher  at  work  in  the 
e,  Minn.,  studios. 

>usiness  operates  in  real  time,  with 
jf-the-art  control  room  serving  as 
It  center  of  the  operation.  "Hour 
and  minute  by  minute,  you  know 
;oing  on,"  says  COO  Dick  Barnes, 
is  critical  to  running  our  business." 
jVision  had  fiscal  2002  sales  of 
Ihon,  with  almost  $100  million  of 
)ming  from  Internet  sales  on 
3C.com.  This  year,  says  Barnes, 
versifying  its  products  and  services, 
pany  should  have  sales  of  between 
50  million,  or  about  15  percent 
over  2002. 

jler  enterprises  also  take  root  and 
in  Minnesota's  nourishing  envi- 
it.  In  2001,  more  than  23,000  jobs 
reated  by  companies  with  less 
employees.  Many  began  as 
ly  as  Paisley  Consulting,  Inc 
asn'l  so  long  ago  that  Stacey 
Welu  sat  in  the  extra  bedroom 
lOme  struggling  to  write  a  soft- 
rogram  that  would  enhance  her 
lance  as  an  auditor.  Self-taught  and 
ined,  Welu  came  up  with  a  software 
t  —  AutoAudit  —  that  became  the 
tion  of  a  new  business.  By  the  end 
'  she  and  husband  Tim  Welu  were 
I  Paisley  Consulting,  Inc.,  with 
handling  the  production  end,  and 
charge  of  sales  and  marketing. 


ess  4 
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"We're  a  computer  software  company 
specializing  in  business  accountability 
software,"  explains  Tim  Welu.  The  corpo- 
rate governance  scandals  of  the  late  1990s, 
he  says,  were  a  boost  for  business. 

AutoAudit  remains  a  flagship  product  of 
the  company,  which  is  located  in  Cokato, 
Minnesota,  about  an  hour  west  of  the  Twin 
Cities.  The  company  has  also  added  an 
enterprise  risk  management  tool  called  Risk 
Navigator  as  well  as  Focus  control  assurance 
software  to  support  the  Sarbanes-Oxley  Act 
of  2002,  which  brought  about  sweeping 
accounting  and  corporate  reforms. 

What  was  once  a  mom-and-pop  busi- 
ness now  employs  75  people  and  has 
clients  in  more  than  30  countries.  Tim 
Welu  estimates  revenues  should  reach 
$10-$11  million  this  year. 

Minnesota  can  point  to  successes  such 
as  Paisley  Consulting  to  prove  that  it  is 
indeed  the  place  to  be.  The  evidence  is 
even  more  overwhelming  when  the  state 
lists  its  top  10  reasons  for  doing  business 
in  Minnesota. 

1.  Proven  Performance:  Minnesota 
received  the  highest  grades  for  eco- 
nomic performance,  development 
capacity  and  business  vitality  in  2001 
and  2002  from  the  Corporation  for 
Enterprise  Development. 

2.  Business-friendly  Climate:  Govern- 
ment-imposed business  costs  in  the 
state  have  fallen  to  their  lowest  level 
over  the  past  decade.  Major  reforms 
include  a  40  percent  drop  in  workers' 
compensation  costs,  a  9  percent  decline 
in  the  tax  on  unemployment  insurance, 
and  a  36  percent  reduction  in  commer- 
cial property  taxes. 

3.  World-renowned  Work  Ethic:  Minneso- 
ta is  known  for  its  highly  skilled,  motivat- 
ed workforce  and  low  absenteeism.  It  is 
the  nation's  "hardest  working"  state,  with 
the  highest  proportion  of  people  in  the 
work  force. 

4.  Excellence  in  Education:  The 
University  of  Minnesota 
ranks  among  the  top  three  pub- 
lic research  universities  in  the 
nation,  and  82  of  the  state's  public 
primary  and  secondary  schools  are 
cited  for  academic  excellence  by  the 
U.S.  Department  of  Education. 

5.  Fertile  Ground  for  Innovation: 
Minnesota  is  one  of  the  nation's  top 
seven  technology  states,  according  to  a 
2001  report  by  the  Massachusetts  Tech- 
nology Collaborative. 

6.  Best  in  the  Business:  Some  of  the 
world's  most  recognized  corporations 


In  St.  Paul,  Minnesota's  State  Capitol  was  designed  by 
architect  Cass  Gilbert  and  completed  in  1905.  The  domed 
structure  was  modeled  after  Saint  Peter's  in  Rome. 

make  their  home  in  Minnesota,  and  the 
state  is  one  of  only  three  in  the  country 
with  at  least  six  Malcolm  Baldrige 
National  Quality  award  winners. 

7.  Foundations  of  Commerce:  The  Min- 
neapolis-St.  Paul  International  Airport 
is  the  world's  16th  busiest  airport  and 
overall  customer  satisfaction  is  tops  in 
North  America  and  among  the  top  five 
worldwide. 

8.  Global  Competitor:  Since  1997,  the 
state's  manufactured  exports  have 
increased  12  percent  to  nearly  $9.5  bil- 
lion in  2002. 

9.  A  Wealth  of  Resources:  Minnesota  is 
richly  endowed  with  the  expertise  and 
capital  needed  to  support  businesses  at 
every  stage.  Minnesota  ranked  14th  in 
the  country  -  tops  in  the  Midwest  -  in 
venture  capital  investments  in  2002, 
with  more  than  $325  million. 

10.  A  l\flost  Livable  State:  For  the  sev- 
enth straight  year,  Minnesota  tops 
Morgan  Quitno's  "Most  Livable  State" 
rankings,  based  on  indicators  such  as 
affordable  housing,  safe  streets,  a 
strong  education  system  and  excellent 
health  care. 

"  For  these  reasons  and  many  more, 
when  the  question  is  business,  the  answer 
is  positively  Miimesota.  ■ 
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Watch  us  on  DISH  Network  channel  228,  DIRECTV  channel  370  or  log  on  to  shopnbc.com  for  more  channel  Information. 
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Editorials 


VIRUSES  AND  SPAM:  TIME  TO  FIGHT  BACK 


The  information  economy  has  lost  its  innocence.  The  twin 
scoui-ges  of  software  viruses  and  e-mail  spam  are  merg- 
ing into  a  single  epidemic  that  is  overwhelming  the  nation's 
commvmication  and  information  systems.  The  blinding  speed 
Avith  which  SoBig  and  Blaster  disrupted  corporate  networks 
and  personal  computers  threatens  the  productivity  gains 
made  possible  by  the  Information  Age.  So  far,  it  appears 
that  the  disruptions  are  the  work  of  malicious  and  misguided 
hackers.  But  it's  only  a  matter  of  time  before  national  security 
is  threatened  by  hacker  mayhem.  Washington,  Corporate 
America,  Microsoft  Corp.,  and  millions  of  PC  users  must  join 
in  a  serious  effort  to  safeguard  the  Internet  and  keep  the  flow 
of  information  open.  Nothing  less  than  America's  prosperity 
and  safety  are  at  stake  (page  28). 

Viruses  are  far  more  than  just  a  nuisance.  Anyone  working 
in  an  office  knows  that  e-mail  and  computer  systems  are 
slowing  down  as  corporations  do  battle  with  viruses.  Firewalls 
and  spam  blockers  are  also  preventing  e-mails  from  getting 
through  and  stopping  people  fix)m  gaining  access  to  many  In- 
ternet sites.  Communications  are  being  disrupted  and  infor- 
mation flows  are  being  curbed.  This  could  have  a  very  serious 
economic  impact  if  it  continues.  An  increasing  number  of 
companies  have  had  their  operations  grind  to  a  halt,  csx, 
Lockheed  Martin,  the  U.  S.  Postal  Service,  Starbucks,  and  Air 
Canada  are  but  a  few  of  the  companies  that  have  been  hit 
hard.  Consumers  buying  new  pes  are  suffering  as  well.  Many 
have  found  their  laptops  infected  and  imusable  within  minutes 
of  turning  them  on.  Trying  to  fix  them  by  downloading  soft- 
ware patches  often  proves  to  be  a  nightmare. 

At  the  moment,  the  virus  hunters  are  losing  the  fight 
against  the  virus  writers.  It  can  only  get  worse.  SoBig  is  one 
of  a  new  species  of  spam  virus,  bom  of  the  interbreeding  be- 
tween software  viruses  and  spam.  It  distributed  itself  so 
widely,  so  fast,  that  virus  hunters  couldn't  catch  up  to  it.  In 
fact,  the  proliferation  of  viruses  and  the  onslaught  of  spam 
have  left  companies  and  consumers  staggering. 

What  to  do?  Battling  spam  may  be  the  easy  part.  The 
Federal  Trade  Commission  should  create  a  consvuner  opt-out 


site  for  spam,  just  as  it  did  with  telemarketing, 
keters  are  lobbying  against  such  a  move  in  Congress, 
overall  public  interest  should  prevail.  E-mail  was  tl 
app  of  the  Internet  revolution,  and  now  people  dre 
ing  theirs  each  morning.  Washington  needs  to  replid 
popular  donotcall.gov  registry  with  a  donotspam.gj 
that  allows  consumers  to  receive  e-mail  only  fi-om  cho| 
tailers  and  marketers. 

Fighting  viruses  will  be  much  harder.  The  Infor 
Age  was  bom  of  a  culture  that  celebrated  opennc 
speed.  This  was  especially  true  of  the  software  in| 
where  getting  new  products  out  fast  and  fixing  buf 
was  the  norm.  This  culture  now  has  to  change.  Sec 
reliability  are  as  important  as  novelty  features 
Microsoft  in  particular,  as  the  private  owner  of  a  d| 
public  utility,  Windows  os,  has  to  shift  its  priorities 
ping  new  programs  that  have  security  loopholes  and 
patches  later  to  fix  them  is  no  longer  acceptable.  Sc 
has  to  be  designed  from  the  very  beginning  to  be 
and  loophole-free  as  possible.  Microsoft  acknowled| 
responsibility  and  is  already  taking  major  steps 
more  trustworthy  and  secure  products.  It  is  notifyii! 
sumers  to  download  patches  when  they  are  mad€ 
able.  Yet  the  very  success  of  SoBig  and  Blaster  she 
Microsoft  has  a  way  to  go. 

In  the  end,  it  may  well  be  that  a  high-tech  mono] 
based  on  centralized  and  standardized  systems  is  » 
the  information  economy  too  vulnerable.  Mistakes  ai| 
chief,  not  to  mention  terrorism,  may  be  inevitable  in 
century.  But  now  one  failure  of  the  electricity 
town  in  Ohio  puts  50  million  people  in  the  dark.  Onj 
that  infects  one  basic  software  program  shuts  down! 
networks  and  millions  of  computers  aroimd  the  world] 
term,  reliability  and  security  may  require  greater  divej 
software,  not  less.  We  imderestimate  the  threat  h| 
pose  to  prosperity  at  our  peril.  They  have  evolved 
nomic  terrorists  of  the  Information  Age  and  should 
ed  accordingly. 


DID  DICK  GRASSO  EARN  HIS  BIG  PAYDAY? 


It  may  ver>'  well  be  that  New  York  Stock  Exchange  Chair- 
man Richard  A.  Grasso  has  earned  every  penny  of  the 
$140  million  he  is  cashing  out  from  his  retirement  and  sav- 
ings vested  during  his  36  years  there.  After  all,  the  NYSE  has 
done  quite  well,  especially  during  the  years  of  his  direct 
leadership,  adding  dozens  of  new  company  listings  (42  NASDAQ 
companies  defected  to  the  NYSE  in  2002  alone).  But  we  can't 
be  entirely  sure,  because  the  NYSE's  boards  of  directors  that 
gave  Grasso  this  large  sum  over  the  years  have  been  com- 
posed largely  of  the  very  people  in  the  secvuities  industry  he 


has  been  in  charge  of  monitoring  and,  in  effect,  regu 
We  would  also  feel  more  comfortable  with  Grasso 
pensation  if  he  had  much  earlier  put  the  NYSE  in  the  fc 
of  fighting  the  key  battles  for  corporate  reform,  agair 
flicts  of  interest,  and  in  favor  of  protecting  individ 
vestors  from  perfidious  analysts.  Instead,  these  pr 
festered  during  his  tenure  and  ultimately  led  to  a  c 
confidence  in  Wall  Street  and  Corporate  America, 
has  just  signed  another  two-year  contract  to  be  chaim 
now  has  an  opportimity  to  improve  on  that  legacy. 


E 


128  BusinessWeek  /  September  8,  2003 


9042  05800175  8 


www.businessweek.com 


'A 


i 


I 


tBBGDD    ***CR    LOT    f 
IRLP000097    1#3024 


LIMGflME    PUBLIC    U 
PRIMROSE    RD 
.IHGAME  Cfl      9 


BURLINGAME 

SEP  -  4  2003 

LIBRARY 


in 


I 


1 


Dick  Grasso  helped  build  the  NYSE 
into  the  world's  premier  financial 
market.  His  excessive  pay  reflects 
just  how  he  runs  the  place. 


;u  Ts  7ft*^KT&  ."Hfrrft  * 


The  right  software  can  transform 

your  infrastructure  into 

an  on-demand  environment. 


What's  the  best  way  to  survive  any  business  crisis?  Avoid  it  altogether.  That's  why 
we  created  managennent  software  that  lets  your  business  be  more  responsive 
than  ever  before.  Our  software  lets  you  align  your  IT  to  fit  your  business  needs. 
In  the  era  of  utility  computing,  it's  more  important  than  ever  to  have  software 
that  seamlessly  integrates,  allowing  your 
existing  resources  to  perform  to  their  fullest 
potential.  So  you  can  succeed  like  you  never 
dreamed.  To  find  out  more  about  transforming 
your  IT  environment  for  better  business  success, 
go  to  ca.com/management1. 


Unicenter* 

Icifrastnicturt?  Manageniei^t  Software 

BrightStop 

Storage  Management  Software 

eTrust~ 

Security  Management  SofttMare 


AIIFusion™ 

Life  Cycle  Management  Software 


Computer  Associates* 


)  2003  Computer  Associates  International,  Inc.  (CA).  All  rights  reserved. 


HP  recoHlrnends  Microsoft*  Windows'  XP  Professional  for  Mobile  Computing. 


V. 


Your  deadline  says  you  have  to  work  through  lunch. 

Your  wireless  notebook  says  you  don't  have  to  do  it  from  your  desk. 

Now  you  and  your  employees  can  have  the  flexibility  of  working  in  more 
places— giving  your  ideas  more  room  to  roam.  After  all,  HP's  new  notebooks, 
powered  by  Intel   Centrino   mobile  technology,  are  engineered  with  802.nb 
wireless  networking  capability.'  So  while  the  times  may  demand  you  and 
your  people  work  harder,  they  don't  get  to  tell  you  where.  Get  more  mobility. 
Get  more  productivity.  Get  HP  wireless  notebooks. 


HP  Compaq 
Business  Notebook  nx7000 

Call  your  local  reseller  or  visit 
www.hp.com/go/notebook. 


;eg-sterea  tradema'Ks  of  Intel  Corporation  or  its  suDsidianes  in  the  Urnted  States  and  other  countries.  Microsoft  and  Windows  are  registered  trademarks  of  Microsoft  Corporation  i 
e?  ?.?iX  01  other  countiies.  ©  2003  Hewlett-Packard  Development  Company.  LP 


pentium  ^ 


i^Bi 


HP  recommends  Microsoft^  Windows*  XP  Professional  for  Business. 


m 


invent 


® 


ml 


HP  Compaq 
Business  Desktop  d330 

(monitor  not  included) 


uf^^al  reseller  or  visit 
h|)^|||B/go/hpdesktop. 


our  search  for  reliable  employees  never  ends.    ^ 
Your  search  for  reliable  technology  just  did. 

We've  shaken  them,  shocked  them  and  rocked  them.  We've  enablecFWWHWSn  multiple 
applications— and  solve  multiple  problems— powered  by  the  Intel'  Pentium  4  processor  W\\h 

JHT  Technology"  And  we've  included  something  no  one  else  can:  HP's  acclaimed  technical 
service  and  support  as  well  as  the  assistance  of  your  HP-authorized  partner.  Because  good 
help  should  never  be  hard  to  find.  And  yet  even  with  all  the  challenges  they  live  up  to,  you'll 
still  find  that  HP  desktops  pass  the  affordability  test.  Get  more  reliability.  Get  more  support. 
Get  HP  desktops  with  Intel   processors. 


'formation.  Intel,  Intel  Inside,  the  Intel  inside  Logo  and  Pentium  are  trademarte  or  registered  trademan<s  of  Intel  Corporatioi  or  its  subsidiaries  in  ttie  United  States  and  other  countries.  Microsoft  and  Windows  are 
«i  tradernatks  of  Microsoft  Corporation  in  ttie  United  States  and/a- otufr  countries  €>  2003  Hewlett-Packard" 


COVER  STORY 


$140  MILLION  MAN 

Dick  Grasso's 
outsize  paycheck 
at  the  NYSE  is  best 
explained  by  his 
street-smart  skills 
at  dealing  with 
traders  and  his 

board  page  84 


^^fe^.  '^ 


BusinessWeek 


SEPTEMBER     15,     2003 


Cover  Story 

84    THE  $140  MILLION  MAN 

Chairman  Dick  Grasso  is  the  heart 
and  soul  of  the  New  York  Stock 
Exchange — and  thanks  to  his 
extraordinary  record  there,  the 
best-known  and  best-paid  stock 
market  exec  in  the  world.  But  to 
Grasso's  detractors,  what  matters 
most  is  not  financial  performance 
but  his  moral  leadership — and 
there,  they  say,  the  chairman  is 
sorely  wanting.  An  inside  look  at 
how  he  runs  the  NYSE 

News:  Analysis  &  Commentary 


32 


34 


36 


A  SURPRISE  PRODUCTIVmr  SURGE 

The  big  news:  Tech-driven 
productivity  is  powering  profits, 
stock  prices — and,  at  long  last, 
corporate  spending 
COMMENTARY:  JOBS 
Losses  in  the  factor^'  sector  have 
become  a  big  political  headache  for 
President  Bush 
IS  THE  TECH  DROUGHT  OVER? 
Corporate  outlays  on  information 
technology  are  at  their  strongest 
since  early  2000 


38    COMMENTARY:  THE  FED 

The  price  of  lost  credibility:  Can 
Greenspan  get  across  his  vision 
of  monetary  policy? 

40    SPITZER  VS.  THE  FUNDS 

Once  again,  the  New  York  attorney 
general  has  beaten  the  SEC  to  the 
punch 

42    ANGLING  FOR  THE  BIG  FISH 

Federal  prosecutors  are  closing 
in — albeit  slowly — on  CEO 
wrongdoers 

44    COMMENTARY:  GE 

A  Vivendi  deal  would  beef  up  NBC 
profits  and  content,  making  it  much 
more  than  a  broadcast  network 

46    NEXT  UP:  ROLLING  FREAKOUTS? 
California's  bill  for  universal  health 
care  could  whomp  small  business — 
and  change  the  national  debate 

48    DIVIDENDS  ARENT  DAZZLING 
Tax  cut  or  no,  investors  are  still 
chasing  growth  stocks 

50    IN  BUSINESS  THIS  WEEK 

International  Business 

54    INSURANCE:  AIG 

The  insurer  aims  to  strengthen  its 
already  formidable  presence  in 
China  and  Japan 


55 


56 


59 


COMMENTARY:  NORTH  K( 

North  and  South  are  t 
for  Washington's  comfort,  .IR 
Americanism  is  on  the  ris^ 
CHINA:  SPORTS  MARKETIN 
Foreign  companies  have  st 
sponsorship  deals  fizzle  oul 
for  a  new  game  plan 
INTERNATIONAL  OUTLOOK  IM 
Libya:  America's  dilemma    i. 
lifting  sanctions 


Economic  Analysis 


28 


29 


ECONOMIC  VIEWPOINT 

Becker:  How  out-of-contro 
damages  harm  the  econom 
BUSINESS  OUTLOOK 

U.  S.:  The  economy  is  final 
on  all  cylinders 
Southeast  Asia:  A  big  turr 


^- 


Govemment 


52    WASHINGTON  OUTLOOK 

Medicai-e  reform:  No  mira< 
for  the  GOP 
62    SIDESTEPPING  McCAIN-FEl^ 

A  coahtion  of  Liberal  group 
raking  in  money — and  bec« 
adjunct  of  the  Democratic 


h. 


1^ 


6  BusinessWeek  /  September  15,  2003 


WEB 
CLUBS 

With 

darknets, 

online 
iveawayto 
their  privacy 

^SpaCe  page  80 


►  Office  help  from 
,  afar  pageioo 
►  Luxury  vacation 

clubs  page  102 

►  Volkswagen's 
tough  Touareg  pageio4 
►  RedEnvelope: 
Worth  a  peek?  page  no 


PRODUCTIVITY 

Its  growth  surge  is  a 
happy  surprise  page  32 


CRUSADER 

Spitzer  takes 
on  his  latest 
quarry: 

Mutual  funds  page40 


^  P  □  E  □  □ 


AIRBORNE 

Leonard's 
AirTran 
homes  in 
on  Delta  page  93 


NEW  MILITARY-INDUSTRLU.  COMPLEX 
Private  contractor  Brown  &  Root  is  doing 
more  of  the  Pentagon's  grunt  work  page  es 


h*kplace 


>R'S  GANG  OF  FIVE 

n  leaders  are  discussing  joining 
8  to  increase  their  rolls — away 

the  AFL-CIO 

Report 

»OURCING  WAR 

aq,  civilian  contractors  are 
ling  as  much  as  30%  of 
itial  military  support  services. 
KBR  unit  of  Halliburton — Dick 
ley's  old  company — has  become 
pensable  to  the  U.  S.  effort, 
unlike  soldiers,  kbr  employees 
>ay  no  at  any  time — and  they 
,  causing  soldiers  to  go  without 
I  food,  showers,  and  toilets  for 
;hs.  Are  U.S.  troops  being 
sed  to  catastrophic  risk? 

aition  Technology 

»STROM:  TECHNOLOGY  &  YOU 

ucts  that  control  kids'  electronic 
Ities  can  take  different  tacks 
UNDERGROUND  INTERNET 

ibers-only  "darknets"  are 
ling  up  to  protect  file  sharing 
prying  eyes 


People 

93    CATCH  HIM  IF  YOU  CAN 

AirTran  CEO  Joe  Leonard  has  got 
costs  so  low  he's  outflying  Delta 
and  the  other  biggies 

BusinessWeek  Investor 

99    DIVIDENDS 

Yoga  for  highfliers;  insurance  for 
your  college-bound  kids;  handy 
hanger;  IPOS  come  back 
100    NEED  A  VIRTUAL  ASSISTANT? 
More  business  owmers  are  hiring 
VAs  for  tasks  from  bookkeeping  to 
buying  gifts  for  Mom 

102  LUXURY  WITHOUT  STRINGS 
Vacation  clubs  can  provide  you 
with  plush  properties,  flexibility, 
and  concierge-like  services 

103  TIME-SHARE  YACHTING 

If  you  can't  afford  to  buy  one,  get  a 
piece  of  one  instead 

104  ONE  TOUGH  SUV 

vw's  Touareg  blends  luxury  and 
off-road  muscle 


104 


106 


108 


110 


112 


HOT  CARS:  PARTS  CROOKS  LOVE 

Most  in  demand  by  thieves  are 
blue- white  headlights,  replacement 
air  bags,  and  "spinner"  hubcaps 
INVESTING  WITHOUT  BLINDERS 
Robert  Amott's  Pimco  All  Asset 
Fund  looks  beyond  stocks  and 
bonds  to  emerging-markets  debt, 
commodities,  and  tips 
Q&A:  G.  KENNETH  HEEBNER 
Why  the  manager  of  the  hot  CGM 
Realty  Fund  doesn't  fear  higher 
mortgage  rates 
THE  BARKER  PORTFOLIO 
Looking  inside  the  initial  public 
offering  of  online  gift  retailer 
RedEnvelope 
MARCIAL:  INSIDE  WALL  STREET 


Features 


12 
18 
20 
22 


UP  FRONT 
READERS  REPORT 
CORRECTIONS  &  CLARIFICATIONS 
BOOKS 

Warren  and  Tyagi:  The  Two-Income 
Trap:  Why  Middle-Class  Mothers  & 
Fathers  Are  Going  Broke 
FIGURES  OF  THE  WEEK 
INDEX  TO  COMPANIES 
EDITORIALS 


BusinessWeek  /  September  15,  2003  7 


Amazingly,  it  still  fits  in  your  wallet. 


\ 


qs   s 


'CT-ir^ 


Unlike  many  cards,  the 
Annerican  Express-  Rewards 
Card  isn't  about  limits.  It's 
about  remarkable  flexibility, 
unprecedented  rewards  and 
exclusive  services. 

GONDOLA  RIDE  ANYONE? 

You  can  redeem  points  for 
travel  with  a  multitude  of 
airlines,  hotels,  cruises  and 
vacation  packages. 

YOU'RE  SEEING  DOUBLE. 

With  this  Card,  points  can  turn 
into  rewards  faster  than  ever. 
You  can  earn  double  points  on 
the  things  you  buy  the  most 
like  groceries,  gas  and  more. 
Every  day. 

MORE  THAN  REWARDS. 

Your  Card  also  comes  with 
exclusive  services  like  emergency 
roadside  assistance  so  you 
don't  have  to  worry  about  being 
stranded  on  the  side  of  the  road 
in  the  middle  of  the  night.  Plus 
there's  online  fraud  protection 
so  you  have  peace  of  mind  every 
time  you  use  your  Card  over  the 
Internet. There's  also  Return 
Protection,  a  Year  End  Summary 
and  much  more. There's  never 
been  a  better  time  to  be  a 
Cardmember. 

To  find  out  more,  log  on  to 
americanexpress.com/green  or 
call  1-800-THE-CARD. 


MAKE  LIFE  REWARDING^ 


-'^Vr 


^W 


>iN: 


blyuu 


\v^l 


N./.Vi\^? 


BusinessWeek  online 


Free  to  Subscrib^ 

Go  to  www.businessweekl 
and  follow  the  instruction 
register.  Be  sure  to  have  1 
account  number  that  app 
your  BusinessWeek  maiWi 


Updated  every  business  day  at  www.businessweek.com 


[^^■^t  ^  Visit  the  BusinessWeek  50 
(^  ^^P   V  area  of  our  site  for  news, 
^^-^  investing  tools,  and  more  at 
www.businessweel<.com/bw50/ 


VIDEO  VIEWS 


Original  streaming  video  featuring  industry 
experts  and  BW  editors 


■  BACK  TO  BASICS: 

Rich  Steinberg  of  The 
Reserve  Large-Cap  GroMh 
fund  tells  investors  to  ignore  the 
"minutiae"  that  move  the  market 


U 


■  MORE  MOMENTUM: 

The  economy  needed  a 

return  of  capital  spending — 

and  it's  here,  says  BWs  Jim  Cooper 


TOOLS 


■  YOUR  PORTFOLIO: 

Check  on  the  health  of 
your  investments 

■  STOCK  SCREENER: 

Use  more  than  70 
criteria  to  pan  for  gold 
among  the  equities 

■  MBA  SEARCH:  Which  is 
the  right  business  school 
for  you  and  your  needs? 


INTERACTIVE  FORUMS 


■  Join  in  ongoing  discussions  on 
investing,  business  schools,  and 
more — or  start  your  own 


FREE  NEWSLETTER 


KEEP  UP  with  the  latest 
on  our  Web  site  with 
BusinessWeek  Online's 
free  newsletters.  Sign  up 
at  ww^v.businessweek.com/ 
newsletters.htm 


BusinessWeek  I  tv 


Find  quick  links  to  everything  ore  this  page  at  the  Sept.  15,  2003,  issue's  table  of  co 
online,  or  go  directly  to  V7um'.husinessiveekxorn/rna^azi7ie/contentJ03_37lonlineMrri 


Off  and  Running 


«:- 


mm 


With  the  Presidential  primary  season  heating 
up,  what  was  supposed  to  be  an  easy  victory  for 
the  incumbent  now  looks  like  a  race.  Here  are 
four  key  factors  that  will  determine  Bush's 
re-election  chances 


DAILY  BRIEFING  Business  and  investing  news,  commentary,  and  ana| 

ww'Av.businessweek.com/bwdaily/ 
Street  Wise:  Improved  sales,  new  products,  and  new 
plants  seem  certain  to  see  semiconductor  giant  Intel  set 
the  pace  for  an  industry  on  the  rebound 

INVESTING  In  partnership  with  Standard  &  Poor's 

www.businessweek.com/investor/ 

Q&A:  Even  though  S&P  is  neutral  on  banking  stocks  as  a  whole, 

Evan  Momios  reports  there  are  18  names  on  its  strong  buy  list 

SMALL  BUSINESS  A  resource  for  entrepreneurs 

www.businessweek.com/smallbiz/ 
Kenton's  Comer:  Marketing's  biggest  challenge  is  de- 
fining its  role  in  a  world  transformed  by  technology 

TECHNOLOGY  State-of-the-art  coverage  of  info  tech 

wwAv.businessweek. com/technology/ 
Analysis:  The  folks  at  outfits  like  Brightmail  are  the 
guardian  angels  of  e-mail,  picking  through  millions  of 
pieces  of  spam  every  month  to  keep  your  mailbox  clear 

B-SCHOOLS  BusinessWeek's  exclusive  rankings  and  profiles 

www.businessweek.com/bschools/ 

Q&A:  John  Worth,  the  top  career  adviser  at  the  University  of  Virginia'sl 

Darden  school,  explains  how  "personal  attention"  sets  the  school  apart  [ 

GLOBAL  BUSINESS  In-depth  coverage  of  Asia,  Europe,  and  Latin  Am< 

www.businessweek.com/globalbiz/ 

Online  Asia;  Asia  was  also  hit  hard  by  the  recent  spate  of  Net  bugs,  bull 

may  encourage  users  to  purchase  licensed  software  and  brand-name  P(| 

CAREERS  Advice  and  tools  for  upper-management  job  seekers 

ww^v.businessweek. com/careers/ 

Street  Wise:  While  companies  aren't  hiring  yet,  they  are  handing  out 

raises  and  promotions  to  employees  they  want  to  keep 


FOR  PROGRAM  I^ATES  AND  TIMES  IN  YOUR  AREA,  GO  TO  WWW.BUSINESSWEEKTV.CON 

TUNE  IN  THIS       U.S.OpeniThe  The  high  cost  of  TV  Advertising:  On 

WEEKEND  FOR:     businass  of  tennis  new  stadiums  the  upswing 


10  BusinessWeek  /  September  15,  2003 


«f»J  t<J-i«j»tmii»*-.- 


EDITED  BY  IRA  SAGER 


BLACKOUT  2003 

NO  NUKES?  ON 
SECOND  THOUGHT. .. 

WITH   THE    GREAT   BLACKOUT 

of  2003  still  fresh  in  every- 
one's mind,  three  energ>' 
companies  are  planning  to 
ask  the  Nuclear  Regulatory 
Commission  for  permission  to 
biuld  new  reactors.  If  issued, 
the  permits  would  be  the  first 
ones  to  be  granted  since  the 
early  1970s. 

Dominion  Resources,  a  util- 


ity based  in  Richmond, 
Va.,  will  most  hkely  be 
first,  with  a  filing 
planned  for  this  month. 
Later  this  fall,  Entergy 
is  expected  to  request 
a  permit  for  a  new  re- 
actor at  its  Grand  Gulf 
Nuclear  Station  in  Port 
Gibson,  Miss.  Also  ex- 
pected this  fall  is  a  fil- 
ing from  AmerGen  En- 
ergy, an  Exelon  unit 
that  wants  to  expand 
its  Clinton  Pow^er  Sta- 
tion in  Clinton,  111. 
■I  A.  All  this  activity  will 
do  little  to  ease  concerns 
about  future  outages,  howev- 
er. The  companies  face  a 
year-and-a-half  wait  for  ap- 
proval. A  new  reactor  would 
take  six  to  seven  years  to 
construct  and  cost  about  $6.5 
bilHon,  figures  Dominion  ceo 
Thomas  Capps. 

Asking  for  a  permit  now 
could  shave  years  off  that 
timetable,  although  Dominion 
doesn't  have  immediate  plans 
to  build.  "We're  keeping  our 
options  open,"  Capps  says. 
It's  still  a  long  way  to  new 
nukes.     Christopher  Palmeri 


THE  LIST   THE  PRICE  OF  SAFETY 


How  efficient  are  safety  regulations?  To     j 
decide,  economists  estimate  how  many    .  ' 
lives  a  regulation  saves,  then  compare       f 
that  with  the  cost  of  implementing  the 
rule.  By  this  measure,  the  labeling  of 
trans-fat  content  in  foods  is  a  clear  winner. 


^ 


REGULATION  REQUIRES... 


COST  TO  SAVE  ONE  UFE 


LABELS  SHOWING  THE 
TRANS-FAT  CONTENT  OF  FOODS 


INSULATION  FOR  AIRPLANE  CABINS 
TO  PROTECT  AGAINST  FIRE 


$3,000 
$300,000 


STATE  SEAT  BELT  LAWS  AS 
CONDITION  FOR  FEDERAL  AID 


STRONGER  AUTOMOBILE 
SIDE  DOORS 


$500,000 
$l.rMillion 


FLAME-RETARDANT 
CHILDREN'S  SLEEPWEAR 


REDUCTION  OF  FACTORY  WORKERS' 
ASBESTOS  EXPOSURE 


$2.2  Million 
$5.5Million 


Data:  John  F.  Mofrall  III.  for  the  AEI-Bnwkings  Joint  Center  for  Regulatory  Studies 


TALK  SHOW  UThe  mutual  fund  industry  operates  on 

double  standard.  Certain  companies  and  individuals  ha 

been  given  the  opportunity  to  manipulate  the  system.') 

— New  York  Attorney  General  Eliot  Spitzer,  announcing  a 

settlement  with  a  hedge  fund  that  he  accused  of  making  ille^ 

trades  with  several  mutual  fund  companies  (page  40) 


lion,  says  Jean  Ross,  a 
at  the  nonpartisan  Cj 
Budget  Project.  As  fori 
Schwarzenegger's  plan 
auditors  to  find  ways| 
waste,  Ross  says  ther 
much  fat  left  after  slash 
$38  billion  deficit. 

Truth  is,  California 
have  much  wiggle  rc 
close  next  year's  9 
deficit.  About  75%  of  I 
ing  is  locked  in  place  tj 
ballot  initiatives  and  cc| 
tional    requirements, 
makes  it  nearly  imposs 
Ueberroth  to  cut  ^  bil| 
slashing  spending  5% 
the  board. 

The   gubernatorial 
dates  would  also  cut 
in  automobile  fee  hikes, 
not  clear  how  they  wov 
the  gap.  "The  public  (i 
care     about    figures,'^ 
Schwarzenegger, 
people  want  to  hear  il 
you  willing  make  chanjj 
tough  enough  to  go 
and  provide  leadership'] 
ken     like     a     true 
star.  Roncdd 


FUZZY  MATH 

VOODOO  ECONOMIOS. 
CALIFORNIA-STYLE 

Wm'  SHOULD  CALIFORNIA  FAN- 

tasies  be  restricted  to  screen- 
writers? The  economic  plans 
proposed  by  candidates  in  the 
state's  recall  election  outdo 
even  HoUj'wood. 

Lieutenant  Governor  Cruz 
Bustamante  wants  to  hike  in- 
come taxes  on  the  wealthy  and 
businesses,  along  with  ciga- 
rette taxes.  But  he  also  pro- 
poses $2  billion  in  tax  cuts  that 
he  can't  identify;  Or  consider 
Peter  Ueberroth's  proposal  to 
raise  $6  bOEon  through  a  one- 
time tax  amnesty.  Problem  is, 
it  would  raise  just  $11.5  mil- 


AFTER  9/11 

A  FACE-LIFT 
FOR  PASSPORTS 

THE    STATE    DEPT.    IS    ASKING 

high-tech  companies  to  help 
make  American  passports 
smarter  by  adding  a  chip  that 
will  store  biometric  data,  most 
likely  facial  meas- 
urements. IBM  and 
Infineon  Technolo- 
gies, Europe's  No. 
2  chipmaker,  con- 
firmed that  they 
have  responded  to 
the  request.  State 
Dept.  officials  de- 
cUned  to  identify 
other  bidders. 

There  are  51 
miUion  U.S.  passports  in  cir- 
culation, and  7  million  are  is- 
sued annually.  At  a  recent 
tech  conference,  the  deputy 
assistant  secretary'  of  state  for 
passport  services,  Frank  Moss, 
said  the  technology'  will  cost 


SCAN:  Smarter  ID 


the  government  an  est^ 
$100  million  a  year. 

The  State  Dept. 
against  a  deadline.  Byj 
ber,  2004,  all  new  U.sJ 
p>orts  must  have  a  bio| 
chip.  The  change  is 
by  a  2002  anti-terroris 
that  also  requires  entr^ 
to  use  this  technology. 
How  vn 
work?  The 
will  store  th 
ument  he 
unique  facial 
urements,  si 
the  distanc 
tween  their 
That  info  cai 
be  checked  a 
a  central  dai 

or  a  local  s< 

at  the  airport.  "We  coulc 
do  away  with  the  pap« 
tirely,"  says  Charles  P 
head  of  secvirity  reseaj 
IBM.  The  chips  will  also 
passports  and  visas  har 
counterfeit.  Paul  Magii 
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(ATE  &  INVESTMENT  BANKING 


ASSET  MANAGEMENT 


PRIVATE  WEALTH  MANAGEMENT 


A  Passion  to  Perform. 


s  to  the  brilliant  idea.  And  to  those  who  recognize 
)wer  -  and  its  rarity. 

autsche  Bank  we  share  your  passion  for  'what  if, 
^esh  perspective,  the  leap  forward. 

(/hat  nnakes  us  one  of  the  world's  leading  financial 
utions.  And  it's  why  the  most  demanding  clients 
B  US,  and  around  the  world,  trust  us  to  deliver. 

ing  deeper,  aiming  higher.  Delivering  cutting-edge 
ing,  far-reaching  insights,  unique  solutions. 


deutsche-bank.com 


Deutsche  Bank 


he  Bank  Securities  Inc.,  a  subsidiary  of  Deutsche  Banl<  AG,  conducts  investment  banking  and  securities  activities  in  the  United  States.' 


Up  Front 


FAT-CAT  FOLLIES 

THE  HOLE 

GETS  EVEN  DEEPER 

MORE  TROUBLES  FOR  TARNISHED 

Rust  Belt  baron  Ira  Rennert: 
A  court-appointed  trustee  has 
asked  the  bankruptcy  court  to 
liquidate  two  of  Rennert's 
companies.  And  if  the  trustee 
wins  a  little-noticed  lawsuit, 
Rennert's  companies  may  have 
to  pay  $100  million  in  claims. 
On  Aug.  28,  the  trustee  of 
Renco  Metals  Inc.  and  Mag- 
nesium Corp.  told  the  court 
that  the  debtors  were  broke 
and  unlikely  to  emerge  from 


bankruptcy.  A  suit  filed 
by  the  trustee  a  month 
earlier  alleged  that  the 
two  were  unable  to  pay 
their  debt,  because  much 
of  the  $150  million  from 
junk  bonds  was  used  to 
pay  dividends  to  Ren- 
nert's holding  company, 
Renco  Group.  Both  com- 
panies filed  for  bankruptcy 
in  2001.  A  Renco  spokes- 
man calls  the  charges 
"categorically  false." 

The  suit  is  one  of  the 
first  to  name  Rennert's 
associates.  It  alleges  that  ac- 
countant KPMG,  banker  Don- 
aldson, Lufkin  &  Jenrette 
(now  Credit  Suisse  First 
Boston),  and  law  firm  Cad- 
walader,  Wickersham  &  Taft 
helped  pro\ide  "false  and  mis- 
leading information."  KPMG 
says  the  claims  are  without 
merit.  CSFB  declined  to  com- 
ment. And  no  one  at  Cad- 
walader  was  available  for 
comment. 

Rennert  can't  be  too  wor- 
ried. He  recently  rejected  a 
$750  million  offer  for 
Humvee  maker  AM  General 
from  Cypress  Group.  Renco 
says  it's  considering  all 
options.        Emily  Thornton 


DRAWN  &  QUARTERED 


VIRUS  ALERT 

MICROSOFTS 
SOFT  UNDERBELLY 

microsoft's  RIVALS  KNOW  AN 
opportunity  when  they  spot 
it.  When  a  spate  of  computer 
viruses  attacked  Microsoft 
programs  this  summer,  a  trade 
group  repre- 
senting AOL  frt^ 
Time  Warn-  ^^^ 
er.  Sun  Micro- 
systems, and  Oracle 
pounced.  On  Aug.  27, 
Ed  Black,  CEO  of  the 
Computer  &  Communications 
Industry'  Assn.,  fired  off  a  let- 
ter to  Homeland  Security  Sec- 
retary' Tom  Ridge  urging  him 
to  dump  Microsoft.  While  con- 
ceding that  the  virus  creator 
bears  most  of  the  blame,  the 
letter  also  says:  "Microsoft  is 
also  largely  responsible  for 


continuing  to  create  software 
riddled  with  ob\ious  and  easi- 
ly exploited  vulnerabilities." 

A  month  earlier.  Homeland 
Security  had  agreed  to  buy 
$90  million  worth  of  Microsoft 
programs  over  five  years. 
Black  says  the  agency  defend- 
ing the  nation  ought  to  set  an 
example.  The  agency  says  it 
has  no  plans  to 
ditch  the  programs. 
Microsoft  declined  to 
comment. 
But  people  in  glass 
houses  ought  to  be 
careful  where  they  fling 
theit-  Windows  CDs.  Since  Jan- 
uar>;  the  Energy  Dept.,  which 
tracks  \Truses,  reported  seven 
high-risk  vulnerabihties  with 
Microsoft's  software.  But  Sun, 
with  two  high-risk  viilnerabU- 
ities,  isn't  blemish-free.  When 
it  comes  to  viruses,  no  soft- 
ware is  immune.    Jay  Greene 
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FORTY  Five GALLOKS 

TbFlLLTteTAKK- 
Voo  OUST  HAC>  TO 
BuYAHoMvee.txwJT^ 
YOO.FRANK?/^ 
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THE  FINE  PRINT 

MUTUAL-FUND  ADS: 
READER  BEWARE 

OH,  HOW  MUTUAL  FUNDS  MISS 

those  bubble  years.  With  the 
market's  recent  pop,  some 
funds  are  running  a  type  of 
ad  popular  in  the  boom. 
Trumpeting  performance, 
they  omit  other 
info  to  help  in- 
vestors pick  funds. 
Take  a  recent 
Smith  Barney 
neW'Spaper  ad.  It 
highlights  the 
Capital  &  Income 
Fund's  15.3%  five- 
month  return,  then  later 
shows  the  -9.8%  one-year  re- 
turn and  7.8%  10-year  return. 
A  Fidelity  Leveraged  Com- 
pany Stock  Fund  ad  pro- 
motes a  45%  five-month  re- 
turn, and  it  later  shows  a 
4.6%    one-year   return   and 


2.9%  for  the  Ufe  of  the  fl 
The  ads   are  disturb 
says    Morningstar    anJ 
Gregg  Wolpert,  because] 
don't  help  investors 
stand  risks.  They  may] 
set  unrealistic  expectatj 
A  spokesman  at  Fidelity  [ 
its  ad  gives  "a  good  picj 
of  the  fimd's  performanc 
Smith    Barney    spokes 
says  complete! 
formance  dat 
useful,  "espec 
w^hen      coml 
with  the  guic 
of    the    final 
professionals 
offer  our  func 
The    ads 
trast  with  a  recent  LonJ 
Funds  letter  to  sharehoLi 
"Returns  of  this  magnij 

are  not  normal We 

tion  you  not  to  increase 
expectations  based  on  t| 
numbers."  Score  one  for 
talk.  Kimberiy 


THE  BIG  PICTURE 

HPIiPI|P^|IPI||ll|i^K:ialty  car, 
Kr  sale  in  about  three  years.  Here's  how 
much  more  likely  shoppers  said  they 
would  be  to  buy  a  car  endorsed  by: 

i 

r 

^ 

m  B.3W 

PROSPECTIVE  CAR 
BUYERS.  AU6  15-IK^ 

CARRO. 

1 

A 

DALE  EARNHARDT  JR. 

:           1 

-CAR  BUYERS  SAID  TH 
WITH  DELOREAN'S  NA 

Baa  4% 

-12%* 

EY  WOULD  BE  1 2%  LESS  LIKELY  TO  BUY  A  CAR 
ME                   Data:  CNW  MarketinE  Research 

Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfroirKS businessweek.com 
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TeCHNOLOGY    IN    ACTION 
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[  survive  only  in  the  cleanest  waters.  With  breakthroughs  in  water 

ication,  Hitachi  is  using  technology  to  sustain  this  precious  natural 

jrce.  And  to  address  other  important  environmental  issues,  including 

eduction  of  atmospheric  CO2.  From  advanced  battery  solutions  and 

ric    vehicle    management    systems    to    energy-saving    solutions    for 

lings  and  manufacturing  facilities,  Hitachi  believes  in  a  simple  idea: 

technology  is  never  for  its  own  sake  but  for  the 

fit  of  all.  As  an  innovative  global  solutions  company, 

:hi  touches  your  life  in  so  many  ways.  To  understand 

Hitachi  is  benefiting  your  world,  visit  us  on  the  Web       l^k^ 

see  technology  in  action.  environment 


INFRASTRUCTURE 


HITACHI 

Inspire  the  Next 


www.hitachi.com/inspire/ 


I  AM  A  CISCO  1200 
SERIES  DUAL 
BAND  WI-FI 
ACCESS  POINT. 


I 
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II 


I 


AM  70  MORE 
1INUTES  OF 
RODUCTIVITY  PER 
MPLOYEE  PER  DAY 

1 A  CISCO  WIRELESS  NETWORK.  I  HAVE  THE  POWER  TO 
\INECT  EMPLOYEES  TO  VITAL  DATA  WHEREVER  THEY  ARE. 
t)  DO  IT  SECURELY  THAT  SAVES  TIME.  THAT  SAVES  MONEY 
\T  IS  POWERFUL.  I  AM  MORE  THAN  A  CISCO  1200  SERIES 
\L  BAND  WI-FI  ACCESS  POINT. 


'W 


Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK.  nOW. 


cisco.com/mobilJtynow 
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WHERE  TEGHHOLOGY  IS  HEADING 


Our  summer  double  is^ue,  "The  future 
of  technology"  (Cover  Story,  Aug.  18- 
25),  provipted  praise,  criticism — and 
some  new  ideas. 

■  TECH  IS  STILL  KING 

The  double  issue  is  a  goo(i  example 
of  why  I  have  enjoyed  reading  Busi- 
nessWeek for  more  than  20  years.  To- 
day, our  view  of  technology  is  probably 
as  biased  as  it  was  back  at  the  end  of 
the  Internet  bubble,  but  in  the  opposite 
sense — too  negative.  For  companies  do- 
ing business  in  a  highly  competitive  en- 
vironment, there  is  no  option  but  to 
use  the  best  tools  that  are  available. 
There  will  be  more  and  more  pressure 
to  apply  technology.  Companies  that 
delay  investment  decisions  too 
long  will  run  into  trouble. 

Information-technology  in- 
novation will  continue  to  drive 
the  world  economy.  Wi-Fi  and 
3G-enabled  tablet  PCs  or  note- 
books create  huge  short-term 
opportunities  in  the  field  of 
enterprise  software  for  mid- 
size companies  and  mobile  of- 
fices. In  both  fields,  Microsoft 
Corp.  is  going  to  play  a  lead- 
ing role. 

Bernd  Huber 

Compus  Computer 

Munich 

■  WHAT  NEXT  BIG  THING? 

In  "Andy  Grove:  'We  can't  even 
glimpse  the  potential,'"  Grove  says: 
"There  are  huge,  huge  things  going  on, 
and  we  are  too  myopic  to  notice."  This 
invites  the  obvious  follow-up:  "Well, 


where  are  these  great  things?"  Fr 
wondering  if  he  really  knows. 

Overall,  the  sense  I'm  getting  is 
we're  in  for  the  same  old  stuff. 

Mark  Wilk 
Gainesville 

■  GLUnONS  FOR  POWER 


AU  the  tech  you  covered  will  coi 
naught  unless  immediate  attenti 
given  to  electrical  generation  and 
servation,  because  solid-state  d 
technologies  are  all  power  gluttoi 
Mony  M( 
Spokane, 

■  FOLLOWING  SOFTWARE'S 

"Nick  Carr:  The  tecl 
vantage  is  overrated"  iA 
rect.  Currently,  Corpf 
America  buys  its  soft,| 
and  follows  the  vendor 
structions  to  "change 
business  to  match  the! 
our  software  works."  1 1 
ing  so,  it  has  lost  its  ind 
ual  competitive  advanj 
By  contrast,  American! 
lines  Inc.  took  its  acci 
ed  knowledge  (the  advantage)  and] 
the  Saber  system  around  it.  Too 
U.  S.  execs  are  letting  software  veij 
tell  them  how  to  run  their  businea 
Dennis  McC^ 
Los  Gatos, 

■  NO  MONEY  FOR  RISK-TAKIN( 

In    "Something    ventured,    p:| 
gained,"  Michael  J.  Mandel's  optii 
heartening,  but  the  problem  is  not 
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CORRECTIONS  &  CLARIFICATIONS 

In  "The  peacock  is  spreading  its  wings" 
(News:  Analysis  &  Commentary,  Sept.  1), 
NBC's  projected  2003  operating  earnings 
are  incorrect.  The  figure  is  $1.9  billion,  an 
18.7%  increase  over  2002.  The  projections 
cited  in  the  story  were  for  NBC's  network 
alone  and  did  not  include  operating  profits 
for  NBC's  TV  stations,  cable  channels,  and 
other  properties. 


there  isn't  capital;  it's  that  there's  no 
risk  capital.  Ever  wonder  why  venture 
capitalists  have  $70  billion  in  uncom- 
mitted funds  in  their  hands?  They'll 
gladly  drop  $5  million  to  $10  million 
into  a  starving  growth  company  with 
positive  cash  flow  because  those  rev- 
enues will  prop  up  the  venture  fund's 
returns.  But  who's  willing  to  risk 
$250,000  to  $2  million  in  seed  capital? 

Kirk  Knight 
Alameda,  Calif. 

■  CORE  MEMORY:  A  CORRECTION 

In  "The  Old  VaUey  is  history,"  Larry 
Ellison  says  the  recent  tech-industry 
consolidation  is  a  boon  for  large,  well-es- 
tablished companies  and  means  the  end 
for  many  small  companies.  He  argues 
that  innovation  will  increase  as  a  re- 
sult, because  most  innovation  is  being 
driven  by  large  companies.  He  uses  IBM 
as  an  example  of  a  company  that  in- 
vented the  "disk  drive,  core  memory, 
and  fractal  geometry,  for  God's  sakes." 
Although  IBM  has  invented  many 
things  in  its  long  history,  core  memory's 
invention  is  generally  ascribed  to  An 
Wang  at  the  Harvard  Computing  Labo- 
ratory and  Jay  W.  Forrester,  head  of 
Massachusetts  Institute  of  Technology's 
Project  Whirlwind.  When  IBM  developed 
the  first  commercial  computer  in  1955,  it 
stood  on  the  breakthroughs  of  many 
talented  individuals  not  working  for 
large  companies. 

Troy  Cullen 
Pittsburgh 

■  IBM'S  LOST  OPPORTUNITY 

"The  quest  for  the  next  big  thing" 
mentioned  Xerox  PARC's  reputation  for 
failing  to  capitalize  on  Next  Big  Things. 
What  about  IBM  and  Deep  Blue? 

Ta  write  a  program  that  would  enable 
Deep  Blue  to  defeat  Garry  Kasparov, 
IBM  would  have  had  to  develop  soft- 
ware that  would  leave  hardware  able 
to  work  directly  with  objects  after  the 
fashion  of  human  checkout  clerks — a  de- 


velopment that  would  be  worth  untold 
billions  of  dollars  to  its  owners.  IBM  ig- 
nored this  and  shipped  Deep  Blue  off  to 
obscure  number-crunching  duties,  miss- 
ing what  would  have  been  one  of  the 
greatest  software  triumphs  of  all  time. 

Thomas  Wulff 
Stoughton,  Mass. 

IF  YOU'RE  GOING 

TO  SEND  JOBS  AWAY... 

"Outsourcing  jobs:  Is  it  bad?"  (News: 
Analysis  &  Commentary,  Aug.  18-25)  is 
timely  and  provocative.  I  am  not  per- 
suaded, however,  that  the  so-called  "bet- 
ter" jobs  that  replace  those  lost  are 
seen  that  way  by  those  who  did  the 
losing  but  don't  qualify  for  the  new  jobs. 

Moreover,  the  share  of  degree  holders 
is  not  the  panacea  Michael  J.  Mandel 
seems  to  think.  If  100%  of  Liechten- 
stein's 33,000  citizens  had  degrees  in 
European  history,  they  would  be  no 
threat  to  China,  where  just  10%  of  its 
population  holds  engineering  degrees. 
Dennis  Rocheleau 
Fairfield,  Conn. 

As  an  American  MBA  and  consumer,  I 
want  U.  S.  businesses  to  play  fair.  If 
jobs  are  outsourced  to  another  nation 
without  restriction,  I  want  the  opportu- 
nity to  purchase  the  products  now  man- 
ufactured more  cheaply  in  other  nations, 
also  without  restriction.  Tariffs  were 
created  to  protect  U.S.  business  and 
jobs.  If  the  jobs  are  no  longer  in  Amer- 
ica, the  tariffs  should  be  eliminated. 

A  global  economy  should  mean  a 
global  economy,  period. 

Rhoda  Blecker 
Reseda,  CaUf. 

ANOTHER  LOOK 

AT  WORK  VISAS 

"Too  many  \isas  for  techies"  (News: 
Analysis  &  Commentary,  Aug.  18-25) 
portrays  the  HlB  and  Ll  visas  as  re- 
served for  technology  workers.  They 
are  not.  Many  of  my  cUents  are  hiring 
niirses  and  doctors  using  HiBs.  By  the 
end  of  this  decade,  the  shortage  of  nurs- 
es in  this  coimtry  will  be  in  the  hun- 
dreds of  thousands,  while  the  Health 
Policy  Institute  estimates  that  in  the 
next  two  decades,  we'll  have  150,000 
too  few  doctors.  When  the  HlB  quota 
is  cut,  the  American  public  wiU  be  hurt. 

As  for  Lis,  they  are  heavily  used  by 
senior  executives  and  managers  coming 
to  the  U.  S.  to  oversee  the  operations  of 
multinational  companies  investing  in  this 
country.  Sooner  or  later,  American  com- 
panies trying  to  develop  overseas  mar- 


kets are  going  to  face  similar  obsj 
imposed  as  a  form  or  retaliation 
protectionist  U.  S.  immigration  j 
Gregory 

Mel 
Editor's  note:  The  writer  is  an 
gration  latoyer. 

BLAME  PCs  AND  TV 

FOR  THE  OBESITY  OUTBURST 

I'm  not  sure  I  understand  the 
tion  between  the  fat  content  of  fo 
obesity  ('The  list:  Fat  profits," 
Aug.  18-25).  Most,  if  not  all,  of  the 
panies  you  mention  were  around 
before  obesity  became  a  probk 
focus  should  be  on  a  sedentary 
promoted  by  television  and  comj 
Maybe   an   equivalent   warning" 
should  be  placed  on  them  indicatin.| 
excessive  use  is  hazardous  to  your 
Michael  H. 
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THE  TWO-INCOME  TRAP 

Why  Middle-Class  Mothers  &  Fathers  Are  Going  Broke 

By  Elizabeth  Warren  &  Amelia  Warren  Tyagi 
Basic  Books  •  283pp  •  $26 


MIDDLE  CUSS 
AND  MAXED  OUT 


During  the  boom  years  of  the  late 
1990s,  the  banking  industry  and 
its  GOP  allies  pushed  a  federal 
bill  that  would  have  required  overex- 
tended borrowers  to  pay  more  of  their 
debts.  Instead  of  being  able  to  file  for 
Chapter  7  bankruptcy,  where  you  can 
wipe  out  much  of  what  you  owe,  more 
people  would  have  had  to  accept  the 
tougher  Chapter  13.  The  bankers  sug- 
gested that  Americans  had  become  a  na- 
tion of  mall-troUing  luxirry  lusters  drunk 
on  credit-card  spending.  The  legislation 
got  pushed  aside  as  Congress  dealt  with 
the  Iraq  war  and  sputtering  economy. 
But  the  image  of  a  vox  shopuli  endured. 
Now  comes  a  grenade  of  a  book  ex- 
quisitely lobbed  at  the  overconsumption 
theory  by  co-authors  Elizabeth  Warren, 
a  Harvard  Law  School  professor  who 
heads  the  university's  Consumer  Bank- 
ruptcy Project,  and  her  daughter, 
Amelia  Warren  lyagi,  a  former  McKin- 
sey  consultant  and  Wharton  MBA.  Tlie 
Two-Income  Trap:  Why  Middle-Class 
Mothers  &  Fathers  Are  Going  Broke 
draws  upon  30  years  of  bankruptcy, 
U.  S.  Census,  and  Bureau  of  Labor  Sta- 
tistics data  to  provide  a  provocative 
reason  why  so  many  of  the  supposed-to- 
be-rich — people  with  college  degrees, 
good  jobs,  and  their  owti  homes — have 
become  the  newly  poor. 

The  authors  say  that,  even  though 
the  modem  two-earner  family  brings  in 
75%  more  inflation-adjusted  income  than 
the  one-earner  family  of  a  generation 
ago,  it  actually  has  less  discretionary 
income — and  far  more  financial  instabil- 
ity. The  primary  reason:  The  decline  of 
public  education  has  dramatically  raised 
the  price  of  housing  in  good  school  dis- 
tricts, prompting  parents  to  overstretch 
on  mortgages  and  bid  up  the  price  of  a 
middle-class  life. 

Encouraging  this  trend  is  a  deregu- 
lated lending  industry,  which  has  adopt- 
ed the  step-right-up  antics  of  carnival 


barkers.  Thirty  years  ago,  the  typical 
family  had  no  choice  but  to  scrape  to- 
gether a  20%  downpayment.  Today,  it's 
often  3%  down,  and  Americans  are 
urged  by  Internet  lenders  to  take  out 
120%  mortgages.  "In  their  desperate 
rush  to  save  their  children  from  failing 
schools,"  the  authors  write,  "families 
are  literally  spending  themselves  into 
bankruptcy." 

At  the  same  time,  these  middle-class 
couples  are  working  in  an 
era  of  unprecedented  job  in- 
security, when  even  top-tier 
MBAs  can  easily  get  whacked. 
Salaries  as  well  as  health  in- 
surance have  become  a  now- 
you-have-it,  now-you-don't 
proposition.  Since  the  1970s, 
the  risk  of  involuntary  job 
loss  has  soared  150%,  while 
the  chance  of  losing  health 
coverage  has  increased  49%. 

These  are  the  chief  rea- 
sons, the  authors  say,  why 
nearly  a  third  of  bankruptcy  filers  owe 
an  entire  year's  worth  of  their  salary  on 
credit  cards — something  that  would 
have  been  impossible  a  generation  ago. 
This  year  alone,  the  lending  industry 
filled  mailboxes  with  5  billion  pre-ap- 
proved credit-card  offers  totaling  more 
than  $300,000  per  family  In  addition  to 
housing  and  education,  the  authors 
demonstrate,  families  used  credit  cards 
not  to  service  brand  fever  but  to  pay 
for  catastrophic  health  problems,  costly 
divorces,  and  post-layoff  living  expenses. 

The  result  has  been  a  record  number 
of  bankruptees — 1.5  million  people  this 
year.  This  is  more  than  will  suffer  heart 
attacks,  more  than  will  graduate  from 
college,  and  more  than  will  be  diagnosed 
with  cancer.  In  fact,  more  children  will 
endure  their  parents'  bankruptcy  this 
year  than  their  parents'  divorce.  And 
just  as  the  ranks  of  the  iminsured  are 
filling  with  members  of  the  middle  class, 


so,  too,  are  bankruptcy  courts:  ^ 
90%  of  those  who  file  now  qualj 
middle  class  by  virtue  of  incom* 
education. 

For  mothers  and  children,  the 
tion  is  even  more  perilous.  If  cu 
trends  persist,  more  than  one  of  • 
six  single  mothers  will  go  bankru 
the  end  of  the  decade.  Indeed,  ha\ 
child  is  now  the  single  biggest  pre^ 
that  a  woman  will  end  up  in  fin 
ruin.  Not  having  a  baby,  on  the 
hand,  cuts  a  woman's  chances  ol 
ting  there  by  65%. 

Not  even  a  college  degree  offe: 
surance  anymore.  Indeed,  colleg 
cated  women  are  60%  more  liki 
end  up  bankrupt  than  less-educat 
males.  That's  because  educated  wj 
often  find  themselves  in  financi 
inous  divorces  from  which  they  carj 
er  recover  economically.  In  the  ll 
the  average  newly  divorced  w<| 
found  19%  of  her  incor 
be  discretionary.  Toda; 
figure  has  fallen  to  4% 
The  book  offers  a 
list  of  prescriptions,! 
boldest  of  which  are 
emption  for  all  saving; 
a  school-choice  vouche: 
tem  that  would  pay  t 
tire  cost  of  educati 
child,  allowing  kids  t 
ply  to  any  public  sch^ 
gardless  of  their  Zip  (I 
The  authors  also  argul 
expanded  financial  assistance  for  p 
and  college  education,  as  well  as 
poUcies  that  w'ould  discourage  deb 
The  role  of  personal  responsil 
isn't  shortchanged,  either.  More 
more,  you're  on  your  own — and  yet 
of  employees  still  don't  contribt 
dime  to  their  401Ck)s.  Here,  the  aut 
solutions  are  the  old  standbys 
away  enough  cash  to  support  you 
for  six  months.  Max  out  on  retire 
savings.  Scrape  together  that  old- 
ioned  20%  dowTipayment. 

But  even  for  families  that  do  e^ 
thing  right,  the  line  between  solv 
and  bankruptcy  has  never  been 
ner.  One  catastrophic  medical  incii 
one  job  loss,  one  divorce — and  they 
never  recover.  Despite  being  cot 
hard  by  politicians,  there's  no  such 
as  a  safety  net  for  the  middle  class 
BY  MICHELLE  CO 
Conlin  is  Working  Life  e( 


FAMILIES  LOOK  AFFLUENT,  THE  AUTHORS  WRITE 
UNTIL  THEY  SHOW  UP  IN  BANKRUPTCY  COURT 
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HOW  DO  YOU  OFFER 

PERSONALIZED  SERVICE 

TO  ROOM  12B43  \A/HEN 

THERE  IS  A  ROOM  12B43? 


* 


dy  can  please  everybody;  it  takes  a  network  to  do  that.  More  specifically,  a  sophisticated  platform  that  integrates 
ced  computing  and  networking  technologies  like  voice  and  data  networks  combined  with  high-availability  servers 
NEC.  They  empower  massive  hotels  to  track  individual  preferences  while  enabling  a  wide  range  of  guest  services 
Administrative  functions.  It's  the  kind  of  innovative  approach  you  can  expect  from  NEC  for  your  business.  And 
jow  we  continue  to  deliver  on  our  promise  of  empowering  people  through  innovation,  www.necus.com   800-338-9549 

RVICES  AND  SOFTWARE    ENTERPRISE  NETWORKING  AND  COMPUTING   SEMICONDUCTORS   IMAGING  AND  DISPLAYS 


orporation  2003    NEC  and  the  NEC  logo  are  Registered  Trademarks  of  NEC  Corporation 


Empowered  by  Innovation 


YOUR  BUSINESS  IS  ALL 

ABOUT 

NOW,  SO  ARE  WE. 


Now  there's  an  entirely  new  kind  of  wireless  program,  designed  exclusively  for  small  businesses.  It's  a  faster, 
easier,  more  affordable  way  to  get  the  wireless  plans,  equipment  and  services  you  need  to  run  your  business. 

SMALL  BUSINESS  SUPPORT.  WHEN  YOU  NEED  IT. 

Dedicated  small  business  specialists  will  help  you  select  the  right  voice  and  data  plans, 
phones  and  services  for  your  business.  And  they'll  be  there  to  assist  as  your  needs  change. 

MONTHLY  SAVINGS  ON  YOUR  WIRELESS  SERVICE. 

Save  on  voice  and  data  plans  starting  at  $39.99/mo.  when  you  sign  up  5  or  more  employees 
on  your  business-liable  account.  Add  employees  or  services  and  you  can  save  even  more. 

DISCOUNTS  OF  UP  TO  20%  ON  THE  LATEST  PHONES. 

Get  great  savings  on  the  phones  you  want  with  the  features  you  need,  including  tools 
that  give  you  wireless  access  to  work  e-mail  and  other  business  applications. 


It's  free  to  sign  up.  Call  1  866  4-AWS-B2B  to  speak  with  a  business  representative. 
Or  go  to  attwireiess.com/smallbusiness 


the  business  side  of     lifes 


AT&T  Wirele 


AT&T  Wireless  Business  Advantage  Program:  An  additional  monthly  $1.75  Regulatory  Programs  Fee  will  be  added  to  your  bill  for  each  line  of  service  to  help  fund  AT&T  Wireless 
compliance  with  various  government-mandated  programs.  This  is  not  a  tax  or  government-required  change.  Credit  approval  and  minimum  one-year  AT&T  Wireless  Business  Advantage 
Agreement  required  for  eligible  companies.  Compatible  device  required  for  each  aaivation  depending  on  service  plan  selected.  Activation  fees  may  apply.  Other  charges,  surcharges  and  taxes 
may  apply.  Products,  services  and/or  prices  may  vary  outside  of  the  50  United  States.  Availability,  speed  of  delivery  and  timeliness  of  information  is  not  guaranteed.  Not  available  for  purchase 
or  use  in  all  areas.  Other  restrictions  apply  For  complete  details  about  the  AT&T  Wireless  Business  Advantage  program,  sec  the  offer  brochure  and  contraa  or  speak  with  your  AT&T  Wireless 
Account  Representative.  Business  Care:  Business  Care  is  available  to  only  one  company  contact.  All  other  company  employees  must  contact  general  care  (6 1 1  from  their  wireless  device) 
with  any  questions  about  their  service  or  participation  in  this  program.  Service  Discount:  End  Users  are  eligible  for  the  service  discount  only  if:  ( 1 )  they  are  employed  by  an  eligible  business 
customer  that  meets  the  total  number  of  End  Users  and  Corporate  Responsibility  Users  set  forth  in  the  offer  brochure  and  contract,  and  (2)  the  End  User  has  activated  service  on  at  least 
one  data  service  plan  or  voice  service  plan  that  has  a  monthly  service  charge  of  $39.99  or  greater  Eligible  End  Users  will  receive  the  applicable  service  discount  for  monthly  service  charges 
for  all  data  or  voice  service  plans  they  activate,  regardless  of  the  amount  of  the  monthly  service  charge.  ©2003  AT&T  Wireless.  All  Rigtits  Reserved. 
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SAVING  TIME,    SAVING  MONEY- 
AND  SERVING  THE  CUSTOMER  BETTER 


f    1 


Here's  whot  wireless  is  doing  todoy. 

ITEM:  State  Farm  Insurance  has  1,000  claims  adjusters 
using  wireless  notebook  computers  that  tap  into  a  major 
carrier  network  enabling  them  to  write  appraisals  at  an 
auto  accident  scene — thereby  speeding  the  issuance 
of  checks  to  anxious  and  traumatized  customers. 

ITEM:  Auditors  with  the  State  of  Texas  Comptroller's 
Office  are  using  wireless  technology  to  check  tax  records 
on  location  at  business  sites,  saving  several  hours  per 
audit,  lowering  costs  and  permitting  state  personnel  to 
perform  more  audits  every  year. 

ITEM:  Drivers  of  Boston  Coach  cars  are  taking  credit 
card  payments  an  average  of  10  times  a  day  with  an 
electronic  signature  capture  device,  reducing  commissions 
to  the  credit  card  company  and  saving  an  estimated 
$1  million  annually. 

ITEM:  Aurora  Health  Care  is  using  personal  digital  assistants 
with  wireless  capability  to  help  control  inventories  of  medical 
supplies,  increasing  the  accuracy  of  reporting  and  freeing 
more  of  nurses'  time  for  the  actual  care  of  patients. 


SPECIAL     ADVERTISING     SECTION 


The  acceptance  of  wireless  is 
based  on  a  quickly  nnaturing 
confluence  of  trends:  higher 
bandwidth  available  fronn  the  invest- 
ments of  major  carriers;  more  powerful 
devices  available  at  more  attractive 
prices;  reasonable  levels  of  security 
from  industry  standard  offerings;  and  the 
steady  advance  of  technical  innovation. 

"We're  seeing  a  lot  of  adoption 
of  certain  wireless  applications  across 


industries  —  field  service,  for  example," 
says  Phil  Redman,  research  vice 
president  for  the  mobile  and  wireless 
unit  at  Gartner  Group.  "We  also  see 
growth  in  logistics  and  shipping, 
scheduling  and  dispatch  applications 
and  more  interest  in  field  sales  as 
well,"  he  adds. 

Gartner  Group  analysts  expect  Wi-Fi 
technology  sales  to  grow  more  than 
20  percent  each  year  to  3.4  billion  by 


"^ 


2005.  Gartner  also  projects  that 
businesses  will  pay  less  for  internet') 
services  and  that  wireless  voice 
prices  will  begin  to  decline  as  servicj 
providers  continue  to  compete  for 
market  share.  Gartner  predicts  the 
over  one  million  "hot  spot"  connec 
points  will  be  in  operation  by  the 
of  2003.  However,  fewer  than  10 
percent  of  those  will  be  for  monthly] 
enterprise  subscribers. 
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Wireless  technology  that  exploits  the  latest  carriers  have  to 
offer  is  beginning  to  show  its  muscle  in  the  marketplace. 
The  vice-president  of  a  large  executive  search  firm  now 
uses  his  Sony  Ericsson  T68is  photo  phone  to  take  pictures 
of  each  person  he  interviews.  "It's  a  great  way  to  enhance 
my  records;  a  way  to  match  a  face  with  a  name,"  says 
Sean  Rego  of  the  Woodmansee  Group  of  Grandville, 
Ohio.  Rego  taps  the  GSM  network  of  AT&T  Wireless  with 
his  T68is,  which  can  store  up  to  12  photos.  Using  the 
company's  mMode  Pix  service,  he  can  e-mail  the  photos 
to  himself  for  storage  on  his  laptop. 

The  T68is  also  supports  Bluetooth  short-range  wireless 
networking,  allowing  Rego  to  use  a  headset  with  no 
connection  to  his  phone,  and/or  connect  his  laptop  to 
a  personal  digital  assistant  —  all  without  wires,  of  course. 
The  T68is  is  also  voice-activated  so  he  can  dial  phone 
numbers  without  taking  his 
hands  off  the  wheel  while 
driving.  "It's  an  incredible 
safety  feature,"  he  says. 

Paul  Belliveau,  the  North 
American  president  and 
CEO  of  Besam  Automated 
Entrance  Systems,  which 
makes  automatic  doors 

used  in  leading  retail  stores,  hotels,  hospitals  and  airports, 
prefers  a  Blackberry  device  for  sending  and  getting  e-mail 
in  the  road.  "I  travel  four  days  per  week,"  says  Belliveau, 
"so  when  I'm  sitting  on  the  tarmac  or  waiting  in  airports, 
I'm  constantly  answering  e-mails."  He  uses  the  Blackberry 
enterprise  package  from  AT&T  Wireless,  which  provides 
him  with  e-mail  "push"  to  his  Blackberry  7210  and  tight 
security  features.  "It's  literally  like  sitting  at  your  desk,"  he 
enthuses.  "It  probably  saves  me  two  hours  a  day." 

Most  of  the  major  carriers  have  announced  Wi-Fi  initia- 
tives in  the  past  few  months,  including  Verizon  Wireless, 


Gartner  projects  mat  businesses  will  pay 
less  for  Internet  services  and  that  wire- 
less voice  prices  will  begin  to  decline  as 


for  market  share. 


AT&T  Wireless,  Sprint  and  T-Mobile.  "Now  that  there 
are  big  names  behind  Wi-Fi,  from  an  enterprise  customi 
perspective,  the  thinking  is,  it  must  be  real,"  says  lain 
Gillott,  principal  of  iGillott  Research,  the  wireless  analyst 
firm  in  Austin,  Texas. 

That  information  technology  (IT)  professionals  take 
Wi-Fi  seriously  will  help  the  carriers  penetrate  the  market 
for  data  services.  But  there  is  still  a  way  to  go.  In  a  recent 
survey  of  more  than  1 ,000  enterprise  IT  managers,  iGillott 
Research  found  that  65  percent  had  not  yet  deployed  a 
wireless  data  solution.  Why?  Managers  cited  concern  for 
security  and  unproven  return  on  investment  as  the  major 
factors  holding  them  back. 

In  the  opinion  of  Ian  Hayes,  principal  of  Clarity  Consultinc 
and  author  of  "Just  Enough  Wireless  Computing,"  (Prentice 
Hall,  2003),  "The  major  barriers  that  stopped  companies  fron|s 
moving  to  wireless  —  reliability,  cover- 
age and  bandwidth,  are  getting  better 
by  leaps  and  bounds.  So  businesses 
are  making  a  mistake  if  they  don't  start 
to  think  about  wireless  much  more 
seriously.  It's  a  real  opportunity." 
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Protecting  children  from  the  variety  of  bad 
influences  out  there  on  the  Internet  is  a 
high  priority  for  many  parents.  Not  sur- 
prisingly, there  is  a  wide  range  of  products  avail- 
able to  help.  Large  service  providers — including 
America  Onhne,  MSN,  and  EarthLink — offer 
parental  controls  that  vdll  keep  kids  away  from 
inappropriate  Web  sites.  If  that's  not  an  option, 
there  are  many  services,  including 
CyberPatrol,  Net  Nanny,  and  Surf 
Control,  each  about 
$40,  that  will  do  the 
same  thing. 

There's  one  prod- 
uct, though,  that 
takes  parental  con- 
trol in  a  disturb- 
ing direction.  Kid 
Defender  from  Ac- 
tiontec  Electronics 
(actiontec.com)  offers 
the  traditional  paren- 
tal-control beUs  and 
whistles  that  are 
designed  to  keep 
children  and  teen- 
agers away  from 
nasty  Web  sites  and  *N /-^ 
dubious  chat  rooms,  .^^'c 
But  it  also  gives  par- 
ents the  ability  to  spy  on 
their  kids'  online  activities.  The  program  is  avail- 
able either  as  a  $79.95  purchase,  including  a  year's 
use  of  the  required  service,  or  as  a  $9.95  monthly 
subscription. 

If  you  have  two  or  more  computers — which 
need  not  be  linked  on  a  home  network  as  long  as 
both  have  access  to  the  Internet — you  can  mon- 
itor what  your  kids  are  doing  on  their  computer 
as  they  do  it.  When  they  go  to  a  Web  site,  the 
address  and  an  image  of  the  Web  page  pop  up  in 
the  Kid  Defender  monitor  window.  If  they  visit  a 
chat  room  or  engage  in  instant  messaging  ses- 
sions on  AOL,  MSN,  ICQ,  or  Yahoo!,  the  text  of  the 
conversation  also  shows  up.  To  streamline  this, 
you  can  set  up  lists  of  "trusted"  Web  sites,  chat 
rooms,  and  messaging  partners  that  will  not  be 
monitored.  If  you  only  have  one  computer,  ac- 
tivity can  be  saved  to  a  log  for  later  review. 

Unfortunately,  Kid  Defender  doesn't  control  or 
monitor  Web  sites  very  well.  It  blocks  access 
based  on  keywords,  while  more  sophisticated 
programs  use  rules  and  lists  compiled  by  people 
who  check  sites  out.  With  Kid  Defender's  block- 


ing on,  I  was  able,  when  using  the  "kid"  com- 
puter, to  get  to  a  raunchy  site.  All  I  saw  on  the 
"dad"  monitor  was  a  numerical  Internet  address 
and  a  few^  numbers  where  the  screen  image 
should  have  been. 

Monitoring  of  chat  rooms  and  instant  messag- 
ing sessions  w^orked  much  better,  with  the  text  of 
conversations  showing  up  as  it  was  typed.  But 
just  because  technology  gives  you  the  abiUty  to 
do  something  doesn't  make  it  a  good  idea.  As  a 
parent  (admittedly  of  grown  and  independent 
children),  I  beheve  the  remote  chance  of  kids' 
getting  into  serious  trouble  on  the  Internet  is 
swamped  by  the  enormous  damage  that  will  be 
done  to  your  relationship  when,  not  if,  they  dis- 
cover that  you  have  been  spying  on  them.  If 
you  feel  you  must  monitor  their  activity  this 
way,  at  least  let  them  know  you  are  doing  it. 

Time-Scout  Monitor  ($69.95)  from  Card  Ac- 
cess (time-scout.com)  is  a  much  happier  approach 
to  a  simpler  problem:  kids  spending  too 
much  time  on  the  computer,  playing 
video  games,  or  w'atching  tel- 
evision. It's  a  unit  that  looks 
a  bit  like  a  cell-phone  charg- 
er connected  by  a  six-foot 
cord  to  a  display  unit  about 
the  size  of  a  pack  of  cards. 
You  plug  the  imit  into  a  pow- 
er outlet,  then  plug  a  moni- 
tor, game  console,  or  TV 
into  an  outlet  on  the 
box,  as  though  it 
were  an  extension 
cord.  Just  push  a 
plunger,  and  the 
plug  is  mechanically 
locked  in  place.  Par- 
ents can  put  time  in 
kids'  accounts  in  30- 
minute  increments 
by  swiping  a 
bar-coded  card 
through  a  slot  in  the  display  unit.  Kids  spend  the 
time  in  half-hour  blocks  by  swiping  their  own 
cards.  When  time  is  running  out,  the  children  are 
prompted  to  spend  more  time  or  shut  down. 
When  time  runs  out,  Time-Scout  switches  off 
the  power. 

Time-Scout  works  best  either  with  a  TV  or 
monitor  that  does  not  have  a  detachable  powder 
cord — or  with  young  children  who  haven't  figured 
out  how  to  game  the  system.  Any  child  8  or 
older  could  just  replace  the  power  cord  that 
runs  through  the  Time-Scout  with  another  cord, 
circumventing  the  device. 

Time-Scout  strikes  me  as  a  better  product  for 
helping  parents.  It's  still  up  to  the  parents  to  set 
the  limits,  and  Time-Scout  merely  helps  enforce 
them  in  a  nonconfrontational  way.  Kid  Defender 
is  the  high-tech  version  of  sneaking  a  look  at 
your  kid's  diary  or  Ustening  in  surreptitiously 
on  a  phone  conversation.  There's  a  remote  chance 
it  will  keep  a  child  out  of  trouble,  but  a  much 
better  one  that  it  will  cause  lasting  damage  to 
your  relationship.  ■ 
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HOW  TO  PUT  THE  RIGHT 
ON  PUNITIVE  DAMAGES 
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BALANCE: 

A  strict 
dollar  limit 
is  too 
arbitrary. 
The  best 
method  is  to 
fix  punitive 
damages  at 
a  certain 
multiple  of 
compensa- 
tory ones 


Gary  S.  Becker,  the  1992 
Nobel  laureate,  teaches  at 
the  University  of  Chicago  and 
is  a  Fellow  of  the  Hoover 

Institution. 


In  an  important  but  split  decision,  State  Farm 
V.  Campbell,  the  U.  S.  Supreme  Court  in 
April  held  that  "the  Due  Process  Clause  [of 
the  14th  Amendment]  prohibits  the  imposition  of 
grossly  excessive  or  arbitrary  punishments  on  de- 
fendants in  tort  cases.  This  was  the  second  High 
Court  ruUng  in  the  past  few  years  that  rightly 
objected  to  steep  punitive  damage  awards. 

Punitive  damages  are  often  added  to  compen- 
satory damages  awarded  to  victims  of  drunk 
drivers,  medical  malpractice,  defective  goods, 
and  others  who  suffer  because  of  careless  or  ir- 
responsible behavior.  There  is  no  controversy 
about  the  fact  that  incompetent  doctors,  intoxi- 
cated or  reckless  drivers,  and  companies  that 
produce  dangerous  and  shoddy  products  should 
have  to  pay  for  the  harm  they  cause. 

But  compensatory  damages  alone  may  not  be 
enough  to  deter  harmful  actions.  It  is  not  al- 
ways possible  for  victims  to  detect  careless  med- 
ical practices,  dangerous  goods,  and  other  be- 
havior. Moreover,  some  victims  may  be  unwilling 
to  file  lawsuits  because  of  the  sizable  expense  in 
time  and  money,  the  discomfort  of  having  to  tes- 
tify in  court,  and  the  uncertainty  that  they  will 
wan  even  legitimate  cases.  So  punitive  damages 
are  often  valuable;  they  help  encourage  such 
lawsuits  and  deter  dangerous  behavior. 

Given  that  punitive  damages  are  desirable, 
how  big  should  they  be?  In  his  dissent  in  the 
State  Farm  case,  Justice  Antonin  ScaHa  argued 
that  the  determination  of  punitive  damages 
should  continue  to  be  left  to  individual  judges 
and  juries  because  the  Supreme  Court  cannot  de- 
vise a  "principled  apphcation"  that  determines 
what  these  damages  should  be  in  different 
circumstances. 

Unfortunately,  under  the  present  system,  the 
principle  that  juries  sometimes  use  is  the  depth 
of  defendants'  pockets.  The  Utah  jury  in  the 
State  Farm  case  awarded  the  Campbells  $2.6 
million  in  compensatory  damages  and  $145  million 
in  punitive  damages.  On  appeal,  the  Utah 
Supreme  Court  reduced  compensatory  damages 
to  $1  milMon  but  allowed  the  punitive  ones.  Puni- 
tive damages,  therefore,  amounted  to  145  times 
compensatory — a  ratio  that  is  far  too  high. 

State  Farm  may  have  misled  the  Campbells, 
but  its  beha\aor  was  not  especially  reprehensible. 
It  assured  the  Campbells  they  had  no  UabUity 
and  no  need  to  hire  counsel  to  defend  Curtis 
Campbell  against  charges  he  caused  a  serious 
auto  accident.  When  the  jury  returned  a  large 
judgment  against  him,  State  Farm  at  first  re- 
fused to  pay  but  eventually  relented  and  paid. 


Excessive  punitive  damage  awards  a 
harmless  transfers  of  wealth:  They  dama 
functioning  of  the  U.S.  economy  and  j 
system.  Companies  pass  these  costs  on  t 
sumers  via  higher  prices.  In  addition,  largi 
tive  damages  encourage  expensive  class- 
law  firms,  driven  by  the  prospect  of  big  c| 
gency  fees,  to  pursue  unwarranted  suits 

The  challenge  is  to  find  rules  to  set  pu 
damages  that  are  neither  too  weak  nor  c 
excessive.  The  Supreme  Court  indicated 
State  Farm  case  that  the  ratio  of  punit 
compensatory  damages  should  generally 
the  single  digits.  Antitrust  laws  have 
lished  this  ratio  at  3  to  1  in  private  suits 
companies  engaged  in  monopolistic  bu 
practices.  Although  trebling  damages  is 
rule,  it  can  be  administered  consistently 
a  reasonable  standard  to  apply  in  tort 
as  well. 

Some  states  have  already  acted  to  limit 
tive  damages  in  different  classes  of  la 
However,  they  generally  have  imposed 
mum  dollar  limits,  as  when  the  Florida  ] 
ture  recently  voted  to  cap  physician  paym 
malpractice  suits  for  noneconomic  damag 
$500,000.  Yet  to  deter  harmful  behavior,  p 
damages  should  not  be  capped.  They  shoi 
vdth  the  size  of  compensatory  damages.  It  i 
Uttle  sense  to  impose  similar  punitive  dai 
for  behavior  that  causes  harm  of  $50,00* 
$20  million. 

Strict  limits  on  the  ratio  of  punitive  to 
pensatory  damages  would  elevate  the  i 
tance  of  accurate  measurement  of  compem 
harm.  For  example,  loss  of  life  in  automob 
cidents  caused  by  drxmk  drivers,  or  wrong 
ments  by  producers  of  drugs  that  cause  s 
harm  or  death  to  inappropriate  users,  di 
victims  and  their  heirs  in  ways  that  go  f; 
yond  the  loss  of  future  earnings.  Although 
omists  have  developed  techniques  to  gaug 
monetary  value  to  individuals  of  the  loss 
ture  activities  due  to  WTongful  deaths, 
have  been  reluctant  to  rely  on  them. 

One  might  agree  either  with  the  major 
justices  in  the  State  Farm  case  that  the 
Amendment  implies  restrictions  on  punitive 
ages,  or  with  Justice  Ruth  Bader  Ginsburg 
argued  in  her  dissent  that  federal  courts  s 
defer  to  state  legislators  in  the  setting  of 
tive  damages.  But  unless  more  is  done  at  t 
diciary  or  legislative  levels  to  limit  these 
ages,  the  American  tort  system  will  contin 
be  costly  and  arbitrary. 
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INALLY,  AN  ECONOMY 
[RING  ON  ALL  CYLINDERS 

gger  demand,  cheaper  loans,  and  more  profits  have  business  spending 


U.S.  ECONOMY 


RISING  CASH  FLOW 
ES  CORPORATE  GOFFERS 


NONFINANCIAL 
CORPORATIONS 


Corporate  America's  reluc- 
tance to  spend  and  hire  has 
n  the  biggest  drag  on  this  lackluster  recovery.  Not 
more.  Solid  earnings  growth,  a  river  of  cash  flow, 
friendlier  financial  conditions  are  combining  with 
'  signs  of  life  in  overall  demand.  It's  a  potent  mix 
.  already  is  starting  to  fuel  capital  spending  and  the 
lomy's  growth  rate,  the  two  keys  to  more  hiring, 
resh  signs  of  stronger  growth  showed  up  in  the 
nmerce  Dept.'s  Aug.  28  update  on  second-quarter 
gross  domestic  product.  Real  GDP  grew  at  a  3.1% 
ual  rate,  up  from  the  2.4%  pace  first  reported, 
nly  reflecting  upward  revisions  to  demand  from 
sumers,  businesses,  and  foreigners.  Moreover,  the 
st  economic  reports  show  that  growth  in  the  cur- 
t  quarter  is  off  like  a  rocket:  Estimates  of  5%  are 
oming  commonplace. 

Of  course,  the  economy  has 
been  here  before.  Forecasts  of 
a  growth  pickup  have  been 
soundly  dashed  over  the  past 
two  years.  What's  different 
this  time  is  that  the  economy 
finally  is  firing  on  all  cylinders. 
Instead  of  waiting  on  the  side- 
lines, executives  are  more  con- 
fident in  the  outlook  and  more 
willing  to  invest  in  new  equip- 
ment, especially  because  de- 
id  is  turning  out  to  be  stronger  than  expected. 
Tiat  momentum  is  why  shocks  such  as  the  August 
:kout  or  higher  gasoline  prices  do  not  have  the 
/er  to  waylay  the  recovery  that  they  did  in  previous 
Irs.  Better  yet,  the  increased  willingness  of  execu- 
;s  to  bet  on  the  future  means  not  only  stronger 
•  growth  and  a  rebound  in  capital  spending  but  also 
gests  the  job  markets  should  finally  begin  to  turn 
und,  perhaps  by  yearend. 

THE  HEART  of  the  upswing  in  business  spending 

sharply  improved  financial  conditions.  Certainly, 

more  buoyant  stock  market  has  given  companies 

ess  to  cheaper  equity  financing.  Plus,  the  risk  pre- 

ims  that  credit-market  lenders  demand  for  loans  to 

iinesses  have  shrunk  to  three-year  lows. 

n  addition,  banks  are  friendUer.  The  Federal  Re- 

ve's  latest  survey  of  senior  loan  officers  shows  that 

number  of  banks  tightening  their  lending  stan- 
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dards  over  the  past  three  months  fell  to  the  lowest  lev- 
el since  1998.  And  for  the  first  time  since  then,  banks 
said  they  actually  eased  spreads  between  their  loan 
rates  and  their  cost  of  funds,  citing  increased  competi- 
tion from  nonbank  sources  of 
borrowing. 

But  more  critical  than  the 
rise  in  outside  financing  is  the 
fact  that  companies  are  in- 
creasingly generating  their 
own  cash  (charts).  In  its  GDP 
report.  Commerce  said  that 
second-quarter  corporate  prof- 
its, adjusted  for  inventory  val- 
ues and  replacement-cost  de- 
preciation, soared  at  an  annual 
rate  of  50.8%  vs.  the  first  quarter.  A  new  depreciation 
allowance  from  the  government,  along  with  special 
treatment  for  the  airlines,  boosted  the  gain.  But  the  in- 
creases over  the  past  three  quarters  have  averaged  a 
23.8%  rate.  Profits  now  exceed  their  previous  peak, 
reached  in  1997,  and  corporate  cash  flow  has  surged  by 
$169  biUion  in  the  past  two  years  to  a  record  high. 

Profit  margins  are  also  rising.  Profits  earned  by  non- 
financial  corporations  on  each  unit  produced  last  quar- 
ter rose  to  10.1%,  from  9%  in  the  first  quarter,  the 
largest  increase  in  a  decade.  This  measure  of  margins  is 
still  well  below  its  1997  peak,  but  heights  hit  during  the 
late-'90s  boom  are  unlikely  to  be  scaled  again  soon. 

SO  FAR,  BETTER  EARNINGS  have  been  primarily  a 
story  of  cost-cutting.  Margins  improved  in  large  part 
because  of  big  gains  in  productivity,  which  cut  the  labor 
cost  of  producing  each  unit  of  output  (page  32).  For  ex- 
ample, productivity  over  the  past  year  was  up  about 
4%,  allowing  unit  labor  costs  to  fall  about  1%.  Even 
with  prices  up  a  mere  0.9%,  the  profit  margin  on  a  unit 
of  output  increased  significantly.  That's  one  reason  why 
companies  have  been  able  to  lift  overall  profits  even  as 
revenue  growth  has  been  tepid. 

Now  the  story  of  stronger  profits  is  beginning  a 
new  chapter.  Past  margin  improvement  is  starting  to 
combine  with  stronger  demand.  Revenue  growth  will 
clearly  increase  in  the  second  half,  thanks  to  a  spurt  in 
consumer  demand.  Real  household  spending  in  July 
jumped  0.6%.  Lifts  from  tax  cuts  and  refi  cashouts, 
plus  strong  weekly  reports  on  back-to-school  sales  and 
car  buying  in  August,  suggest  real  outlays  could  rise 
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5%  this  quarter.  And  fatter  margins  mean  that  a 
greater  percentage  of  that  extra  revenue  will  fall 
straight  to  the  bottom  line. 

Finally,  earnings  will  benefit  from  the  moves  by 
businesses  to  eliminate  their  excess  capacity.  The  over- 
hang of  production  facilities  was  one  trigger  of  the 
last  recession,  and  businesses  spent  most  of  this  re- 
covery paring  down  their  capacity.  The  resulting  drop 
in  fixed  costs  will  lift  profits  as  demand  strengthens. 

BUT  AS  THEY  MOTHBALL  older  machinery,  busi- 
nesses finally  seem  willing  to  buy  new  more  efficient 
machinery.  That's  because  companies  recognize  that  to 
keep  the  productivity  advances  coming,  they  must  con- 
tinue to  invest  in  the  future. 

The  latest  GDP  data  show  that  outlays  for  new  equip- 
ment rose  8.2%  last  quarter,  the  largest  quarterly  ad- 
vance in  three  years.  That's  also  true  even  before  ad- 
justing for  falling  tech  prices.  Overall  dollar  purchases 
of  tech  equipment  led  the  way  last  quarter,  also  grow- 
ing at  the  strongest  pace  in  three  years  (page  36).  In 
particular,  business  outlays  for  computers  and  periph- 
erals, imadjusted  for  prices,  soared  37.3% — ^the  biggest 
quarterly  increase  since  1995. 

It's  no  flash  in  the  pan.  Monthly  data  on  orders  and 
shipments  of  capital  goods  show  continued  gains  in 
July  that  suggest  an  even  faster  pace  of  overall  equip- 
ment spending  this  quarter  (chart).  Orders  for  capital 
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goods,  excluding  the  volatile  aircraft  industry, 
been  trending  higher  since  the  end  of  last  year.  In  ■ 
past  three  months,  shipments  of  capital  goods  hi 
taken  off,  growing  2.9%  in 
both    June    and    July,    the 
largest    two-month    rise    in 
more  than  a  decade. 

AnotJier  key  driver  in  the 
business-sector  rebound  will 
be  the  need  to  rebuild  deplet- 
ed inventories,  a  trend  that  is 
especially  noticeable  in  the 
manufacturing  sector.  From 
April  to  July,  shipments  of 
durable  goods  rose  4.6%,  but 
inventories  fell  2%.  That's  one  reason  factory  activity 
ramping  up,  as  seen  in  the  steady  rise  in  the  index 
industrial  activity  compiled  by  the  Institute  for  Sup- 
Management.  The  index  posted  a  fourth  consecut 
rise  in  August,  to  54.7%,  a  level  that  the  ISM  says 
maintained,  is  consistent  with  overall  economic  gro\ 
of  4.3%. 

The  last  time  real  GDP  averaged  growth  above 
for  at  least  two  quarters  was  back  in  2(X)0.  But  thanfc 
accommodative  financial  conditions  and  a  better  pro 
outlook,  businesses  are  now  ready  to  add  their  com 
erable  weight  to  the  recovery.  Their  participation  me 
that  growth  will  be  stronger  and  more  self-sustaining 
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LOOK  FOR  A  DOUBLE-DIGIT  TURNAROUND 


Several  Southeast  Asian 
economies  got  sick  during  the 
first  half  of  the  year.  The  diagno- 
sis was  a  nasty  combination  of  a 
weak  U.  S.  economy  limiting  ex- 
port growth  and  SARs'  damping 
down  of  domestic  de- 
mand. Now,  the  region 
is  poised  for  a  healthy 
second  half. 

Most  of  the  area's 
second-quarter  gross 
domestic  product  fig- 
ures are  out.  Singa- 
pore's economy  con- 
tracted at  an  annual 
rate  of  11.4%,  Taiwan 
GDP  shrank  for  the 
first  time  in  six  quarters,  and  the 
Philippine  economy  posted  very 
weak  growth  of  just  0.4%. 

Southeast  Asia  is  expected  to 
outperform  the  rest  of  world  over 
the  remainder  of  the  year.  Singa- 


TALES  OF  TWO  HALVES 


pore's  GDP  is  forecast  to  jump  15% 
in  the  second  half,  as  is  Hong 
Kong's  economy  (table).  Exports 
of  tech  gear,  a  key  part  of  the  re- 
gion's economy,  are  set  to  take 
off.  U.  S.  business  investment  is 

rebounding,  and  a  big 
part  of  that  spending 
will  be  in  high  tech. 
The  U.  S.  is  a  huge 
market  for  the  region: 
Over  9%  of  U.S. 


2003  REAL  GDP 

FWSTHUf  SECemiULF* 


HONG  KONG  _  -7.6%    .15.0% 
]ndonesia] ]  i'o  ] '_ \  V.O ] ] 

PHiuppiNEs]]  -o.V']]Vi]"       goods  imports  come 

from  Southeast  Asia. 


SINGAPORE 
TAIWAN 

Thailand' 


-5.0 
[-3.V 

i.V 


15.0 
]l2.r 

V.s' 


PERCENT  CHANGE  FROM  PREVIOUS 
PERKM).  AT  ANNUAl  RATES 


Data;  te  Mgrian  Chase 


fORECAST 


In  addition,  demand 
for  high-tech  gear  by 
the  larger  Asian  coim- 
tries,  such  as  China 
and  South  Korea,  is  set  to  surge 
higher.  Research  company  Gart- 
ner Inc.  expects  Asia-Pacific  semi- 
conductor sales  to  hit  $67  billion 
this  year  and  jiunp  by  over  20% 
next  year. 


To  ensure  a  strong  recovery, 
though,  domestic  demand  will 
have  to  reboimd  as  well.  There 
are  signs  that  consumer  spending 
and  tourism  are  recovering  from 
the  severe  acute  respiratory  syn- 
drome outbreak  of  earher  this 
year.  Hotel  occupancy  in  Hong 
Kong  hit  60%  in  July,  from  30%  : 
June.  But  countries  such  as  the 
Philippines,  where  exports  ac- 
count for  over  40%  of  GDP,  need 
to  do  more  to  build  up  their  do- 
mestic economies. 

Any  outlook  comes  with  a 
caveat,  however.  An  attempted 
military  coup  in  the  Philippines 
and  an  August  car  bombing  in  Ii 
donesia  highlight  the  region's  vul 
nerability  to  terrorism.  Further 
attacks  could  scare  off  both 
tourists  and  consimiers,  to  say 
nothing  of  investors. 

By  James  Mehring  in  New  Yo 
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Assets  &  liabilities 


A  mismatch  not  made  in  heaven. 


f  interest  rates  and  stock  market  returns 

•emain  low  -  and  the  question  is  how  low  - 

here's  a  big  problem  looming  for  the  global  economy. 
OC'ithout  resorting  to  melodrama,  this  apparently  prosaic 
ssue  could  represent  one  of  the  biggest  policy  challenges  of 
he  next  generation. 

The  Fed  and  other  central  banks  have  lowered  interest 
[•ates  to  encourage  consumers  to  spend  and  businesses  to 
nvest  to  stimulate  the  economy.  But  we  must  look  at  the 
ther  side  of  the  ledger:  as  rates  go  down,  the  value  of  fixed 
iabilities  goes  up.  For  some  years  now,  investors  have 
ncreased  their  debt  load  assuming  that  their  investment 
•eturns  would  provide  the  necessary  funds  to  repay  the  loans, 
'ut  dififerendy,  you  are  going  to  sleep  a  lot  easier  if  you  owe 
510,000  in  ten  years  if  you  are  investing  your  money  at  10% 
than  if  you  are  earning  2%. 


The  combination  of  low  interest  rates  and  low  stock 
market  returns  creates  a  double  whammy:  the  degree  of 
iabilities  goes  up  and  the  value  of  assets  is  inadequate  to 
generate  enough  returns  to  service  the  liabilities.  Liabilities 
for  our  society  are  everywhere:  people  need  to  retire,  to  put 
their  children  through  school,  to  purchase  homes.  And  then 
there  are  the  liabilities  that  are  held  by  banks  and  insurance 
companies,  by  governments  and  by  individual  investors,  such 
as  margin  and  mortgage  debt. 

Bluntly  stated,  if  the  current  combination  of  low  interest 
rates  and  low  returns  continues,  there's  a  tidal  wave  of  asset- 
liability  mismatch  headed  our  way.  In  the  US,  many 
households  relied  on  401{k)  stock  accounts  and  rising  home 
prices  as  a  source  of  savings  and  relied  on  these  savings  to 


take  on  increasing  amounts  of  debt.  Credit  card  debt  has 
tripled  in  the  last  decade,  now  amounting  to  over  15%  of 
household  income.  With  this  level  of  debt  and  a  reduction  in 
stock  prices,  it  is  no  wonder  that  observers  question  whether 
consumers  can  spend  the  economy  out  of  recession. 

How  to  get  out  of  the  asset-liability  "mismess"?  The 

best  answer,  of  course,  is  if  government  stimulus  succeeds 
and  returns  increase.  But  we  must  ask  the  question,  what  if 
such  medicine  fails  to  work?  There  are  other  answers,  some 
of  which  are  not  pretty:  Retire  later.  Or  aren't  people  entitled 
to  retire,  or  must  they  work  until  death?  Save  more.  In  the 


short  term,  increases  in  savings  will  come  from  reducing 
consumption  and  with  it  economic  growth.  But  will  we  be 
the  Depression  Generation  Redux  telling  our  grandchildren 
to  be  thrifty?  Or  greater  government  intervention.  If  markets 
don't  seem  to  work  and  individuals  can't  save  enough,  will 
government  enforce  savings?  And  how  will  that  be  funded? 

Asset-liability  mismatch.  It  is  a  prosaic  term.  But  it  could 
be  a  big  problem  you'll  be  hearing  more  about. 
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GEHING 
STRONGER 


Tech-driven 
productivity  is 
powering  profits, 
stoclc  prices-and 
now,  spending 

It  has  been  a  long  time  since 
prospects  for  the  U.S.  econo- 
my looked  this  good.  Profits  are 
up,  capital  spending  is  rising, 
and  inflation  remains  under  con- 
trol. Even  ailing  manufactiirers 
are  showing  signs  of  life,  with 
the  Institute  for  Supply  Man- 
agement reporting  on  Sept.  2 
an  upswing  in  factory  orders  and  pro- 
duction. And  following  the  second  quar- 
ter's surprisingly  strong  3.1%  gain  in 
gross  domestic  product,  economists  are 
scrambling  to  revise  their  second-half 
forecast   skyward.    Many   now   think 


growth  could  finish  the  year  at  a 
healthy  4%  clip. 

But  the  most  important  news  is  the 
continuing  surge  in  productivity.  The 
latest  numbers  from  the  Bureau  of  La- 
bor Statistics,  released  on  Sept.  4,  are 
expected  to  show  productivity  growth 
for  first-half  2003  at  above  4%,  exceed- 
ing expectations.  Each  additional  quar- 
ter that  it  stays  high  helps  convince 
economists  and  business  executives  that 
an  era  of  strong  productivity  growth  is 
here  to  stay.  Indeed,  some  economists 
think  the  U.S.  can  again  sustain  pro- 
ductivity growth  as  high  or  higher  than 
the  nearly  3%  average  of  the  economic 
Golden  Age,  from  1948  to  1973.  "The 
U.  S.  economy  is  in  the  midst  of  an  his- 
toric productivity  boom,"  says  John  Lip- 
sky,  chief  economist  at  J.  P.  Morgan  Se- 
curities Inc. 

That's  of  more  than  just  academic  in- 
terest. The  continued  surge  in  produc- 
tivity is  a  key  reason  why  profits  have 
strengthened  considerably  in  recent 
quarters  even  as  growth  remained  tepid. 
Even  now,  pricing  power  remains  non- 


existent in  many  sectors,  and  capadi  i^- 

excessive.  Yet  ever-improving  pro<  k 

tivity  has  enabled  companies  to  squ(  t  '■ 

costs  and  rebuild  their  bottom  lines  t 

All  that  is  combining  to  provic  r 

powerful  payoff.  As  tax  cuts  and  m*  t: 

tary  stimulus  start  to  work  their  mi  fc: 

on  the  economy  and  give  a  boost  to  if- 

mand,  investors  and  executives  ac  c 
Corporate  America  are  finally  startin 

crawl  out  of  the  psychological  bui  t'. 
many  have  holed  up  in  for  the  last 
years.  With  profits  strong  and  grc 

beckoning,  stocks  are  up,  and  newly  t- 

timistic  execs  are  loosening  purse  str  t' 

PRGDUCTIVin 
IS  RUNNING  HOT.. 


ANNUAL  GROWTH  RATE  Of  NONFARM 
BUSINESS  PRODUCnVin  ■ 
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»end  on  technology  again  (page  36). 
pne  of  that  would  be  happening 
|out  the  amazing  resilience  of  U.  S. 
pctivity.  What  makes  it  most  sur- 
ing  is  that  many  economists  had 
(icted  the  opposite:  Its  growth  was 
fosed  to  slow  after  the  Roaring 
fties.  The  downturn  itself  was  ex- 
ed  to  dampen  productivity  after 
L  And  security  spending  after  Sep- 
per  11  was  expected  to  divert  re- 
jces  into  essential  but  nonproduc- 
1  uses.  Plus,  the  drop  in  business 
fitment  in  the  last  couple  of  years 
■  supposed  to  dent  productivity. 


So  why  has  it  exceeded  even  opti- 
mistic expectations?  For  one  thing,  in- 
formation technology  has  proven  even 
more  potent  than  economists  believed. 
Many  companies  are  only  now  making 
full  use  of  computers  and  software 
bought  during  the  tech-spending  boom 
that  ended  in  2000.  "It  takes  one,  two, 
three  years  to  get  down  the  learning 
curve  and  figure  out  new  ways  to  use 
it,"  says  General  Electric  Co.  Chairman 
and  CEO  Jeffrey  R.  Immelt.  Others,  such 
as  Cisco  Systems  Inc.  Chief  Executive 
John  Chambers,  put  the  learning  curve 
at  five  to  seven  years — meaning  the 


U.S.  could  benefit  for  years  to  come. 

General  Motors  Corp.  was  long 
ridiculed  for  blowing  cash  on  ineffective 
factory  automation,  gm  is  finally  getting 
the  hang  of  technology.  Heavy  invest- 
ment to  modernize  its  17  North  Ameri- 
can stamping  plants  raised  stamped 
pieces  per  labor  hour  13%  in  2002  alone, 
estimates  manufacturing  consultant  Har- 
bour &  Associates  Inc.  GM  has  also  cut 
its  North  American  engineering  costs 
44%  while  working  on  a  third  more 
products.  The  savings,  gm  claims,  are 
in  the  billions  of  dollars. 

Many  companies  have  also  gotten 
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smarter  about  how  they  spend  on  tech. 
Merrill  Lynch  &  Co.'s  Merrill  Online 
trading  platform  was  at  fiorst  seen  as  a 
threat  by  its  thundering  herd  of  financial 
advisers,  and  many  customers  preferred 
to  consult  their  advisers  instead  of  in- 
vesting on  their  own  online.  Now,  Mer- 
rill is  trying  again,  investing  $1  billion  in 
cooperation  with  Thomson  Financial  on 
"wealth  management  workstations"  in- 
tended to  strengthen  the  bond  between 
advisers  and  clients.  "We  will  save  tens 
of  millions  of  dollars  annually,"  says  By- 
ron Vielehr,  chief  technology  officer  of 
Merrill's  global  private  client  group. 
The  need  to  collaborate  on  big,  in- 


dustrywide projects — ^which  can  often 
take  time  to  imfold — also  explains  why 
more  gains  are  flowing  in  now.  Procter 
&  Gamble  Co.  Chief  Information  Officer 
Stephen  N.  David  expects  that  a  new, 
industrywide  data-sharing  project 
called  uccnet  Inc.  wiU  enable  p&g  to 
save  an  immediate  $40  million  a  year  or 
more.  Five  years  in  the  making,  uccnet 
will  cut  the  volume  of  products  P&G  ships 
to  stores  and  then  gets  back  unsold.  And 
as  the  entire  industry  embraces  uccnet, 
David  expects  even  bigger  gains. 

Yet  technology  explains  only  part  of 
the  productivity  boom.  Economists  also 
failed  to  appreciate  how  tighter  man- 


agement could  contribute  to  efficiei 
gains  year  after  year.  Practices  sui 
benchmarking  performance  against 
parable  companies,  outsourcing,  use 
temporary  workers,  and  busini 
process  redesign  have  not  only 
the  level  of  productivity  but  raised 
rate  at  which  companies  improve.  Cc 
panies  are  also  quicker  to  resort  to  I 
offs.  Painful  though  that  might  be, 
helps  avoid  the  big  drops  in  product) 
ty  that  come  from  having  far  too  bij 
workforce  when  orders  dry  up. 

How  high  can  productivity  gro\  , 
go?  From  1948  to  1973,  it  average 
little  less  than  3%  a  year.  Then 


COMMENTARY 


By  Richard  S.  Dunham 

THE  ADMINISTRATION'S 
BLUE-COLLAR  BLUES 


The  candidate  stood  before  a  group 
of  Ohio  construction  workers  and 
dished  out  red-meat  rhetoric  for 
Labor  Day.  "There's  a  problem 
with  the  manufacturing  sector,"  he  said. 
"We've  lost  thousands  of  jobs...  manu- 
facturing must  do  better."  Democrat 
Dick  Gephardt  down  at  the  union  hall? 
Nope.  It  was  George  W.  Bush,  who  has 
presided  over  the  biggest  loss  of  manu- 
facturing jobs  since  Herbert  Hoover. 

If  the  President  is  sounding  themes 
of  the  populist  Left  these  days,  there's 
good  reason.  He's  feeling  the  heat  from 
a  huge  loss  of  jobs.  Since  Bush  took  of- 
fice, 2.5  million  U.  S.  factory  jobs — 16% 
of  the  total — have  been  lost.  Although 
such  jobs  have  been  vanishing  for 
years,  "this  is  clearly  the  worst  we've 
seen,"  says  William  A.  Strauss,  a  senior 
economist  at  the  Federal  Reserve  Bank 
of  Chicago. 

The  manufacturing  morass  is  setting 
off  a  poUtical  scramble  that  stretches 
from  that  muddy  construction  site  in 
Richfield,  Ohio,  all  the  way  to  Beijing. 
That's  where  Bush  dispatched  Treasury 
Secretary  John  W.  Snow  for  currency 
talks  designed  to  moUify  U.S.  execs 
and  blue-collar  voters  angered  at  the 
loss  of  manufacturing  jobs  to  China. 
Critics  say  China,  by  pegging  the 
yuan  to  the  dollar  at  an  artificially  low 
rate,  is  flooding  the  U.  S.  with  cheap 
goods.  While  Administration  officials 
believe  the  threat  is  exaggerated,  they 
don't  want  to  appear  complacent.  "We 


have  to  recognize  the  domestic  political 
story  line,"  says  a  top  Bush  aide.  "We 
have  to  address  it."  Snow  left  Beijing 
on  Sept.  3  without  a  deal  but  expressed 
optimism  that  the  currency  will  eventu- 
ally be  allowed  to  float.  Asian  econo- 
mists say  the  gambit  was  doomed.  "No 
[Chinese]  leaders  want  to  be  seen  as 
giving  in  to  foreign  pressure,"  says  Citi- 
group's  Yiping  Hviang  in  Hong  Kong. 

Bush  is  hoping  for  more  tangible  re- 
sults at  home.  He  will  soon  name  a  new 
Commerce  Dept.  manufacturing  czar, 
and  on  Sept.  15,  Commerce  Secretary 
Donald  L.  Evans  is  slated  to  unfurl  a 
"Manufacturing  Initiative"  in  Detroit. 
The  package  recycles  Bush  proposals 
such  as  legal  reform  and  energy  legisla- 
tion. But  it  also  includes  a 
push  for  tougher  enforce- 
ment of  trade  pacts,  includ- 
ing an  assault  on  dumping 
and  export  subsidies.  Biisi- 
nessWeek  has  learned  that 
Evans  will  propose  making 
it  easier  for  U.  S.  business- 
es to  file  antidumping  and 
subsidy  cases  by  requiring 
less  proof  of  damage  before 
a  complaint  can  be  filed.  "We  need  to  be 
more  proactive  in  looking  at  allegations 
[of  cheating] . . .  instead  of  waiting  until 
an  injury  happens,"  says  Conmierce 
Under  Secretary  for  International 
Trade  Grant  D.  Aldonas. 

Still,  economists  say  few  of  these 
measures  are  likely  to  have  much  im- 


CRAYOLA  FACTORY 

Rising  producti\ity 
translates  into 
fewer  lad  on  jobs. 
That  could  present 
a  problem  for  Bush 
in  the  campaign 


pact  on  the  systemi. 
in  factory  jobs.  Risi 
ductivity  means  ma 
ers  can  maintain  thi 
of  gross  domestic  p: 
about  16%— with  fe 
workers.  And  even 
were  to  float  its  cm 
likely  would  do  no  1 
than  slow  the  expoi 
to  China. 
Manufacturing's  woes  presen 
political  challenge  for  Bush  bee 
downturn  is  concentrated  in  th< 
ground  states  of  Pennsylvania, 
Michigan,  Minnesota,  \^consin 
souri,  and  West  Virginia.  The  d 
decline  in  textile  jobs  also  thres 
Bush's  solid  grip  on  Georgia  an 
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ted  to  under  1.5%  annually  from 
to  1995.  Productivity  rebounded 
|3%  in  the  next  five  years  and  has 
•d  to  3.9%  annually  .since.  So  long- 
estimates  are  being  ratcheted  up. 
few  think  the  first-half  rate  of 
sustainable,  the  Federal  Reserve 
d  i.s  implicitly  predicting  long-run 
activity  growth  of  2.5%  to  3%.  J.  P. 
an  senior  economist  James  Glass- 
estimates  it  at  about  3%. 
lat  means  that  over  the  longer 
,  the  economy  is  capable  of  higher 
th  without  inflation  than  many 
)mists  have  predicted.  If  long-term 
activity  is  now  closer  to  3%  and 
ibor  force  is  growing  at  1%  a  year, 
jt  can  grow  steadily  at  roughly  4%. 
lere  is  a  downside,  of  course.  While 


it's  good  for  the  economy  as  a  whole, 
rising  productivity  accounts  for  the  job- 
less recovery  the  U.S.  has  seen  so 
far — and  will  continue  to  see  for  some 
time.  Since  rising  productivity  lets  com- 
panies meet  new  demand  without 
adding  workers,  fiDF  will  have  to  grow 
at  a  higher  rate  than  in  the  past  before 
new  jobs  are  created.  Most  economists 
think  it  will  take  a  long  period  of 
growth  above  4%  for  the  unemploy- 
ment rate,  now  over  6%,  to  fall  back  to 
5%  or  so. 

And  some  economists  continue  to  fear 
that  the  latest  signs  of  a  productivity- 
led  economic  recovery  could  be  another 
false  dawn.  Columbia  University  econo- 
mist Edmund  S.  Phelps  worries  that  in 
their  cost-cutting  zeal,  companies  may 


have  carved  too  deeply  int(j  research 
and  development. 

He  may  be  right.  But  many  compa- 
nies with  a  reputation  for  ruthless  cost- 
cutting,  such  as  Wal-Mart  Stores  Inc., 
continue  to  invest  for  the  future.  Says 
Wal-Mart  Chief  Information  Officer  Lin- 
da Dillman:  "There  are  a  lot  of  cios 
right  now  who  are  trying  to  defend 
their  existence....  That's  not  a  question 
I  ever  get.  It's  more  a  battle  over  what 
are  the  long  list  of  things  we  think  we 
can  go  make  a  difference  with." 

American  business  is  getting  its  ani- 
mal spirits  back.  And  the  productivity 
surprise  has  a  lot  to  do  with  it. 

By  Peter  Coy  in  New  York,  with 
Tim/jthy  J.  Mullaney  in  New  York,  and 
bureau  reports 


lie  ha.';  (lofK-  absolutely  noth- 
;  up  to  the  promises  he  made 
nufacturing  sector,  particularly 
tile  industry,"  says  Willis  C. 
ore  III,  executive  vice-presi- 
CFO  of  textile  manufacturer 
in  Greensboro,  N.C.  "He 

get  my  vote  next  time." 
Democratic  rivals  sense  an 
^ile  their  approaches  vary 
I  favor  far  more  activist  feder- 
|.  Senator  Joseph  I.  Lieberman 
t  would  use  the  tax  code  to  re- 
lufacturers  based  on  the  share 
roduction  that  remains  in  the 
mer  Vermont  Gfjvemor 
L)ean  would  reopen  trade  pacts 
Invironmental  and  labor  con- 
and  Gephardt  wants  an  inter- 


THE  POLITICS  OF  JOBS 

Here's  where  President  Bush  and 

his  Dern/)cratic  rivals  stand  f/n 

the  decline  of  manufacturing 

jobs  in  the  U.S.: 


PRESIDENT  BUSH 


■  Bush  says  he'll  appoint  a  manu- 
facturing czar  to  help  create  jobs 

■  Treasury  Secretary  John  Snow 
wants  China  to  float  its  currency 

■  Tax-rate  cuts  should  prompt  man- 
ufacturers to  expand  investments 

■  Steel  and  agriculture  would  bene- 
fit from  new  tariffs  on  imports 


THE  DEMOCRATS 


national  minirnurri  wage  that  coui     :      < 

the  cost  of  foreign  goods.  ■  Connecticut  Senator  Joseph 

While  most  execs  remain  big  fans  of  Lieberman  favors  new  tax  credits  to 

Bushonomics,  many  fret  about  manufac-  reward  U.S.  companies  for  keeping 

turing's  pHght.  "If  we  don't  do  some-  plants  at  home 

thing  relatively  quickly,  we  aren't  going  

to  have  a  whole  lot  of  domestic  manu-  ■  Massachusetts  Senator  John 

facturing  left,"  says  John  P  Hiler,  presi-  Kerry  proposes  a  Clintonesque 

dent  of  Hiler  Indu.stries  Inc.,  a  LaPorte  approach  based  on  job  training 

rind.)  metal-casting  company  That's  ■Former  Vermont  Governor  Howard 

why  rx^liticians  of  all  stnpes  will  extol  p,  ,.  u  a.    ^  ,. 

their  industrial  strategies  from  here  to  f^^"  ^°^'^  ^^°P^"  .^'^  f  ^^  P^^^^. 

Election  Day-even  a.s  U.  S.  factory  *«  ,^'"  "^^  concessions  from  Ameri- 

jobs  continue  their  downward  spiral.  ^^^.?.^^^^^^. 

■  Missouri  Representative  Richard 

With  Paul  MagriTisson  in  Wasthing-  Gephardt  wants  the  World  Trade 

tmi,  Dext^  Roberta  in  Beijimf,  Mark  Organization  to  enforce  a  global 

Ctifffjrd  in  Hong  Kf/ng,  Jone-ph  Weber  minimum  wage 
in  Chicago,  ami  Dean  Fmust  in  Attanta 
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TECHNOLOGY 


rS  THE  SPENDING  DROUGHT 
OVER  AT  LASn 

Corporate  IT  outlays  are  at  their  strongest  since  early  2000 


When  Cisco  Systems  Chief  Execu- 
tive John  T.  Chambers  told  WaU 
Street  analysts  a  month  ago  to 
look  for  revenue  growth  of  3%  after 
three  quarterly  declines,  he  couched  it 
in  tortured,  Alan  Greenspan-like  prose. 
"We  are  starting  to  see  some  ver\'  early 
signs  that  could  be  interpreted,  with  the 
appropriate  caveats,  as  cautiously  opti- 
mistic," he  said. 

Now,  the  limb  Chambers  was  standing 
on  looks  a  lot  sturdier  According  to  the 
Commerce  Dept.,  second-quarter  spend- 
ing on  information-processing  gear  rose 
7.6%  over  the  previous  year,  the  fastest 
growi:h  since  late  2000.  With  the  second 
half  expected  to  remain  strong,  growth 
for  the  full  year  should  come  in  at  about 
6%,  according  to  Precursor  Group,  an  in- 
vestment-research iirm.  And  next  year 
covild  approach  9%. 

Has  the  long-awaited  tech  rebound  ar- 
rived at  last?  It  certainly  seems  that 
way.  Corporate  profits  ai-e  up  and  chief 
information  officers  report  higher  spend- 
ing. Indeed,  there  appears  to  be  a  major 
psychological  shift:  going  on  throughout 
the  business  world  as  signs  of  a  strength- 
ening economy  abound  and  the  stock 
market  marches  higher.  Dell,  IBM,  Mi- 


crosoft, and  Intel  all  reported  double- 
digit  revenue  gains  in  the  second  quarter, 
while  Chambers  told  analysts  on  Sept.  3 
that  August  sales  exceeded  expectations. 
Other  tech  companies  expect  similar 
jumps.  "I  saw  10  customers  on  a  trip  in 
August,  and  everj-  one  of  them  said  busi- 
ness was  impro\ing,"  says  Michael 
Marks,  CEO  of  contract  manufacturer 
Flextronics  International  Ltd.  "If  Sep- 
tember and  October  are  strong,  it's  let 
the  good  times  roll'  again." 

Well,  not  quite.  Don't  expect  a  return 
to  the  boom  times,  but  there's  little  doubt 
that  a  confluence  of  factors  is  driving  a 
nascent  recovery.  While  consumer  de- 
mand for  PCS  and  digital  cameras  has 
been  brisk  for  a  long  time,  now  corporate 
buyers  are  beginning  to 
weigh  in.  Some  companies 
are  once  again  replacing 
aging  PCS  and  other  equip- 
ment with  new,  lower- 
priced  models.  Sales  of 
$3,000  servers  based  on 
the  fi-ee  Linux  operating 
software,  for  instance, 
grew  40%  in  the  second  -20 1 
quarter  as  corporate  buy- 
ers   continued    to    move 
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SERVERS  ARE  MOVING 
IBM,  Dell,  Intel,  and  Microsoft  sa? 
double-digit  second-quarter  growt 

ON  THE  FLOOR  OF  BIG  BLUE'S 
POUGHKEEPSIE  (N.Y.)  FACTORY 

away  from  Unix-based  models  that  ty 
caUy  cost  around  $25,000.  The  over 
server  business  grew  in  the  quarter 
for  the  first  time  in  nearly  two  yea 
Chip  sales  are  also  on  a  roll,  growi 
10.5%  in  July,  to  $12.5  billion.  Chip  pia 
are  now  running  at  94%  of  capacity. 
Even  battered  segments  are  sho' 
signs  of  Ufe.  While  phone  companii 
budgets  called  for  spending  cuts  of  1< 
in  2003,  cheaper  broadband  oflFerings 
SBC  Communications  and  Verizon 
mLmications  have  led  to  higher  sales; 
Net-access  gear.  Sales  are  also  up 
wireless  networks  and  "voice-over 
phones  that  let  companies  cut  phone 
by  using  the  Web.  On  Sept.  3,  for 
stance,  Nortel  Networks  landed  a  $1 
lion  wireless  contract  with  Verizon 
the  Defense  Dept.  plans  to  spend 
million  in  the  next  two  years  to  buil( 
high-speed  network  called  gio-be 
mega-deals  for  corporate  software 
been  rare,  SAP  recently  signed  a  $35 
Uon  pact  with  soapmaker  Dial  Co| 
"[Customers]  seem  more  optimistic," 
SAP  America  Inc.  CEO  WiUiam  R. 
Dermott.  "It's  the  first  signal  that  t] 
are  about  to  move." 

For  now,  much  of  the  spending 
to  be  coming  from  smaller  comp: 
according  to  execs  at  Cisco,  Dell, 
SAP.  Why  is  the  little  guy  spend 
Smaller  companies,  which  tj'pically  mi 
faster  than  larger  ones,  are  in  st: 
enough  shape  now  to  take  advan 
newer,  lower-cost  technologies  for 
first   time   in   years.    Lamps   Plus 
Chatsw^orth,  Calif.,  for  example,  is  pui 
e-commerce  kiosks  in  each  of  its  44  si 
and  has  hiked  its  tech  spending 
to  $2  million,  over  the  past  two  ye 

Given  the  budding  upturn,  will  all  'I 
cautious  talk  from  high-tech's  CEOs  t] 
soon?  Maybe  not.  Thej-^ve  been  b 
before,  as  Cisco's  Chambers  knows 
too  well.  "There  are  strong  incentiv 
wait  before  you  take 
foot  off  the  brake, 
less  put  it  on  the  gas  p| 
al,"  he  says.  That's  ( 
reason  why  this  tech 
covery,  while  welcoi 
isn't  likely  to  break  i 
speed  records. 

By  Peter  Burrows 
San  Mateo,  Calif.,  u 
Steve  Hamm  in  A 
York,  and  bureau  repo. 
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COMMENTARY 


By  Rich  Miller 


THE  PRICE  OF  LOST  CREDIBILITY 


After  being  revered  for 
years  as  a  monetary 
maestro,  Federal  Re- 
serve Chairman  Alan 
Greenspan  now  finds  him- 
self the  subject  of  derision 
and  doubt.  Stung  by  wild 
swings  in  bond  prices,  in- 
vestors blame  the  Fed 
chief  for  misleading  the 
markets  about  the  threat 
of  deflation  and  the  central 
bank's  likely  response  to  it. 
The  result  has  been  a  loss 
of  Fed  credibility.  And 
that's  making  it  hard  for 
the  central  bank  to  con- 
vince investors  that  the  im- 
proving economy  won't 
bring  tighter  credit  and 
faster  inflation. 

In  an  effort  to  set  things 
straight,  Greenspan  used 
the  Kansas  City  Fed's  an- 
nual end-of-summer  meet- 
ing of  monetary  mavens  in 
Jackson  Hole,  Wyo.,  to  provide  his 
first  public  exposition  of  his  brand  of 
monetary  policy.  Unfortunately,  his 
explanation  fell  short,  raising  as  many 
questions  as  it  answered.  It  also 
sowed  confusion  about  one  of  the 
prime  topics  preoccupying  the  bond 
market:  Just  when  will  the  Fed  start 
raising  rates? 

Greenspan  dubbed  his  strategy  a 
"risk-management  approach"  that  in- 
volves weighing  the  probabilities  of 
various  economic  outcomes  and  acting 
accordingly.  He  tries  to  minimize  the 
risk  of  particularly  damaging  develop- 
ments, such  as  deflation,  even  if  he 
thinks  such  dangers  are  not  likely  to 
occur.  "Such  a  cost-benefit  analysis  is 
an  ongoing  part  of  monetary  policy 
decision-making,"  he  said. 

That's  the  approach  the  Fed  fol- 
lowed when  Russia  defaulted  on  its 
debt  in  1998.  Although  the  Fed  be- 
lieved the  U.  S.  economy  would 
weather  that  crisis,  it  cut  interest 
rates  anyway  in  case  it  was  wrong. 

The  Fed  chiefs  remarks,  which  had 
little  impact  on  the  market,  went 
straight  to  the  heart  of  an  age-old  de- 
bate in  monetary  policy.  Should  cen- 
tral bankere  set  interest  rates  using 
strict  policy  rules,  such  as  those  that 


link  rate  changes  to  the 
ups  and  downs  of  infla- 
tion and  unemployment? 
Or  should  they  use 
discretion? 

Not  surprisingly, 
Greenspan  favors  more 
flexibility.  And  on  its 
face,  the  strategy  makes 
sense.  Monetary  policy 
"is  like  driving  to  Jack- 
son Hole,"  says  econo- 
mist Michael  Miissa. 
"You  want  to  follow  the 
road,  but  if  you  meet  a 
herd  of  bison  on  the 
way,  you  stop." 

But  in  practice,  carry- 
ing out  such  a  flexible 
pohcy  is  difficult. 
Greenspan  says  a  risk- 
management  strategy  is 
necessary  because  the 
economic  and  financial 
outlook  is  fraught  with 
unceitainty.  Trouble  is,  if  the  Fed 
doesn't  clearly  explain  how  it  sees  the 
risks,  its  owTi  policy  response  can  add 
to  markets'  uncertainty.  That's  what 
happened  lately  as  investors  have 
struggled  to  figure  out  just  how  far 
the  Fed  would  go  to  minimize  the  re- 


Investors 
blame  the  Fed 
for  misleading 
markets  about 
the  threat  of 
deflation.  Now 
Greenspan 
needs  to 
explain  his 
strategy  better 
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mote  risk  of  a  deflational 
downturn.  I 

Nor  do  the  markets  hal 
a  clear  sense  of  what  th<l 
risk-driven  strategy  meil 
for  rates  in  the  coming  I 
months.  If  the  Fed  cut  I 
rates  so  sharply  in  part  I 
because  of  deflationary  I 
risks,  what  will  it  do  no-vl 
that  a  strengthening  ecol 
omy  has  all  but  wiped  o  J 
that  danger  and  has  stail 
ed  to  fan  talk  of  inflatiorl 
Greenspan  has  soughtl 
to  convince  the  markets  I 
that  hell  stand  pat  for  I 
quite  a  while,  even  as  thl 
economy  picks  up  steamJ 
But  investors,  aware  of  I 
the  premium  Greenspan  I 
places  on  flexibility,  are  I 
skeptical.  Already,  they  I 
are  driving  up  long-terml 
rates,  partly  in  expectatil 
the  Fed  will  raise  short  I 
rates  in  the  spring.  I 

This  is  not  the  first  I 
time  the  Fed  has  faced  I 
questions  about  when  to  I 
reverse  rate  cuts.  After  I 
cut  rates  in  the  Russian  I 
debt  default,  economist  I 
Alan  H.  Meltzer  says,  it  I 
waited  too  long  to  reversi 
course  in  '99.  The  econoiJ 
built  up  such  a  head  of  I 
steam  that  it  took  much  I 
higher  rates  and  a  reces-l 
sion  to  cool  it  off.  Some  I 
economists  fear  that  in  I 
promising  to  keep  rates  I 
low  for  a  while,  GreenspJ 
will  either  box  the  Fed  I 
into  making  the  same  mil 
take  again,  or  do  further  I 
damage  to  its  credibility  I 
by  reversing  course.  I 
To  his  credit,  Greensp;! 
is  trying  to  explain  his  vl 
sion  of  monetary  policy.  I 
But  after  years  of  playing  the  role  I 
of  cryptic  central  banker,  he  has  a  I 
ways  to  go  before  earning  the  title  cl 
communicator-in-chief.  I 

Fed-matcher  Miller  attended  t\ 
Jackson  Hole,  Wyo.,  meetirl 
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INVESTIGATIONS 


HOW  TO  MAKE  THE  SEC 
LOOK  STODGY 

Will  Spitzer's  mutual-fund  probe  get  the  feds  moving  faster?- 


Eliot  Spitzer,  New  York  State's  at- 
torney general,  is  at  it  again.  Like 
Batman  out  to  save  a  sordid 
Gotham  City,  he  continues  to  pursue 
and  torment  the  professional  investment 
commimity,  vowing  to  end  everything 
from  fraud  to  conflicts  of  interest  that 
affect  investors.  Now,  he's  taking  on  the 
mutual-fund  industry. 

On  Sept.  3,  in  an  energy-infiased  press 
conference,  Spitzer  said  "illegal  trading 
schemes"  allowed  at  least  one  hedge 
fund  to  buy  mutual-fund  shares  at  prices 
that  were  not  available  to  most  other  in- 
vestors. The  attorney  general  annoimced 
a  $40  million  settlement  with  the  hedge 
fund,  Canary  Capital  Partners  LLC,  and 
its  managing  principal,  Edward  J.  Stem. 
Stem,  the  son  of  real  estate  magnate 
and  billionaire  philanthropist  Leonard 
Stem,  did  not  admit  or  deny  wrongdo- 
ing. Spitzer  continues  to  probe  mutual 
funds  on  the  other  side  of  its  trades. 
"It's  the  first  shock  to  the  fund  industry 
in  60-some  years,"  says  John  Collins,  a 
spokesman  for  the  Investment  Company 


Institute,  a  Washington  (D.C).  fund  in- 
dustry trade  group.  "If  these  charges 
prove  true,  there  has  been  a  breach  of 
law  that  cuts  close  to  the  heart  of  what 
protects  all  mutual-fund  shareholders." 

But  while  Spitzer  continues  to  grab 
headlines,  many  wonder:  Where  is  the 
Securities  &  Exchange  Commission? 
The  SEC  has  made  clear  it  wants  mutu- 
al funds  to  give  investors  more  infor- 
mation about  fees,  portfolio  turnover 
rates,  revenue-sharing  payments  to  bro- 
kerage firms,  and  the  compensation  of 
portfoho  managers.  In  January  it  pro- 
posed some  new  regulations,  and  in 
June  it  put  out  a  120-page  report  on 
the  industry's  practices.  In  late  July, 
the  House  Financial  Services  Committee 
passed  a  bUl  that  would  make  most  of 
those  changes  and  more.  Now,  expecta- 
tions are  high  that  Spitzer's  big  splash 
will  spur  the  sec  to  adopt  those  meas- 
ures quickly,  and  perhaps  more. 

But  if  greater  transparency  is  always 
helpful,  that  alone  is  unUkely  to  stop 
the  sorts  of  illegal  practices  Spitzer  al- 


leges. And  probing  mutual  funds  hj 
been  a  top  priority  at  the  sec,  althc 
its  caseload  is  up.  Says  Mercer  Bull 
a  law  professor  at  the  Universit; 
Mississippi  and  founder  of  Fimd  Dei 
racy,  a  mutual-fund  advocate:  "The 
failure  has  been  on  the  enforcen 
side.  The  sec  has  done  nothing  to  s 
that  it  really  means  business." 

Spitzer's  case  against  Canary 
based  on  a  tip  that  came  his  way- 
he  was  able  to  move  fast  becaus« 
faces  fewer  procedural  hurdles  than 
sec  does.  "Spitzer  continues  to  tr 
the  sec  in  major  new  areas  of  invt 

gation He's  making  an  obvious  e: 

to  beat  the  sec  to  the  prosecute 
deadline,"  says  Seth  T.  Taube,  a  for 
sec  prosecutor  who  now  chairs  th€ 
curities  litigation  practice  of  McCart^ 
EngUsh,  a  Newark  (N.J.)  law  firm. 

The  sec  applauded  Spitzer's 
score — but  wondered  why  he  pun 
the  case  without  clueing  them 
"We've  been  looking  at  mutual-1 
sales  practices  for  a  number  of  moni 
says  one  official.  "Collectively,  we  1 
limited  resources  in  which  to  look  uj 
every  rock;  perhaps  we  could  be  n 
efficient  with  a  little  more  coordinati 

Spitzer's  complaint  against  Car 
Capital  should  put  to  rest  any  idea 
the  mutual-fund  industry  is  a  pris^ 
ethical  world  in  which  little  watch' 
ging  is  needed.  The  complaint  all« 
that  Canary  was  allowed  to  trade  cei 
mutual  funds  after  the  market  clo 
exploiting  market  swings.  "Late  t 


ANATOMY  OF  A  FRAUD 

In  exchange  for  large  investments  in 

foe-generating Junds,  mutual-fund  companies 

allowed  hedge  Junds  to: 

►Trade  mutual-fund  shares  illegally  on 
after-hours,  market-moving  news 

►Get  in  and  out  of  mutual-fund  shares  through- 
out the  trading  day,  called  timing 

►Profit  from  artificially  low  share  prices  the 
fund  companies  maintained  in  their  own 
funds  at  the  market's  close 

But  that  meant  big  costs  for  investors: 

►Timing  created  transaction  costs  that  were 
passed  on  to  long-term  investors 

►Gains  were  limited  since  managers  held  more 
cash  to  pay  profits  to  the  hedge  funds 

►Timing  forced  funds  to  use  costly  hedges  to 
keep  volatility  down 

►Redemption  fees  for  timers  were  waived, 
depriving  the  mutual  funds  of  revenue 

Data:  New  York  State  Attorney  General's  Office 
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ing,"  as  it's  sometimes  called,  is  prohibit- 
ed by  New  York  State's  Martin  Act  and 
SEC  regulations  because  it  allows  select 
investors  to  take  advantage  of  events 
that  occiir  after  the  market  has  closed 
and  are  not  figured  into  the  funds'  net  as- 
set value  (nav).  Spitzer  described  the 
practice  as  "being  permitted  to  bet  on 
yesterday's  horse  race." 

The  hedge  ftind  was  also  allowed  to 
engage  in  "timing"  mutual  funds — do- 
ing short-term  "in  and  out"  trades, 
based  on  previous  navs.  This  harms 
buy-and-hold  investors.  Spitzer  called 
this  type  of  trading  "akin  to  playing  a 
casino  with  loaded  dice." 

What  was  in  it  for  the  mutual  funds? 
Plenty.  Canary  plowed  mUlions  in  assets 
into  the  mutual  funds  in  exchange  for 
the  right  to  engage  in  timing.  The  hedge 
fund  also  offered  to  pay  higher  manage- 
ment fees  than  other  cvistomers.  And  it 
invested  in  accounts  called  "sticky  as- 
sets"— typically  long-term  investments 
in  other  financial  vehicles  managed  by 
the  mutual  fund,  such  as  bond  funds, 
"that  assured  a  steady  flow  of  fees  to 
the  manager,"  according  to  the  complaint. 

Mutual-fund  firms  named  in  Spitzer's 
complaint  are  among  some  of  the  most 
respected:  the  Bank  of  America's  Na- 
tions Funds,  Strong  Capital  Manage- 
ment, Bank  One,  and  Janus  Group.  All 
say  they  are  cooperating  fully  with  the 
AG's  office.  Says  Russel  Kinnel,  Mom- 
ingstar's  director  of  fund  analysis:  "One 
of  the  reasons  that  funds  are  so  popular 
is  the  perception  that  they're  very  eth- 
ical— they  supposedly  treat  the  little 
guy  like  the  big  guy.  But  clearly,  they 
haven't  done  that  here." 

Ironically,  hedge  funds  have  taken 
most  of  the  heat  fi-om  regulators  and  in 
the  press  of  late.  Some  insiders  say  that 
to  take  the  focus  off  them,  hedge-fund 
managers  have  been  "ratting  out"  their 
mutual-fund  brethren.  "Hardly  anyone 
has  a  clue  about  all  the  games  mutual 
funds  play — it's  all  about  the  big  bad 
hedge  funds,"  says  one  manager. 

Spitzer  would  not  conmient  on  any 
pending  settlement  with  the  mutual-fund 
firms  and  no  charges  have  been  filed. 
But  Canary  will  be  required  to  retvu-n 
$30  million  in  profits  reaped  from  illegal 
trading  and  pay  an  additional  $10  mil- 
lion fine.  Moreover,  the  AG  says  this  issue 
is  far  from  over;  "There  are  many  other 
institutions  involved  in  timing.  It's  just 
Day  One  of  this  investigation."  Given 
Spitzer's  track  record,  it  could  be  re- 
membered as  D-Day  for  mutual-fund 
companies. 

By  Marcia  Vickers,  with  Mara  Der 
Hovanesian  in  New  York  and  Amy 
Bomis  in  Washington 


ANGLING  FOR 

THE  REALLY  BIG  FISH 


When  W.A.  Drew  Edmondson  filled 
felony  charges  against  WorldCom 
and  its  former  GEO,  Bernard  J. 
Ebbers,  on  Aug.  27,  the  Oklahoma  Attor- 
ney General  seemed  to  be  saying:  If  the 
feds  won't  step  up,  I  wiU.  Edmondson  is 
tapping  into  rising  public  resentment  that, 
two  years  after  the  start  of  a  series  of 
corporate  scandals  that  shocked  the  na- 
tion, only  one  GEO  has  gone  to  jail:  Im- 
Qone  Systems  Ina  founder  Samuel  Waksal. 
Meanwhile,  the  former  heads  of  En- 
ron Corp.  and  WorldCom,  the  two  biggest 
blowups,  remain  free.  Although  investors 
lost  bUlions,  the  feds  have  yet  to  charge 
Ebbers — who  has  maintained  his  inno- 
cence since  the  beginning — or  former  En- 
ron Chiefs  Kenneth  L.  Lay  and  Jeffrey 
K.  Skilling,  who  also  say  they've  done 
nothing  wrong.  "The  primary  reason  we 
decided  to  proceed  against  WorldCom 
was  my  disappointment  with  the  sanc- 
tions that  have  been  leveled  to  date  at 


the   federal   level,"   says   E 
Adding  to  the  perception 
most  responsible  for  hurting  ii  ■ 
are  untouchable,  federal  prosecut 
trained  their  early  fire  on  what  s 
as  lesser  crimes.  Take  ImClone.  V  - 
serving  a  sentence  of  seven  ye  ^ 
three  months  for  insider  tradii  ' 
domestic  diva  Martha  Stewart,  \  ' 
3,928  ImClone  shares  at  a  sus} 
opportune  moment,  is  expected 
trial  in  January  on  charges  of  oW 
justice.  Stewart,  who  says  she 
cent  of  any  wrongdoing,  also  fac 
rities  &  Exchange  Commission  cl 
insider  trading.  Says  Edmondson 
art:  "She  didn't  damage  indivil 
vestors  the  way  people  have  be' 
aged  by  Enron  and  WorldCom." 

Have  the  feds  been  sitting  i 
hands?  The  sec  and  Justice  Den 
that  they  are  moving  as  quickly  z\ 
dent.  And  there  has  been  progr  i 


BERNARD 
EBBERS 


WorldCom 


It's  not  clear  that 
the  feds  will  ever 
be  able  to  bring 
charges  against 
Ebbers,  who  is  stiU  under  investigation  by 
the  U.  S.  Attorney  for  the  Southern  Dis- 
trict of  New  York.  True,  the  feds  have 
gone  hard  after  Scott  Sullivan,  Ebbers' 
former  chief  financial  officer.  The  latter 
has  been  charged  with  lying  to  obtain 
$4.25  billion  in  loans  from  company 
bankers,  securities  fraud,  and  filing  false 
financial  statements — allegations  to  which 
he  has  pleaded  not  guilty.  If  Sullivan  is 
convicted  when  he  goes  to  trial  next  Feb- 
ruary, he  could  implicate  Ebbers  in  hopes 
of  reducing  any  possible  sentence  or  fine. 
Four  other  executives,  who  have  pleaded 
guilty  and  are  cooperating  with  Justice, 
may  possibly  do  the  same.  But  for  now, 
no  smoking  gun  tying  Ebbers  to  the  al- 
leged fraud  has  surfaced  publicly.  "Ab- 
sent SuUivan  or  someone  immediately  be- 
neath him,  it  will  be  difficult  to  convict 
Mr.  Ebbers,"  says  Columbia  Law  School 


professor  John  C.  Cofifee  Jr.  "You 
show  he  knew  this  was  going  oi 
easy  in  the  case  of  the  CFO,  bei  ■ 
has  to  sign  off  on  it.  It  could  be  I ' 
so  insulated  that  he  won't  be  bnj 
on  charges." 


JEFFR 
SKILL 

Enron 


ir 


KENNI  • 
LAY 


Enron 

That  both 
main  unind 
most  two  y< 
the  Enron  i 

tion  weighs  heavily  on  Justice* 

Task  Force. 
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ill  of  former  Adelphia  Com- 
is  Corp.  CEO  John  J.  Rigas 
ad  self-dealing  is  set  for  Jan- 
lenies  the  charges.  And  ob- 
-lieve  Richard  M.  Scrushy, 
of  HealthSouth  Corp.,  wUl 
3  indicted  soon  for  his  role  in 
rcutors  have  called  a  scheme 
he  company's  stock  price, 
ays  he  has  done  nothing 
'en  the  Enron  and  World- 
are  coming  along,  say  Jus- 
re.  "I  understand  that  per- 
■cs  like  we're  not  going  after 
s  Associate  Deputy  Attor- 
al  William  Mateja,  Justice's 
on  the  President's  Corpo- 
l  Task  Force.  "But  we  are." 
stice  and  the  sec  argue  that  it 
to  piece  together  criminal  cas- 
sJly  white-collar  ones.  Many  are 
the  bottom  up,  with  lower-level 
targeted  first  in  order  to  gain 
in  against  higher-ups  in  plea 
3.  Outsiders  agree.  "TTiese  rarely 
that  can  be  made  with  paper," 
'ard  Law  School  criminal  law 
Alan  Dershowitz.  "You  need 
to  flip." 
ly,  prosecutors  seem  to  have 


EBBERS:  IT'S 
NOT  CLEAR  THE 
FEDS  WILL  EVER 
BRING  CHARGES 


more  motivation — and  means — to  go  af- 
ter the  big  cheeses  these  days.  Mateja 
says  cases  that  a  decade  ago  took  up  to 
four  years  to  file  now  take  six  months. 
As  of  May  31,  Justice's  corporate-fraud 
task  force — launched  14  months  ago — 
was  handling  more  than  320  investiga- 
tions, involving  more  than  500  people. 
At  the  SEC,  says  a  top  law-enforcement 
official,  as  many  as  20  people  have  been 
working  the  Enron  case,  while  another 
15  are  on  WorldCom  full-time.  Typically, 


the  SEC  puts  three  people  on  a  case. 
Given  the  extra  resources,  some 
outsiders  wonder  why  more  progress 
hasn't  been  made.  "When  there  is 
that  much  firepower  brought  to  an 
investigation,  neither  complexity  nor 
time  are  viable  excuses,"  says  Jacob 
S.  Frenkel,  a  former  federal  prosecu- 
tor and  SEC  enforcement  lawyer  who 
is  now  a  partner  at  Smith,  Gambrell 
&  Russell.  Frenkel  specializes  in 
white-collar  crime  and  is  a  vocal  crit- 
ic of  the  Enron  investigation.  But 
even  skeptics  like  him  hold  that 
WorldCom,  HealthSouth,  and  other 
cases  with  more  modest  staffing  are 
moving  at  a  good  pace. 

As  for  complaints  that  the  SEC  has 
been  slow  to  resolve  charges  against  top 
officials,  the  agency  points  out  that  that's 
for  good  reason:  With  the  two  agencies 
working  so  closely  together,  the  SEC 
doesn't  want  to  muck  up  the  criminal 
probes  by  moving  ahead  with  civil 
charges  that  would  reveal  Justice's  strat- 
egy, witnesses,  and  documents. 

Given  all  the  hurdles,  how  likely  is  it 
that  the  top  brass  will  see  their  day  in 
court?  Here's  the  ciirrent  state  of  play  in 
the  three  largest  alleged  fi-auds. 


to  Skilling  and  Lay,  Justice 
assiduously  working  up  the 
t  year,  it  won  an  obstruction  of 
rdict  against  auditor  Arthur 
.  It  also  has  secured  guilty 
n  two  finance  executives  and 
ry  traders.  Indictments  have 
ined  against  former  Chief  Fi- 
fficer  Andrew  S.  Fastow;  his 
tier  Assistant  Treasurer  Lea 
Freasurer  Ben  F.  Glisan  Jr.; 
I  services  CEOs  Kenneth  Rice 
h  H.  Hirko;  and  at  least  seven 
ner  managers.  All  have  plead- 
Uty 

no  documents  directly  linking 
ir  Lay  to  any  alleged  crimes 
rged.  Many  observers  now  be- 
the  only  way  for  prosecutors 
ailty  verdicts  against  one  or 
would  be  to  get  help  from  one 
f  the  small  group  of  high-level 
;  that  routinely  dealt  with 
nd  Lay.  That  means  Fastow, 
ice,  or  Hirko  would  have  to 
u  are  going  to  need  vdtness 
r  to  bring  the  case  against 
)r  Lay]  to  life,"  says  Philip  H. 
Houston  white-collar  criminal 
ttomey  who  used  to  work  for 

[  Lay  may  be  hardest  of  all. 


While  Skilling,  by  most  accounts,  was 
deeply  involved  in  the  company's  opera- 
tions, "Lay  only  came  back  to  Enron 
[upon]  Skilling's  sudden  retirement,"  says 
Columbia's  Coffee.  "At  the  critical  mo- 
ment, he  was  [not  hands-on].  It's  not  that 
easy  to  hold  him  responsible  for  all  the 
special  purpose  entities." 

AH  of  Enron's  indicted  execs  are  sched- 
uled to  go  to  trial  next  year.  Fastow  and 
Glisan  face  charges  of  wire  fraud,  securi- 
ties fraud,  and  money  laundering.  Rice 
and  Hirko  are  charged  with  insider  trad- 
ing. Watch  closely.  The  outcome  will  de- 
termine whether  the  Enron  Task  Force 
gets  the  energy  giant's  top  players  or 
comes  up  empty-handed. 


RICHARD 
SCRUSHY 

HealthSouth 


Of  all  the  investiga- 
tions, HealthSouth's 
seems  the  most  ad- 
vanced. Although 
launched  in  March,  it  already  has  pro- 
duced more  indictments  than  the  other 


two.  Fourteen  former  executives  have 
pleaded  guilty  to  various  crimes,  ranging 
from  maintaining  false  books  and  records 
to  conspiracy  to  commit  securities  fraud. 
Four  former  chief  financial  officers  are 
among  those  who  have  reached  a  plea 
agreement  with  Alice  H.  Martin,  the 
U.  S.  Attorney  for  the  Northern  District 
of  Alabama. 

All  face  possible  prison  time  and  big 
fines,  but  the  former  CFOs  who  are  pre- 
sumably in  the  best  position  to  implicate 
Scrushy  face  the  toughest  penalties.  Ac- 
cording to  Justice,  William  T.  Owens,  who 
was  still  chief  financial  officer  at  the  time 
of  his  Mar.  26  indictment,  is  staring  down 
$5  minion-plus  in  fines  and  up  to  30  years 
in  prison. 

The  rapid  cooperation  of  such  high- 
level  managers  has  outsiders  feeling  that 
Scrushy,  who  maintains  his  innocence, 
could  face  indictment  soon.  "With  Richard 
Scrushy,  it's  not  a  question  of  if  he  will  be 
charged,  but  when,"  predicts  former  pros- 
ecutor Frenkel.  To  those  who  fear  that 
justice  won't  be  done  if  the  top  dogs 
don't  face  punishment,  that  would  cer- 
tainly be  progress. 

By  Nanette  Byrnes,  with  Mike  France 
and  Susan  Zegel  in  New  York  and 
Paula  Dwyer  and  Lorraine  Woeltert  in 
Washington,  D.C. 


BusinessWeek  /  September  15,  2003  43 


News:  Analysis  &  Commentary 


COMMENTARY 


By  Diane  Brady 


WHY  GE  WENT  FOR  A  LIHLE  GLITZ 


Jeffrey  R.  Inunelt  liked  the  movie 
Seabiscuit,  and  he  even  enjoyed 
himself  once  at  a  Universal  Stu- 
dios Theme  Park  in  Orlando.  But 
that's  not  why  he  wanted  to  merge 
Vivendi  Universal's  entertainment  as- 
sets with  NBC  in  a  proposed  equity 
deal  valued  at  $14  billion.  The  chair- 
man and  CEO  of  General  Electric  Co. 
insists  that  critics  who  say  he  was 
just  snapping  up  a  bargain  from  an 
anxious  seller  are  wrong  as  well. 
"We're  not  in  the  business  of  flipping 
assets,"  says  Immelt.  "If  I  didn't 
think  this  improved  our  business 
strategically  for  the  long-term  good 
of  our  shareholders,  I  wouldn't  do  it." 

The  NBC-Universal  deal  fits  neatly 
into  Immelt's  grand  plan  to  trans- 
form his  industrial  and  finance  giant 
into  a  leader  of  the  Information  Age. 
For  Immelt,  content  and  distribution 
are  the  name  of  the  game — ^whether 
it's  critical  health-care  data  for  GE 
Medical  Systems  or  a  cable 
asset  like  USA  Network. 

And  what  of  those  who 
thought  GE  has  long  wanted 
out  of  the  volatile  media 
game?  Immelt  says  they've 
got  it  wrong,  too.  He  has 
long  said  that  he  wants  to 
increase  the  heft  and  value 
of  NBC,  which  had  the  com- 
pany's biggest  profit  jump 
last  quarter — a  26%  gain,  to 
$688  million.  But  a  bigger  NBC  in- 
evitably meant  moving  beyond  being 
just  a  broadcast  network.  The 
Vivendi  assets  give  him  a  chance  to 
do  just  that.  "This  is  about  stuff  we 
know  how  to  do,"  says  Immelt,  who 
also  presided  over  the  acquisitions  of 
Spanish-language  broadcaster  Tele- 
mundo  Communications  Group  Inc. 
and  the  Bravo  cable  channel  since 
coming  to  the  top  job  two  years  ago. 
"We  understand  the  nuances  of  the 
industry  and  where  it's  going." 

Moreover,  the  deal  meets  key 
characteristics  that  Immelt  wants  to 
see  in  all  GE  businesses:  ties  to  tech- 
nology, proprietary  content,  multiple 
revenue  streams,  control  over  how 
GE  goes  to  market,  and  capital  effi- 
ciency. "You  don't  have  to  build  a 
film  factory  every  year,"  he  notes. 

Sure,  it's  risky  pairing  the  profit- 


obsessed  disciplinarians  from  GE 
with  the  artistic  Hollywood  types 
churning  out  shows  and  movies  for 
Universal — a  risk  Immelt's  prede- ' 
cessor  Jack  Welch  was  never  willing 
to  take.  But  Immelt  needs  to  branch 
out  if  he  is  going  to  reshape  GE  into 
more  of  an  information-  and  servic- 
es-based company. 


IMOVIE  STUDIO  Volatile  business,  but 
boasts  backlist  of  more  than  5,000 
film  titles  and  room  to  cut  costs 

CABLE  CHANNELS  USA  Network  and 
others  are  strong  revenue  earners  and 
will  provide  venues  for  distribution 

TV  PRODUCTION  Hard  to  predict  hits, 
though  NBC  will  own  a  combined 
32,000  TV  episodes 

THEME  PARKS  Least  appealing  asset  for  GE, 
which  may  soon  sell  its  stake  to  an  outside  bidder 


What  about  the  entertainment  in- 
dustry's infamous  hit-or-miss  na- 
ture? Inmielt  and  NBC  Chairman 
Bob  Wright  are  betting  the  volatili- 
ty of  moviemaking  and  theme  parks 
will  be  smoothed  over  by  steady 
revenues  from  other  businesses,  in- 
cluding cable  networks  and  Univer- 
sal's library  of  5,000  film  titles  and  a 
combined  cache  of  32,000  TV 
episodes.  That  could  prove  a  gold 
mine  in  the  new  era  of  video-on-de- 
mand. Says  Immelt:  "It  has  become 
even  more  important  now  because 
there  are  so  many  different  ways 
people  \iew  programming  today." 

Still,  Immelt  understands  the 
perils.  He  acknowledges  that 
running  theme  parks,  for  one,  is 


"something  that  we  don't  bring 
any  management  expertise  to."  And 
as  movies  and  TV  enter  into  the  dig- 
ital era,  many  worry  that  they  will 
face  the  problem  of  illegal  down- 
loads, ge's  famed  management  ex- 
pertise, moreover,  is  no  insurance 
against  a  box-office  dud  or  disas- 
trous tourist  season. 

But  for  now,  in- 
vestors like  the  new 
script.  GE  shares, 
which  have  dropped  al-' 
most  50%  from  the 
giddy  heights  reached 
under  Welch's  regime, 
were  up  more  than  5% 
in  the  two  days  after 
the  deal  was  an- 
nounced. One  reason: 
The  deal  won't  dent 
cash  flow  or  earnings. 
Analyst  Kerry  Stirton 
of  Sanford  C.  Bern- 
stein notes  that  media 
companies  often  trade 
at  a  miiltiple  of  up  to 
27  times  forward  earn- 
ings, vs.  the  18  multi- 
ple that  GE  comJTiands. 
WMe  the  $13  bilhon  ir, 
combined  revenues  of 
NBC  Universal  last 
year  is  still  less  than 
10%  of  ge's  total,  it 
adds  a  more  lucrative 
element  to  the  mix. 

So  will  GE  do  a  bet- 
ter job  than  others  at 
reining  in  the  profligate  ways  of  the 
entertainment  industry?  GE — which 
pays  heavily  for  the  mega-hit 
Friends — knows  as  well  as  any  how 
hard  it  can  be  to  try  hammering 
dowm  that  $20  million  salary  for  the 
star  of  a  big  production  when  a  com- 
peting studio  is  ready  to  offer  even 
more.  Still,  if  any  corporation  has  a 
chance  of  making  Hollywood  more 
efficient,  it's  likely  to  be  the  but- 
toned-down  folks  at  GE. 

Associate  Editor  Brady  covers  GE. 


UiisiiKvssWiM'k  online 


For  a  Q&A  with  Immelt,  go  to 
www.businessweek.com/magazineyextra.htm 
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It's  on  demand  business.  And  it's  how  Fujifilm  is  seeing  more  custome 

Today  the  pictures  may  be  digital,  but  everybody  still  wants  prints.  Pronto.  Working 
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EWPLOYMEWT  BENEFITS 

NEXT  IN  CALIFORNIA: 
ROLLING  FREAKOUTS? 

A  bill  for  universal  health  care  could  whomp  small  business 


All  it  takes  to  scare  the  daylights  out 
of  a  small-business  owner  in  Cali- 
fornia are  three  words:  universal 
health  care.  That  phrase  has  risen  to  the 
top  of  the  agenda  in  Sacramento,  where 
legislators  are  racing  to  get  a  health- 
care bill  to  Governor  Gray  Davis'  desk 
before  the  recall  election 
on  Oct.  7.  The  bill  w^ould 
reqviire  most  companies  to 
provide  health  insurance 
for  full-time  and  some  part- 
time  employees  in  Califor- 
nia. And  because  it  is  sup- 
ported by  the  powerful 
labor  lobby,  which  is  iight- 
ing  hard  to  keep  Davis  in 
office,  the  governor  just 
might  sign  it. 

If  he  does,  it  could  be 
the  last  straw  for  employ- 
ers struggling  to  stay  afloat 
in  the  Golden  State.  Many 
are  buckling  under  high 
costs  for  energy  and  work- 
ers' compensation  insur- 
ance— twice  the  national 
average.  The  health-care 
bill  could  double  and  even  triple  the  cost 
of  providing  benefits  for  some  companies. 
"It  would  be  catastrophic,"  says  Jack 
Kyser,  chief  economist  for  the  Los  Ange- 
les County  Economic  Development  Corp. 
The  legislation  is  the  most  sweeping 
health-care  proposal  to  get  this  far  in  the 
nation's  most  populous  state.  As  such,  its 
passage  could  also  heat  up  the  national 
debate  over  health  coverage,  just  as  the 
Presidential  campaign  season  kicks  off. 

Business  groups,  including  the  Cali- 
fornia Chamber  of  Commerce,  are  trying 
to  block  the  bill.  As  now  written,  it 
forces  any  company  with  more  than  20 
employees  in  California  to  provide  health 
plans  for  all  of  its  workers,  or  to  pay  a 


fee  to  a  state-run  health  plan.  Compahies 
with  200  workers  would  have  to  cover 
dependents  as  weU.  What's  more,  em- 
ployers would  have  to  shoulder  at  least 
80%  of  each  employee's  insurance  pre- 
mium. For  example,  a  company  that  now 
provides  family  coverage  but  pays  only 


year  in  health  care,  workers'  comp, 
tricity,  and  other  costs.  "The  writi 
on  the  wall:  We're  not  wanted 
Greif  says.  "So  bye-bye,  California.^ 

The  threat  of  more  companies 
peding  out  of  the  state  is  likely  to ; 
a  backseat  to  Davis'  instincts  of 
preservation.  The  bill  is  the  pet  pi 
of  Democratic  state  Senate  leader 
Burton,  who  sees  Davis'  weaknesJ 
an  opportunity  to  pass  the  bill  by  S| 
12  when  the  legislature's  current 
sion  ends.  More  important,  the  bil 
co-sponsored  by  the  California  Lsl 
Federation,  which  has  laimched  af 
miUion  campaign  urging  its  2.1 
members  to  vote  against  the  reMji 


70%  of  the  premium  would  see  its  health 
care  costs  jxmip  an  average  of  15%,  to 
$6,000  per  employee  per  year  Employers 
who  now  cover  only  workers  could  see 
expenses  balloon  as  much  as  150%  once 
dependents  are  covered,  too. 

No  one  would  be  harder  hit  than  the 
state's  1.1  million  small  companies,  which 
employ  79%  of  working-age  residents. 
Mitchell  Greif,  chairman  of  Coast  Con- 
verters Inc.,  a  Los  Angeles  plastic-bag 
maker,  reckons  the  proposed  law  would 
add  10%  a  year  to  the  $300,000  he  now 
pays  for  his  140  workers.  He's  not  stick- 
ing around  to  see  if  the  bill  passes, 
though.  He's  moving  his  company  to 
Las  Vegas,  where  hell  save  $1  million  a 


HEALTH 
CARE 
FOR  MOST 

California's 
proposal  has 
business  steam- 
ing. Here's  whv: 


•Companies  with  more  than  20  employees  would  have  to 
provide  health  coverage  for  most  workers.  Those  with  more 
than  200  workers  would  have  to  cover  dependents,  too. 

•Employers  would  shoulder  at  least  80%  of  the  premium. 

•The  state  would  provide  no  financial  incentives  to  help 
companies  defray  the  costs  of  health  insurance.  Small 
companies,  which  provide  79%  of  the  state's  jobs,  could 
be  hit  hard. 


IN  SACRAMENTO 


Supporters  are 
pushing  to  get 
the  bill  passed 
and  signed 
before  Davis' 
possible  recall 


With  recent  polls  showing  50%  or  m 
of  voters  in  favor  of  his  recall,  Di 
may  have  little  choice  but  to  sign 
bni  to  keep  labor  on  his  side. 

As  the  debate  rages  on  in  Sacrair 
to,  local  businessmen  and  national  po 
cians  will  be  watching  closely.  The  b 
passage  could  provide  a  talking  pc 
for  Democratic  Presidential  front-r 
ners  Dick  Gephardt  and  Howard  De 
who  have  put  universal  health  care  h 
up  on  their  campaign  agendas.  BacV 
California,  businessmen  such  as  Kj 
Hestehave  will  be  bracing  for  difB( 
decisions.  The  owner  of  Bomatic  I 
a  bottle  maker  in  Ontario,  Calif.,  pi 
to  move  his  company  to  St.  Geor 
Utah,  next  year.  Hestehave  was 
sidering  leaxing  one  manufacturing  pi 
in  California,  but  if  the  health-care 
passes,  he  says  he  may  have  to  shu 
down.  "I  just  can't  afford  to  prov 
these  benefits,"  he  says.  "I  feel  like 
state  is  showing  me  the  door." 
mandated  health  care  could  be  the  fi 
swift  kick  that  pushes  more  employ 
like  him  out  of  the  state  for  good. 

By  ArLene  Weintraub  in  Los  Angi 
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expertise  to  improve  your  software  development  for  on  demand  business.  Your  teams  can  quickly 
build,  customize  and  integrate  new  and  existing  applications.  Open  solutions  built  to  be  scalable  and 
reliable  -  for  immediate  business  value.  For  customer  successes,  visit  ibm.com/rational/seeit 
ness  on  demand  software 


IBM  the  e-lxjsiness  logo  and  e-busioess  on  demand  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States 
and/or  other  countries  '£(2003  IBM  Corporation.  Rational  is  a  trademark  of  International  Business  Machines  Corporation  and  Rational  Software  Corporation  in  the 
United  Slates,  other  countries  or  both  Certain  information  within  this  advertisement  is  based  on  reported  customer  experience  with  IBM  products  noted  at 
ibm.com 'rational/seeil.  IBM  does  not  guarantee  comparable  results.  All  rights  reserved. 


News:  Analysis  &  Commentary 


STOCK  MARKET 


DIVIDENDS  JUST  AREN'T 
DAZZLING  ENOUGH 

In  the  rally,  investors  prefer  to  chase  profits  from  stock  gains 


Eight  months  ago,  President  George 
W.  Bush  got  lots  of  people  excited 
about  dividends  when  he  suddenly 
proposed  not  taxing  them  so  much. 
Companies  were  excited  because  this 
might  be  just  the  kick  in  the  pants  the 
stock  market — and  their  own  share 
price — needed.  Investors  were  eager  to 
collect  a  greater  share  of  their  compa- 
nies' profits.  And  good-governance  types, 
after  a  year  of  accounting  scandals,  were 
heartened  at  the  prospect  of  companies 
raising  their  dividends  to  prove  that 
their  earnings  weren't  an  illusion. 

Now,  looking  back,  was  it  all  a  big 
yawn?  Sure,  Microsoft  Corp.  paid  its 
first-ever  cash  dividend  in  March.  And 
Citigroup  and  Wells  Fargo  &  Co.  raised 
their  dividends  in  July  by  75%  and  50%, 
respectively.  But  while  Microsoft  looked 
like  a  leader  when  it  announced  in 
January  that  it  would  start  pay- 
ing dividends,  fellow  tech  ti- 
tans Dell,  Cisco  Systems,  and 
Oracle  have  not  followed. 
Overall,  companies  are 
boosting  their  dividends, 
but  not  as  fast  as  their 
earnings  are  growing. 
And  investors,  rather 
than  skipping  companies 
that  don't  pay  dividends, 
are  bidding  up  their 
stocks  by  twice  as  much 
as  the  shares  of  compa- 
nies that  do  pay.  No  won- 
der, then,  that  when  Merrill 
Lynch  &  Co.  analyst  John 
Davi  studied  this  year's  divi- 
dend payments,  he  found  them 
"not  anything  extraordinary  when 
you  look  at  historical  trends." 

The  numbers  bear  him  out.  Through 
August,  365  companies  in  the  Standard 
&  Poor's  500-stock  index  were  paying 
dividends — ^up  from  351  at  the  end  of 
2002,  but  still  fewer  than  the  372  in 
2000  and  the  438  in  1990.  Citigroup's 
75%  increase  made  big  news,  but  just 
one-fifth  of  companies  in  the  s&P  500 
have  raised  their  dividends  even  10% 
this  year.  At  the  same  time,  s&P  ex- 
pects earnings  from  the  continuing  op- 
erations of  companies  in  the  index  to 
climb  17%  this  year.  And  next  year,  s&P 
500  companies  will  be  paying  out  only 


about  30%  of  their  earnings,  compared 
with  an  average  42%  since  1988,  s&P 
estimates.  "I  don't  think  there  is  going 
to  be  a  structural  change  in  dividend 
poUcy,"  Davi  says. 

What  happened?  For  one,  the  levy 
on  dividends  wasn't  cut  as  much  as  Bush 
proposed.  Instead,  Congress  decided  it 
would  charge  the  15%  capital-gains  rate, 
rather  than  personal-income  rates  that 
now  range  up  to  35%.  Congress  also 
didn't  make  the  tax  cut  permanent;  it 
expires  at  the  end  of  2008.  Doubtless 
that  has  added  to  investors'  ambiva- 
lence. Stocks  of  s&P  500  companies  that 
do  not  pay  dividends  have  been  up  44% 
this  year  through  August,  compared 
with  18%  for  dividend  payers.  So  if  the 


WHERE'S  THE  PAYOFF? 

Despite  the  dividend-tax  cut,  the  number 
of  dividend-paying  companies  remains 
far  below  the  levels  of  just  a  few  years  ago 
500 


NUMBER  OF  S&P  500  COMPANIES 
350 PAYING  DIVIDENDS     
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tax  cut  gave  any  lift  to  dividend- 
stocks,  it  has  been  overwhelmed  bj 
market's  rush  back  to  growth  st 
particularly  tech  stocks,  that  don't 
dividends.  Confronted  with  the 
of  a  cash  dividend  up-front  or  a  cY 
at  bigger  gains  later,  investors 
ciding  they  will  do  better  with  coe 
nies  trying  to  boost  their  shares  by  : 
vesting  their  profits. 

Last  year  was  different,  though, 
bear  market,  dividend-paying  stcl 
held  their  value  much  better,  losing  l| 
vs.  the  30%  drop  for  stocks  without 
idends.  But  now,  with  stocks  going  | 
investors  seem  more  inclined  to  let 
panies  hold  their  profits  for  them. 

At  the  same  time,  corporate  extj 
tives  have  their  own  reasons  to  a^ 
paying  dividends.  They  can  use 
money  to  fund  acquisitions,  inves^ 
new  factories  and  new  markets, 
buy  back  stock,  all  of  which  can 
consolidate  their  power  and  boost  tlj 
company's  share  prices — and  the 
ue  of  their  own  stock  options, 
more,  dividends  actually  hurt  the 
of  stock  options  (which  offer  no 
dends)  because  stock  prices  dip 
the  payments  are  made  to  reflect  j 
money  paid  out. 

The  tax  cut,  such  as  it  is, 
certainly  still  worth  doing,  I 
perts  say.  While  it  ha:! 
had  a  big  impact  on  stJ 
prices,  it  has  focused" 
tention  on  the  bias  : 
tax    code   against 
dends,  which  occurs 
cause    the    money] 
taxed  twice — as  cor 
rate  profits  and  thenl 
dividends.  It  has  also  \ 
couraged  debate  al 
what  companies  do  ^»l 
;•;      shareholders'  money  I 
."•      made  clearer  the  difl| 
ence  between  a  mati 
dividend-paying  compj] 
and  a  growi;h  company. 
And,  of  course,  the  much-h| 
aided  revival  of  dividends  could 
happen.  "It  takes  a  long  time  to  chail 
a  mindset,  particularly  when  you  havl 
lot  of  managements  that  are  not  use(| 
giving  shareholders  control  of  profil 
says  Joseph  Lisanti,  editor  of  The  C\ 
look,  a  pubhcation  of  s&P,  which,  i| 
BusinessWeek,  is  owned  by  The  ll 
Graw-Hill  Companies.  But  as  longj 
investors,  often  a  gambling  bunch, 
happier  chasing  faster  stock  price 
preciation  than  collecting  reliable  qtl 
terly  checks,  dividends  won't  be  mud| 
get  excited  about. 

By  David  Henry  in  New  1 1 
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Tivoli  software 


Bee  passwords  really  protect. 
5ee  privileges  really  make  sense. 
Bee  productivity  really  go  up. 


I  I    if 
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Tivoli  Identity  Management  software  centrally  secures  and  manages  access  so  the  right 
person  —  whether  employee,  partner  or  customer  —  sees  the  right  information.  It's  open, 
easily  deployed  and  self-managing,  so  you  can  increase  productivity  and  lower  costs.  Leaving 
IT  staffs  more  time  for  strategic  tasks.  For  a  free  buyer's  guide,  visit  ibm.com/tivoli/identity 
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In  Business  This  Week 
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FIRING  UP  THE 
REBATE  ENGINE 

THE  2004  MODEL  YEAR  DOESN'T 
officially  start  until  Oct.  1, 
but  the  incentive  battle  for 
'04  models  is  already  heating 
up.  Chrysler  Group  on  Aug. 
28  raised  incentives  on  most 
of  its  '04s  to  $500  to  $3,000. 
The  carmaker,  whose  sales 
are  down  4.7%  this  year,  says 
it's  taking  the  lead  in  setting 
incentives  from  rival  General 
Motors.  GM  on  Sept.  3  kicked 
in  an  extra  $500  cash  on 
some  big  trucks.  Ford  Motor 
now  offers  only  minor  2004 
incentives  but  may  want  to 
reconsider  after  August's  15% 
sales  decline.  Meanwhile, 
deals  to  move  out  2008  mod- 
els are  in  high  gear. 

AIRLINES:  CLEARED 
FOR  TAKEOFF 

THE  nation's  BATTERED  AIR- 

lines  are  finally  showing  signs 
of  recovery,  and  relieved  in- 
vestors   are    boosting    the 


CLOSING    BELL 


BREWTAL 


The  news  was  less  than 
heavenly  when  Main  Celestial 
Group,  maker  of  Celestial 
Seasonings  teas  and  Terra 
Chips,  predicted  earnings 
per  share  for  fiscal  2004 
will  hit  just  950  to  $1.03. 
With  analysts  expecting 
$1.05,  investors  pummeled 
the  stock:  It  fell  13%  on 
Sept.-*,  to  $17.65. 
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stocks.  Thanks  to  decent 
summer  traffic  and  reduced 
capacity,  the  major  carriers 
reported  packed  planes  and 
stronger  revenue  in  August. 
Continental  Airlines,  for  one, 
announced  on  Sept.  2  that  its 
revenue  for  each  seat  flown  a 
mile — a  widely  watched  in- 
dustry measure — rose  a  high- 
er-than-expected  4%  to  5%  in 
August  on  a  1.7%  increase  in 
traffic.  That's  on  top  of  a 
4.8%  unit  revenue  gain  in 
July.  Analyst  Sam  Buttrick 
of  UBS  Warburg  now  expects 
the  major  U.S.  carriers  to 
lose  $400  million  in  the  third 
quarter,  half  the  loss  he  pre- 
viously forecast.  Despite 
great  uncertainty  over  how 
strong  business  traffic  will  be 
this  fall,  investors  pushed  up 
the  American  Stock  Ex- 
change airline  index  to  near  a 
14-month  high, 

IS  THERE  A  SCANDAL 
IN  THE  HOUSE? 

WEBMD   GOT  AN   UNWELCOME 

house  call  on  Sept.  3,  when 
federal  agents  searched  its 
offices  in  connection  with  an 
ongoing  probe.  According  to 
the  Internet  health-care  com- 
pany, the  U.S.  Justice  Dept. 
is  investigating  its  acquisi- 
tions of  dealers  who  distrib- 
uted its  Medical  Manager 
practice-management  soft- 
ware for  doctors.  A  1999  fi- 
nancial restatement  by  Med- 
ical Manager  is  also  under 
investigation.  The  company 
contends  the  search  was 
based  on  information  from 
two  former  employees  whom 
WebMD  has  sued  for  taking 
kickbacks.  WebMD  says  it 
does  not  expect  the  investi- 
gation to  affect  operations. 

AN  IRAQI  VICTORY 
FOR  MORGAN 

J.P.  MORGAN  CHASE  BEAT  OUT 

competition  that  included  Wa- 
chovia, Bank  One,  and  Bank 
of  America  when  it  was 
named  head  of  the  newly  ere- 


HEADLINER:   THEODORE   WAITT 


GATEWAY  TO  A  COMEBACK? 


Gateway  CEO  Theodore 
Waitt  is  still  fighting  to 
get  his  struggling  PC  mak 
er  back  in  the  game.  On 
Sept.  3,  the  Poway 
(Calif.)  company 
said  it  would  close 
one  of  its  two 
manufacturing 
plants,  cut  450  of    \ 
its  8,500  employ- 
ees, and  out- 
source much  of  its 
production  to  part- 
ners it  will  select  by 
the  end  of  October. 

It's  the  second  major  re- 
structuring Waitt  has  un- 
dertaken this  year.  In 
March,  Gateway  closed  80 
stores  and  laid  off  1,900 
employees.  All  told,  Waitt 
expects  to  save  $515  mil- 
lion a  year.  Investors  ap- 
prove: Gateway's  stock  has 


tripled  to  $6  since  Marclj 

The  cost-cutting  will 
help  win  some  breathing 
room  for  Waitt,  who  hasl 
struggled  to  fend  ofl| 
rival  Dell  for  thretf 
years.  Analysts 
expect  Gateway 
to  report  a  $287] 
million  loss  on 
$3.5  biUion  in 
sales  this  year. 
The  cuts  will 
also  buy  time  for 
Gateway's  efforts  to  ej 
pand  beyond  PCs  into  sue 
gadgets  as  digital  TVs 
digital  cameras  to  pay  off.J 
Sales  in  its  Gateway  Coi 
try  stores  have  been  en- 
couraging so  far.  But  get- 
ting leaner  will  be  the  onH 
way  for  the  PC  maker  to 
curb  its  losses. 

ArLene  Weintrat 


ated  Trade  Bank  of  Iraq  on 
Sept.  2.  J.  P.  Morgan  will  run 
a  consortium  of  13  banks  rep- 
resenting 14  countries  that 
will  finance  the  rebuilding  of 
the  war-torn  country.  Almost 
60  banks  competed  for  the 
lucrative  four-year  contract, 
expected  to  bring  in  millions 
in  fees.  The  new  bank  will 
guarantee  purchases  made  by 
both  the  private  and  public 
sectors,  much  as  trade  banks 
did  in  Japan  and  Germany  af- 
ter World  War  II. 


NEEDY  NATIONS* 
NEW  DRUG  DEAL 

THE     POOREST     NATIONS     OF 

Latin  America,  Africa,  and 
Asia  will  be  able  to  import 
generic  copies  of  drugs  to 
fight  the  worst  epidemics  un- 
der a  tentative  deal  worked 
out  on  Aug.  30  among  the 
146  nations  of  the  World 
Trade  Organization.  Delicate 
negotiations  in  Geneva  set 
the  stage  for  much  broader 


WTO  talks  in  Cancun,  Me 
CO,  on  Sept.  10-14.  The  deaj 
a  major  victory  for  poor 
tions  that  are  struggling 
AIDS,  malaria,  and  tuberct 
sis  but  lack  the  capacity| 
manufacture  generic  form? 
patented  medications.  Thel 
be  allowed  to  import  thJ 
drugs  from  nations  such  I 
Brazil,    India,    and    Soi| 
Africa  without  running 
of  international  trade  lawsj 
patents.  The  deal  requij 
manufacturers  to  follow 
tain  guidelines  to  make 
the  cheaper  drugs  don't 
up  in  other  countries. 

ETCETERA,., 

■  Heinz'  first-quarter  eal 
ings  more  than  doubled  fi'J 
the  y ear-ago  period. 

■  A  federal  court  stayed 
Fcc's  new  media-owners| 
rules. 

■  The  U.S.  Energy  Dept| 
investigating  the   spike 
gasoline  prices. 
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WebSphere,  software 


j3  old  apps  combine  with  nevMipps! 
3  customers  connect  with  partnors^^ 
a  today's  stuff  click  with  tomorrow's. 
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WebSphere  Business  imegi-ation  IS fariincl  away 
era.  Open  and  flexible,  WebSphere  lets  you  mo 
processes.  WebSphere  delivers  an  infrastructuri 
demands,  on  demand.  For  an  Integration  InfoKit  " 
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Washington  Outlook 
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MEDICARE  REFORM: 

NO  MIRACLE  DRUG  FOR  THE  GOP 


When  President  George  W.  Bush  kicked  off  a  debate  on 
Medicare  reform  last  January,  gop  strategists  were 
exultant.  By  promising  a  new  prescription  drug  bene- 
fit for  seniors,  Bush  could  neutralize  an  issue  that  Democrats 
have  used  to  flog  Republicans  since  the  '60s.  But  as  Congress 
heads  into  the  homestretch  on  a  Medicare  overhaul,  the  op- 
portunity looks  increasingly  Uke  a  trap.  Bush  will  lose  points 
if  the  Medicare  reform  effort  fails.  Yet  voters  may  be  disap- 
pointed by  the  bill  that's  likely  to  wind  up  on  his  desk. 

The  problem:  The  promised  $400  billion  drug 
plan  will  fall  far  below  the  pubhc's  expecta- 
tions. "People  have  in  mind  the  benefit  they 
had  when  they  worked,"  says  Robert  J.  Blen- 
don,  a  Harvard  University  expert  in  health 
care  and  public  opinion.  "But  $400  biUion  does 
not  get  that  level  of  benefits.  Seniors  are  going 
to  be  very  unhappy."  A  typical  employer  plan 
covers  70%  of  a  worker's  drug  costs.  But  the 
Hill  versions  of  a  Medicare  fix  would  pick  up 
less  than  a  third  of  a  typical  senior's  expenses. 
So  it's  no  wonder  that  support  for  Bush's  han- 
dling of  Medicare  is  slipping.  An  Aug.  24-26 
Gallup  Poll  showed  that  40%  of  those  ques- 
tioned approved  of  how  he  is  managing  the 
issue,  down  fi'om  44%  in  late  January. 

The  resistance  may  be  strongest  among  those 
nearing  retirement.  Gallup  reported  that  81%  of 
50-to-64-year-olds  think  the  new  law  won't  do 
enough  to  help  seniors  pay  for  medications.  And  they  fear  los- 
ing employer-paid  insurance  when  they  retire.  Today,  just 
23%  of  large  companies  offer  retiree  health  benefits,  down 
from  40%  a  decade  ago.  Administration  analysts  figure  that 
coverage  could  drop  by  an  additional  one-third  if  businesses 
shift  more  responsibility  for  retirees  to  an  enhanced  Medicare. 

The  House  and  Senate  must  still  work  out  key  differ- 
ences in  their  bills.  The  biggest:  How  much  should  Medicare 
be  shifted  to  private  insurers?  Some  union-connected  groups 


FRIST:  Let's  pass  a  plan 


are  blasting  tlie  House  version  as  an  attempt  to  gu 
program.  AARP,  the  powerful  seniors'  lobby,  has  expn 
growing  reservations  about  the  House  bill  as  well,  thou 
still  wants  a  drug  benefit  passed  this  year.  But  House 
servatives  won't  back  off  from  their  bill's  reforms. 

Still,  the  basic  drug  insurance  is  similar  in  both  bills, 
in  each,  most  benefits  won't  kick  in  until  2006.  Thus,  vc 
won't  know  what  the  new  law  will  mean  to  their  pen 
drug  costs  when  they  go  to  the  polls  in  '04.  Many  will  ex 
the  worst,  and  Dems  will  play  to  that  m 
tainty.  "The  speculative  fear  that  you're  g 
to  lose  something  you  value  today  is  a  r( 
for  disaster  for  politicians,"  says  Michael  F] 
vice-president  for  government  affairs  at 
Heritage  Foundation. 

The  political  minefields  may  be  one  re 
Bush  has  kept  a  low  profile  in  the  Medicare 
bate.  Since  his  own  ambitious  restructu 
ideas  were  shot  down  in  January,  Bush 
refused  to  push  for  specific  reforms.  "He's  1 
ing  his  distance,"  says  a  Senate  GOP  aide. 
But  GOP  leaders  figure  they  must  n 
ahead  despite  the  dicey  politics.  Aides  to 
ate  Majority  Leader  Bill  Frist  (R-Tenn.) 
that  failing  to  pass  a  Medicare  package 
hurt  the  GOP  far  more  than  enacting  an  in: 
feet  plan.  Jonathan  Oberlander,  a  profess( 

social  medicine  at  the  University  of  North 

oUna,  agrees:  "If  I  were  in  the  White  House,  I  would  tell 
lawmakers],  'If  we  cannot  pass  this,  you  are  going  dowr 
In  a  close  election,  Medicare  could  be  critical  in  sei 
heavy  states  such  as  Florida  and  Pennsylvania.  That's  wh 
the  end.  Bush  will  likely  pressure  conservatives  to  swallc 
bill  they  don't  like  and  take  their  chances  on  Election 
Medicare  reform  won't  be  the  bonanza  the  gop  was  hoping 
But  it  will  still  be  better  than  doing  nothing  at  all. 

By  Howard  Gleck 


I 
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CAPITAL  WRAPUP 


CAMPAIGNING? 

►  Harvard  University  economist  Mar- 
tin Feldstein  sounded  a  lot  like  an  as- 
piring Federal  Reserve  chairman  at 
the  Fed's  annual  conference  in  Jackson 
Hole,  Wyo.  Feldstein,  a  leading  candi- 
date to  take  over  the  central  bank 
when  Alan  Greenspan  steps  down  in  a 
few  years,  backed  Greenspan's  flexible 
poHcy  approach  and  rejected  using  in- 
flation targets  to  set  interest  rates.  He 
also  repeatedly  praised  President 
Bush's  big  tax  cuts,  saying  they  were 
particularly  well-timed. 


SUP-SLIDING  AWAY 

►  President  Bush  isn't  the  only  one 
suffering  in  the  polls:  His  top  Cabinet 
aides  are  losing  popularity,  too.  Attor- 
ney General  John  Ashcroft's  positive 
rating  has  sagged  to  48%  amid  liberal 
and  conservative  criticism  of  his  civil 
liberties  record,  according  to  an  Aug. 
12-17  Harris  Poll.  Defense  Secretary 
Donald  H.  Rumsfeld  has  slipped  from 
71%  in  April  to  55%.  At  the  bottom  of 
the  heap:  the  invisible  man,  Vice-Presi- 
dent Dick  Cheney,  at  42%  positive, 
45%  negative. 


WHITE  HOUSE.  EH?  JM/ 

►  Ideological  opposites  Representa- 
tives John  Conyers  Jr.  (D-Mich.)  anc 
Darrell  Issa  (R-Calif.)  are  coming  to 
gether  on  the  idea  of  a  constitutiona 
amendment  to  allow  foreign-bom  cit 
zens  to  serve  as  President.  The  mov 
would  clearly  benefit  Arnold 
Schwarzenegger,  the  Austrian-bom  : 
tor  currently  running  for  governor  c 
Issa's  home  state.  But  Conyers  may 
have  another  candidate  in  mind:  Car 
dian-bom  Gk)vemor  Jennifer  Granho 
of  Michigan,  a  rising  Democratic  sta 
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'&T  Wireless  works. 


average 
20-40 Kbps 


Sprint  works  nearly  twice  as  fast, 


average 
50-70  Kbps 


Your  business  can  get  more  done,  faster,  in  more  places 
nationwide  with  the  Sprint  advanced  wireless  network. 

Compared  with  the  AT&T  Wireless  Next  Generation  network, 
Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  30%  larger  coverage  area 

•  35  million  more  people  covered 


All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in 
the  nation  to  make  your  business  more  effective 


Get  the  facts  at  www.sprintpcs.com  or  call  877-459-8144 
for  a  PCS  Business  Representative. 


PCS  Connection  Card.™ 
Insert  it  in  a  laptop. 
Get  a  wireless 
connection. 


Sprint 


One  Sprint.  Many  Solutions^ ^ 


Voice/Data         PCS  Wireless         Internet  Services         E-Business  Solutions         Managed  Services 


claims  based  on  published  averages  from  each  carrier  and  other  information.  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors.  Coverage  claims  based  on  the 
:ed  Sprint  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with  available 
'  plans  excluding  roaming  areas  Copyright  ©2003  Sprint  Spectrum  L.P  All  rights  reserved.  Sprint  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  L.P. 


International  Business 


INSURANCE 


AIG'S  ASIAN 
CONNECTION 

Can  it  maintain  its  strong  growth  in  the  region? 


American  International  Group  Inc. 
has  no  shortage  of  clout  in  Asia. 
Founded  in  Shanghai  in  1919  and 
a  constant  presence  in  Tokyo  since 
1946,  the  $67.5  billion  life-and-property 
colossus  is  now  the  top  foreign  insurer 
both  in  China,  the  world's  fastest-grow- 
ing market,  and  Japan,  the  world's  sec- 
ond-largest after  the  U.  S.  aig,  or  one  of 
its  many  subsidiaries,  are  household 
names  throughout  much  of  the  region, 
from  Korea  to  Thailand.  For  the  past 
35  years.  Chairman  Maurice  R.  "Hank" 
Greenberg  has  nurtured  the  business  by 
hobnobbing  with  regional  leaders,  offer- 
ing advice  on  everything  from  pension 
reform  in  Hong  Kong  to  China's  entry 
into  the  World  Trade  Organization. 

The  financial-services  behemoth  earned 
about  a  third  of  its  record  revenue  last 
year  from  Asia  and  a  significant — but 
undisclosed — chunk  of  its  $5.5  billion  prof- 
it. Sales  in  Asia  last  year  were  double 
what  AIG  earned  in  the  region  just  five 
years  ago  (table).  But  Greenberg  isn't 
content  to  sit  back  and  collect  premi- 
ums. Instead,  AIG  is  setting  up  shop  in 
growth  markets  such  as  India  and  taldng 
over  rivals  ia  more  mature  markets  Hke 
Japan.  The  biggest  prize  by  far,  however, 
is  China,  where  Greenberg  boasts: 
"We're  growing  very  strongly." 

The  catch?  The  world's  most  prof- 
itable insurer  remains  a  bit  player  in 
Asia's  most  promising  foreign  markets. 
To  grow,  AIG  must  outwit  rivals  and 
win  over  regulators  who  often  cast  a 
wary  eye  at  foreigners. 
In  China,  where  AIG  re- 
opened   its    doors    in 
1992,  it  faces  big  local 
players.  "The  [Chinese] 
market    is    incredibly 
competitive,  and  foreign 
companies  can't  pene- 
trate as  much  as  ex- 
pected,"  says   Connie 
Wong,   an   analyst   at 
Standard  &  Poor's  in      .199? .^O-.S 13.2 6.9 50.7  Skepticism    doesn't 


Gangbustei's  in  Asia 


AIG's  annual  revenue 
in  billions  of  dollars 


YEAR 


U.S. 


ASIA 


2002 

2001 
2000 


$39.8 
36.2 


$19.2 
17.1 
15^3 


foreign  insurers.  And  while 
the  outbreak  of  SARS  had  a 
short-term  impact  on  insur- 
ance- contract  sales  in  April 
and  May,  AIG  expects  severe 
acute  respiratory  syndrome 
to  actually  increase  life-in- 
surance sales,  longer-term. 
aig's  Chinese  operations 
have  cranked  out  28%  sales 
growth  during  the  first  half 
and,  Greenberg  thinks,  are 
on  track  for  a  40%  gain  by 
yearend.  It's  currently  the 
fifth-largest  insurer  in  China 
in  terms  of  premium  in- 
come, with  eight  branches 
each  for  its  life  and  nonlife 
insurance  business.  Last 
year,  AIG  became  "the  first 
foreign  life  insurer  to  do 
business  in  the  populous  and 
prosperous  cities  of  Beijing, 
Suzhou,  Dongguan,  and 
Jiangmen,"  Senior  Vice- 
Chairman  and  co-coo  Ed- 
mund T^e  boasted  to  share- 
holders in  May. 

Still,  AIG  must  win  busi- 
ness away  from  local  giants 
such  as  state-controlled  China  Life  In- 
surance Co.,  which  underwrites  more 
than  half  of  all  policies  in  the  country. 
China  Life  is  expected  to  raise  $3  billion 
in  an  initial  public  offering  this  year 
and  likely  will  be  the  dominant  life  in- 
surer for  years  to  come.  No.  2  Ping  An 
Insurance  Co.  is  about 
half  the  size  of  China 
Life  but  dwarfs  aig's 
China  branch,  which 
operates  under  the 
TOTAL      name  American  Inter- 

national        Assurance 

(aia).  Whether  aig  can 
be  more  than  a  niche 
player  is  an  open 
question. 


NON-ASIA 
FOREIGN 


$8.5 
"8.5 
U 


$67.5 
'61.8 


Hong  Kong. 

AIG,  however,  has  a 
huge  lead  over  other 


1998      28.3 


10.6 
Data:  AIG 


6.7      45.6 


bother  Greenberg.  The 
feisty  exec  insists  aig 
can  out-hustle  local  ri- 


B 


III 


vals  with  an  innovative  array  of  fin  t 
cial  products  such  as  SARS-related 
surance,  stricter  cost  controls  on  oy  o 
head,  and  top-notch  ratings  from  ere  r- 
agencies — a  major  selling  point  in  a 
gion  fraught  ■with  wobbly  insurers.  " 
opened  [China's]  market  for  insuranc  f 
says  the  78-year-old. 

Other  foreign  insurers  operating 
China  can't  quibble  with  that.  But  tl 
whisper  that  aig  has  a  sweetheart  d 
as  the  only  foreign  insurer  allowed 
operate  whoUy  owned  subsidiaries.  0 
ers  must  settle  for  minority  joint  v 
tures.  But  Greenberg  calls  it  j' 
desserts,  noting  aig  worked  17  ye 
to  get  an  insurance  license.  "Who  in  ' 
European  insurance  industry  went 
China?"  he  says.  "If  they  did,  they  w* 
as  a  tourist." 

While  China  is  a  long-term  play,  A. 
short-term  prospects  look  better 
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Japan.  There,  the  chief 
concern  .is  a  sluggish 
Japanese  economy.  To 
keep  up  the  pace  of 
growth,  Greenberg  is 
turning  to  acquisitions.  AIG 
took  over  ailing  Japanese 
insurer  Chiyoda  Mutual 
Life  Insurance  Co.  in 
2001.  Last  year,  it  bought 
a  22%  stake  in  Fuji  Fire 
&  Marine  Insurance  Co. 
Then  in  June,  AIG  shelled 
out  $2.1  billion  for  General 
Electric  Co.'s  Japanese 
life-insurance  business, 
known  as  GE  Edison  Life 
Insurance  Co.,  and  the 
company's  U.S.  auto  and 
home-insurance  business- 
es. GE  wanted  out,  and  AIG 
was  happy  to  help.  "They 
didn't  have  a  big  insur- 
ance  operation  in  Japan. 

IThey  didn't  have  critical 
mass,"  Greenberg  says. 
AIG  faces  an  uphill  bat- 
tle in  India,  where  it's  a 
latecomer,  and  rivals  such 

I  as  Prudential  and  Ger- 
many's Allianz  have  big 
leads.  Since  partnering 
with  Tata  Group  two 
years  ago,  aig  and  Tata 
have  pumped  $75  miUion 
worth  of  capital  into  a 
jointly  owned  insurance 
company.  While  premium 
growth  has  been  impres- 
sive, the  venture  is  up 
against  state-owned  giants 
Life  Insurance  Corp.  and 
General  Insurance  Corp., 
a  property-and-casualty 
outfit,  aig's  12,000  agents 
are  competing  against 
80,000  at  Lie.  But 
•ukh  Kavarana,  who  heads  Tata-AIG, 
the  company  is  there  for  the  long 
i:  "We  hope  to  be  profitable  in  4  to 
ars  for  general-insurance  products 
8  to  10  years  in  life." 
reenberg  says  he  wants  to  be  the 
est  foreign  insurer  in  India  in  10 
•s,  underscoring  his  reputation  as  a 
anding  boss.  That  drive  explains 
AIG  last  year  was  the  most  prof- 
le  multiline  insurance  company  in 
world.  Asia  has  been  very  good  to 
And  Hank  Greenberg  aims  to  make 
!  it  stays  that  way. 
y  Brian  Bremner  in  Tokyo,  loith 
ijeet  Kripalani  in  Bombay 
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For  a  Q&A  with  AIG's  Hank  Greenberg, 

go  to  http://www.businessweek.com/ 

magazine/extra. htm 


COMMENTARY 

By  Moon  Ihlwan 

WASHINGTON  AND  SEOUL: 
DRIFTING  FURTHER  APART? 


It  was  a  mind-wrenching  scene  on 
the  last  frontier  of  the  Cold  War. 
As  six  nations  squared  off  for  a 
diplomatic  sparring  match  over 
North  Korean  nuclear  arms  in  Bei- 
jing at  the  end  of  August,  a  competi- 
tion of  a  different  sort  was  under 
way  in  Daegu,  South  Korea.  There, 
11,000  students  gathered  for  the 
World  University  Games,  including 


agairst  attack.  The  U.S.,  however,  re- 
fuses to  even  talk  about  concessions 
until  Pyongyang  abandons  its  bomb 
program.  South  Korean  officials  think 
Washington  should  be  more  flexible. 

However  naive  it  may  seem,  many 
South  Koreans  have  lost  their  fear  of 
the  Stalinist  regime  in  Pyongyang 
and  embraced  Dear  Leader  Kim  as  a 
partner  in  reunification.  To  these 


competitors  from  South  and  North 
Korea.  But  Ihere  was  no  rancor. 
When  a  Norti;  Korean  cheering 
squad  started  up  a  chant  of  "We  are 
one,"  students  from  both  ends  of  the 
divided  peninsula  joined  in  lustily. 
And  during  a  North  Korea-U.  S.  vol- 
leyball match,  fans  booed  the  Ameri- 
cans and  cheered  North  Korea. 

Maybe  U.S.  negotiators  should  at- 
tend games  like  these.  They  show 
how  differently  North  Korea  is 
viewed  in  South  Korea  these  days. 
American  policymakers,  of  course,  al- 
ready know  that  many  young  South 
Koreans  feel  resentful  of  the  U.  S. 
and  protective  of  their  North  Korean 
cousins.  Such   sentiments  helped 
elect  activist  Roh  Moo  Hyun  Presi- 
dent last  December.  Still,  the  U.  S. 
thought  it  had  won  a  victory  when  it 
finally  forced  Kim  Jong  Ii  to  accept 
the  six-party  talks,  which  includec' 
the  two  Koreas,  Japan,  Russia,  Ciii- 
na,  and  the  U.S. 

Instead,  the  talks,  which  ended  on 
Aug.  29,  just  reinforced  anti- American 
sentiment,  with  critics  in  Seoul  de- 
nouncing the  U.  S.  for  its  stubborn- 
ness. The  North  said  it  would  give  up 
its  nuclear  ambitions  if  the  U.  S. 
would  at  the  same  time  guarantee  it 


South  Korea's 
ties  with 
Beijing  and 
Pyongyang 
are  reshaping 
the  alliance 


"WE  ARE  ONE":  AT 
THE  DAEGU  GAMES 


doves,  it's  the  hard-liners  in  the 
Bush  Administration  who  are  block- 
ing a  diplomatic  solution  to  the  nu- 
clear crisis.  Roh,  while  trying  to 
work  with  Washington,  also  insists 
on  maintaining  economic  cooperation 
with  the  North  despite  the  nuclear 
issue,  whatever  the  U.  S.  thinks. 

There's  another  tvdst:  Seoul's  new 
appreciation  of  China,  its  big  trading 
partner.  The  South  Korean  media 
played  up  a  Sept.  1  comment  made 
by  China's  chief  delegate  to  the 
talks,  'Vice-Foreign  Minister  Wang 
Yi,  when  he  declared  that  U.  S.  in- 
transigence is  "the  main  problem  we 
are  facing."  For  South  Korean 
youths  with  no  memory  of  the  Kore- 
an War,  China  is  seen  as  a  cultural 
partner  and  promoter  of  regional 
peace,  while  the  U.  S.  is  the  bully. 

Seoul's  growing  ties  with  Beijing 
and  Pyongyang  present  Washington 
with  a  dilemma.  Caving  in  to  the 
North's  demands  seems  unthinkable. 
Ignoring  the  wishes  of  its  ally  in  the 
South  also  seems  impossible.  Either 
way,  the  U.  S.-Korean  alliance  is 
changing  profoundly. 

/  !oon  covers  Korean  business  and 
politics  from  Seoul. 
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CHINA 


IT'S  TIME 

FOR  A  NEW  PLAYBOOK 

Sponsors  find  sports  marketing  in  China  is  no  slam  dunk 

When  PepsiCo  Inc.  marketing 
executives  signed  a  five-year 
deal  to  sponsor  the  China 
Football  Assn.  in  1999,  they 
thought  they  had  a  sure  bet.  The 
agreement  included  a  commitment 
by  state-owned  China  Central  Tele- 
vision to  carry  at  least  30  soccer 
matches  per  season,  putting  Pep- 
si's brand  in  front  of  hundreds  of 
millions  of  viewers  each  week.  But 
CCTV  showed  fewer  games  than 
Pepsi  expected,  and  by  2002  had 
stopped  airing  matches  altogether. 
Though  broadcasts  resumed  later 
in  the  season,  Pepsi  pulled  the  plug 
on  the  deal.  "Sports  marketing  in 
China  is  very  challenging  because 
things  are  still  so  muddled,"  says 
Pepsi  vice-president  Richard  Lee. 

Just  a  few  years  ago,  China  ap- 
peared to  be  the  next  frontier  for 
sports  marketers.  Shanghai  hosts 
an  annual  pro  tennis  tournament 
and  plans  to  open  a  Formula  1 
track  next  year.  The  2008  OljTnpics 
are  to  be  held  in  Beijing,  and  bas- 
ketball is  so  established  that  some 
Chinese  players — particularly  Yao 
Ming — have  become  global  stars. 

But  companies  that  rushed  to 
plaster  their  brands  on  mainland 
teams  and  leagues  are  rethinking 
their  strategies.  Motorola  Inc.  has 
decided  to  stop  sponsoring  the  Chi- 
nese Basketball  Assn.  Fuji  Photo 
Film  Co.  and  Virgin  Atlantic  Air- 
ways declined  to  renew  soccer 
deals.  And  Philips  Electronics  has 
dropped  its  bacldng  of  the  national 
men's  soccer  team,  though  it  con- 
tinues to  work  with  a  university 
soccer  league.  International  compa- 
nies often  "cannot  justify  the  returns 
on  their  investment,"  says  Scott 
Kronick,  managing  director  of  Ogilvy 
Public  Relations  Worldwide  in  Beijing. 

That's  not  to  say  everyone  is  throw- 
ing in  the  towel.  The  first  division  soccer 
league  is  now  called  the  Siemens  Foot- 
ball League,  thanks  to  a  cash  infusion 
from  the  German  electronics  maker.  Adi- 
das-Salomon recently  signed  a  deal  li 
back  China's  national  soccer  team  > 
through  2010.  And  the  corporate  \\orld 
is   lining  up   to   get   a  piece   of  the 


WHILE  FOREIGNERS 
SPONSOR  CHINESE  SPORTS 


SPONSOR 

TEAM/LEAGUE  SPONSORED 

ADIDAS 

National  soccer  team 

SIEMENS 

First  division  soccer  league 

COCA-COLA 

National  basketball  team 

PHILIPS 


National  women's  soccer  team, 
university  soccer  league 


..CHINESE  COMPANIES  ARE 
BACKING  TEAMS  ABROAD 


KEJIAN 

yanjingbeYr 


Everton  (English  Premier  League) 


Houston  Rockets  (NBA) 


Data:  BusinessWeek 

Olympics,  which  will  have  official  spon- 
sors of  everything  from  mobile  phones 
to  insurance. 

Yet  efforts  to  market  products 
th}-ough  the  Chinese  sports  estabUsh- 
meiit  haven't  exactly  been  a  slam  dunk. 
The  problem?  For  starters,  there's  a  se- 
rious lack  of  marketing  savvy  among 
sports  officials  and  team  owners.  "Peo- 
ple ill  charge  of  sports  need  to  begin 
embr  cing  the  consumer,"  says  Terry 
Rhoac  ^,  general  manager  of  Zou  Mar- 
keting, a  sports-marketing  consultancy 


in  Shanghai.  And  Chinese  fans 
among  the  most  fickle  on  earth.  W 
their  teams  lose,  they  stay  home, 
they  don't  make  a  lasting  connect 
with  the  players — or  the  spons( 
Worse,  it's  hard  to  gauge  the  value  ( 
sponsorship.  Market  research  is  stil 
its  infancy  in  China,  and  good  data 
TV  viewers  are  hard  to  come  by. 
At  the  same  time,  foreign  soccer 
basketball  are  surging  in  popui 
ity,  which  makes  it  even  more 
ficult  for  local  teams  to  grab 
limelight.  "International  games 
very  exciting,  but  local  teams 
ally  stink,"  says  Sun  Pei  Yuai 
27-year  old  economics  researc 
from  Shanghai.  Most  Chinese 

diums  would  bt 

BIG  PAYOFF:  ly  suffice  for  \ 
What  works  school  teams  in 
is  global  U.  S.,  let  alone 

deals  ivith       tional     Bask© 
.stars  like        Assn.    supe 
Yao  Ming       Forget    skybffl 

cold      beer, 
sushi.  In  China's  humble  arei 
there's  often  not  even  food 

Given  the  Umited  opportunil 
with  Chinese  teams,  comp 
such  as  Siemens,  Nike,  and  P( 
have  parlayed  global  sponso: 
deals  with  megastars  like  Yao 
greater  awareness  in  China.  Si 
Yao   signed   with  the   Hous 
Rockets  last  year,  interest  in 
NBA  has  soared  in  the  mai 
now  the  league's  largest  TV 
ket  outside  the  U.S.  Some 
nese  companies  are  even  spem 
their   sports-marketing   doll 
overseas.   Mobile-phone   mai 
China  Kejian  Co.  has  paid  $1 1 
lion  to  sponsor  English  Pren 
League   team   Everton — wh 
Chinese  midfielder  Li  Tie  play 
for  three  years.  And  Harb 
Imports,  the  U.S.  distributor 
China's  Yanjing  Beer,  has  a 

year,  $6  million  sponsorship  d| 

with  Yao's  Rockets. 

Some    multinationals,    mi 

while,  are  focusing  instead 
grassroots  programs.  Pepsi  is  sponsor 
teen  soccer,  Adidas  is  funding  can 
dedicated  to  the  sport,  and  Nike  '.  ^ 
started  a  high  school  basketball  leag 
"It's  a  big  challenge — to  give  yoi 
more  and  more  access  to  organi; 
sport,"  says  Paul  Pai,  Adidas  gene 
manager  in  Shanghai.  But  who  kno\ 
The  company  that  helps  nurture 
next  Yao  Ming  just  might  be  on 
player's  short  list  when  it  comes  to 
ture  sponsorship  deals. 

By  Frederik  Balfour  in  Hong  Ko\ 
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ED  BY  ROSE  BRADY 


ILL  WASHrNGTON 

EEP  THE  SCREWS  ON  LIBYA? 


e  U.  N.  Security  Council  is  on  the  verge  of  lifting  sane- 
ions  imposed  on  Libya  for  allegedly  planning  the  1988 
•ombing  of  Pan  Am  Flight  103  over  Lockerbie,  Scotland. 
J.  N.  vote,  expected  any  day,  comes  after  Libyan  leader 
lel  Muammar  Qaddafi  finally,  on  Aug.  15,  bowed  to  U.  N. 
nds  to  accept  responsibility  for  the  bombing.  He  also 
!d  to  pay  $2.7  billion  to  compensate  victims'  families, 
t  Qaddafi  hasn't  shaken  his  pariah  status  yet.  A  wide 
J  of  U.S.  restrictions  on  investment  and  trade  with 
I  remains  in  place,  and  the  Bush  Admin- 
ion  is  fiercely  divided  over  whether  to 
lem.  At  issue  is  more  than  just  the  testy 
ons  between  longtime  foes,  or  even  the 

of  companies  such  as  AmeradaHess 

ConocoPhiUips,  and  a  handful  of  oth- 
0  regain  access  to  rich  Libyan  oil  and 
joncessions,  some  of  which  date  back  to 
950s. 

itead,  at  stake  is  a  potentially  important 

in  the  war  on  terrorism:  If  a  state  that 

5ors  terror  changes  its  ways,  should  it  be 

rded?  The  answer  to  this  question  could 

determine  whether  other  countries  on  the 

inistration's    list    of    terror-sponsoring 

les — Iran,  Sudan,  Cuba,  North  Korea,  and 

, — see  any  reason  to  change  their  behavior 

les,  of  course,  the  fear  of  becoming  the   QADDAFI 

target  of  "regime  change."  Lifting  sane-  " 

on  Libya  "creates  an  incentive  for  [countries]  to  do 

ight  thing,"  says  Jon  B.  Alterman,  a  former  State  Dept. 

al  now  at  the  Center  for  Strategic  &  International 

ies  in  Washington. 

imiliar  camps  are  facing  off  in  this  debate.  Conservative 
-liners  want  to  keep  U.  S.  sanctions  on  Libya  to  pressure 
lafi  to  improve  his  human-rights  record  and  punish  him 
illegedly  developing  weapons  of  mass  destruction.  An 
linistration   source   says   National   Security  Adviser 


Condoleezza  Rice  has  ordered  a  policy  review,  including  an 
analysis  of  intelligence  suggesting  Qaddafi  is  developing  chem- 
ical weapons  and  retains  contacts  with  some  terrorist  groups. 
The  various  diplomats,  think  tanks,  and  lobby  groups  that 
favor  a  lifting  of  sanctions  argue  that  Libya's  steps  to  meet 
international  demands  should  be  cautiously  recognized.  Instead 
of  imdermining  its  neighbors,  IVipoU  is  now  mediating  Afirican 
conflicts.  While  the  regime  may  still  have  ties  to  some  ter- 
rorists, it  isn't  the  financial  and  ideological  sugar  daddy  it  once 
was.  A  target  of  al  Qaeda,  which  tried  to  desta- 
bilize Libya  in  the  1990s,  Qaddafi's  government 
is  even  sharing  intelligence  with  Washington.  If 
the  U.S.  doesn't  reduce  sanctions,  the  mes- 
sage it  would  send  rogue  nations  is  that  "it 
doesn't  matter  what  you  do,  you're  a  marked 
regime,"  says  Chester  A.  Crocker,  a  former 
diplomat  who  led  a  review  of  Libya  policy  for 
Washington's  Atlantic  Council  think  tank. 

Rice's  review  of  Libya  wiU  likely  take  weeks. 
Only  then  will  President  George  W  Bush  de- 
cide whether  to  rescind  executive  orders  dating 
back  to  the  1980s,  pre-Lockerbie,  when  Qaddafi 
was  stirring  up  trouble  on  numerous  fronts. 
These  orders  froze  about  $1  billion  in  Libyan 
assets  and  prohibit  all  investment  and  almost 
all  trade  with  Tripoli.  The  1996  Iran-Libya 
Sanctions  Act,  which  bars  any  oil-industry  in- 

vestment  of  more  than  $20  milUon  in  Libya, 

Ufts  sanctions  once  the  President  certifies  that  the  coimtry  has 
met  U.N.  demands. 

The  White  House's  decision  is  made  all  the  more  difficult 
now  that  the  Pan  Am  103  families  have  a  deal.  "Every  Ad- 
ministration has  been  able  to  hide  behind  the  famihes,"  says 
Stephanie  Bernstein  of  Bethesda,  Md.,  whose  husband  died  in 
the  crash.  "Now  they  can't  do  that  anymore."  For  the  Bush 
team,  the  war  on  terrorism  gets  more  complicated  by  the  day. 

By  Stan  Crock  in  Washington 


N.  deal 


GLOBAL  WRAPUP 


KYOS  LEADERSHIP  RACE 

^th  a  public  support  rating  of 
irly  60%,  Junichiro  Koizumi  ranks 
one  of  Japan's  most  popular  Prime 
listers  in  years.  But  that  may  not 
enough  to  ensure  that  he  hangs  on 
his  post.  Shizuka  Kamei,  a  popular 
ht-wing  member  of  the  ruling  Lib- 
J  Democratic  Party,  has  emerged 
a  strong  contender  in  the  race  for 
!  post  of  LDP  president.  The  victor, 
be  decided  in  a  party  poll  on  Sept. 
not  only  takes  charge  of  the  LDP 
t  also  assumes  the  premiership. 


What  gives?  Koizumi  has  never 
been  as  popular  with  the  LDP  as  he  is 
with  Japanese  voters.  He  rose  to  pow- 
er two  years  ago  on  a  wave  of  support 
for  his  reform  agenda.  But  many  LDP 
politicians  have  since  grown  disillu- 
sioned with  his  reforms,  blaming  them 
for  the  country's  drawn-out  slump. 
"Koizumi  is  responsible  for  this  reces- 
sion," Kamei,  the  challenger,  declared 
in  a  TV  interview  on  Sept.  1. 

So  far,  Koizumi  has  introduced 
structural  economic  reforms,  over- 
hauled the  health-care  system,  and 
slashed  public  works  spending.  In  the 


process,  he  has  alienated  LDP  interests 
such  as  the  construction  sector,  which 
depends  on  public  works  projects  for 
its  lifeline.  Unfortunately  for  Koizumi, 
a  majority  of  the  1.4  miUion  card-car- 
rying LDP  members  are  opposed  to  his 
brand  of  reforms.  That  might  make 
them  more  receptive  to  Kamei,  who 
promises  to  boost  the  national  budget 
by  up  to  10%  for  three  years  with — 
guess  what? — more  construction-relat- 
ed public  works.  It's  too  early  to  call 
the  election.  Koizumi,  however,  vdll 
have  to  fight  to  keep  his  job. 

By  Irene  M.  Kunii  in  Tokyo 
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POLITICS 


THE  EVOLUTION  OF 
CAMPAIGN  FINANCE? 

Liberal  groups  have  joined  forces  to  amass  cash  and  clout 


Imagine  a  political  organization  with 
more  than  $250  million  in  the  bank, 
a  fine-tuned  direct-mail  operation, 
some  of  the  best  poUtical  minds  in 
the  country,  and  legions  of  volimteers  at 
the  ready.  It  might  sound  a  lot  like  the 
Republican  or  Democratic  machinery  in 
a  Presidential  election  year.  But  it  isn't. 
This  group  is  America  Votes,  a  con- 
federacy of  liberal  causes  that  is  mobi- 


lizing to  fill  the  money  void  left  by  a 
new  campaign-finance  law  that  is  ham- 
pering Democrats'  fund-raising.  It's  the 
first  big  organization  to  emerge  from 
the  confusion  left  by  the  2002  Bipartisan 
Campaign  Reform  Act  (a.k.a.  McCain- 
Feingold),  which  cut  the  flow  of  big-dol- 
lar "soft  money"  donations  to  parties. 
With  a  Presidential  election  bearing 
down,  America  Votes  pulls  together 


some  20  progressive  interests  in  a 
of  shadow  party  (table). 

As  the  Supreme  Court  prepare^ 
hear  arguments  Sept.  8  on  bcra's 
stitutionality,  America  Votes  is  the 
evolutionary  response  to  the  law's 
raising  restrictions.  And  it  might  be  I 
only  way  for  Dems,  who  long  have| 
lied   on  now-banned   donations 
vmions  and  wealthy  givers,  to  sta^ 
the  game  against  the  gop's  money 
uum,  which  sucks  up  thousands  of  i 
legal  smaller  contributions.  Presic 
George  W.  Bush  and  the  Republ 
National  Committee  are  on  targelj 
raise  a  record  half-billion  dollars  bej 
Election  Day  2004. 

Critics  warn  that  America  Votes 
groups  like  it  threaten  to  wrest  cont 
electoral  strategy  from  the  parties, 
the  message  to  the  fringes  of  the 
and  Right,  and  make  it  more  difSl 
for  Presidential  nominees  to  run  as 
trists.  Ultimately,  these  groups  could 
resent  an  end  run  around  BCRAif 
become  too  cozy  with  the  party  macl 
ery.  "If  somehow  'coordination'  withf 
party  becomes  a  wink  and  a  noc 
would  render  our  efforts  really  m^ 
ingless,"  says  Senator  Russ  Feingoldl 
Wis.),  who  sponsored  reform  legislaj 
with  Senator  John  McCain  (R-Ariz.)I 

So  far,  the  emerging  system  is  an  I 
provement.  With  politicians  once] 
moved   from   fund-raising,   they 
spend  less  time  groveling  for  mo^ 
Once  elected,  they'll  be  insulated 
donors  seeking  favors.  Disclosure 
win  keep  money  flows  visible.  "The  | 
is  working  even  if  it  forces  monej 
these  soft-money  groups,  because] 
breaking    that    connection"    bet\ 
donors  and  lawmakers,  says  Larry 
ble,  executive  director  of  the  Center 
Responsive  Politics. 

America  Votes  has  the  potentis 
replace  the  Democratic  Party  as  the 
ter  of  liberal  efforts.  It  will  be  gover 
by  a  top-flight  list  of  Democratic  insic 
President  Cedle  Richards,  daughtei 
former  Texas  Governor  Ann  Richa 
is  a  former  deputy  chief  of  staf 
House  Minority  Leader  Nancy  Pe 


ANATOMY  OF  A 


America  Votes  is 
coordinating  the 
spending  and  grassroots 
campaigns  of  some  20 
liberal  interest  groups 
in  an  effort  to  defeat 
President  Bush 


HOW  IT  WORKS 

The  group  will  focus  on 
get-out-the-vote  efforts. 
Labor  groups  will  take  the 
lead  in  blue-collar  areas, 
enviros  might  target 
wealthier  suburbs.  Tools 
will  include  direct  mail, 
phone  banks,  canvassing, 
and  TV  and  print  ads. 


WIKTS  ON  BOARD 

Members  include: 
The  AFL-CIO,  the  NAACP, 
the  National  Education 
Assn.,  the  Association  of 
Trial  Lawyers  of  America, 
Planned  Parenthood,  the 
League  of  Conservation 
Voters,  and  liberal  Web 
site  Moveon.org. 


VmxyS  IN  CHARGE 

Cecile  Richards,  preside 
is  a  leading  abortion-righ 
activist.  Carl  Pope, 
treasurer,  is  executive 
director  of  the  Sierra 
Club.  Ellen  R.  Malcolm, 
secretary,  runs  EMILY's 
List,  a  top  fund-raiser  fc 
Democratic  women 
candidates. 


Data:  BusinessWeek 
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(D-Calif.).  Founders  include  afl-cio  Pres- 
ident John  Sweeney,  New  Mexico  Gov- 
ernor Bill  Richardson,  and  Gregory  T. 
Moore,  executive  director  of  the  naacp 
National  Voter  Fund. 

The  goal  is  to  turn  out  the  vote  in 
sviing  states  such  as  New  Mexico,  Flori- 
da, Iowa,  Minnesota,  New  Hampshire, 
and  West  Virginia.  Member  groups  will 
share  polling  data,  research,  and  mail- 
ing lists,  including  "Demzilla,"  the  De- 
mocratic National  Committee's  massive 
voter  data  bank.  The/U  ante  up  $50,000 
each  to  hire  coordinators  in  as  many  as 
17  states.  "It  doesn't  make  sense  to  be 
talking  to  the  same  voters  and  knocking 
on  the  same  doors  on  the  same 
evenings,"  Richards  says. 

America  Votes  will  have  help  from  a 
new  political  action  committee,  America 
Coming  Together,  which  expects  to  raise 
$75  million  by  Election  Day  in  pledges 
from  wealthy  donors.  Among  them:  bil- 
lionaire financier  and  Bush  critic  George 
Soros,  who  is  kicking  in  $10  million  be- 
cause "the  current  set  of  reforms  give 
an  advantage  to  the  Republicans."  A 
$50  million  media  campaign  to  support 
the  Democratic  nominee,  led  by  Harold 
Ickes,  President  Clinton's  former  deputy 
chief  of  staff,  will  complement  act's 
ground  war.  Ickes  isn't  woiried  about  a 
ban  on  coordinating  with  the  party:  "It 
doesn't  take  much  to  figure  out  what 
the  issues  are  and  the  messages  you 
need  to  be  helpful." 

But  some  critics  wonder  how  helpful 
these  groups  will  be.  If  the  nominee  de- 
pends on  America  Votes,  any  attempt  to 
move  to  the  center  to  woo  swing  votes 
risks  muddling  the  message  or  alienat- 
ing America  Votes  funders.  "This  is  one 
of  the  greatest  dislocations  of  political 
power  in  the  200  years  of  the  repubUc," 
says  GOP  lawyer  Jan  Baran,  who  repre- 
sents BCRA  challengers. 

For  voters — and  major  contribu- 
tors— the  bigger  question  is  whether 
these  surrogate  parties  eliminate  the 
quid  pro  quo  between  pre-election  do- 
nations and  post-election  favors.  "Are 
they  being  told,  'Give  your  half-milHon 
to  this  group  and  don't  worry — the  can- 
didate will  know  about  it'?"  asks 
Georgetown!  University  law  professor 
Roy  A.  Schotland. 

Some  analysts  predict  these  interme- 
diaries will  make  it  harder  for  donors  to 
call  in  chits — and  that  might  chill  con- 
tributions. "Will  national  donors  be  wQl- 
ing  to  give  to  these  groups  if  they  don't 
get  credit  for  it?"  says  Kent  Cooper,  co- 
founder  of  PoliticalMoneyLine.com, 
which  tracks  campaign  donations.  "A 
lot  of  them  are  probably  hesitant."  If  so, 
that  means  less  cash  for  campaigns — 
and  a  viin  for  reformers. 

By  Lorraine  Woellert 
in  Washington 


The  Workplace 


LABOR 


BREAKING  RANKS 
WITH  THE  AFL-CIO 

Five  union  chiefs  are  making  a  joint  push  for  new  membel 


Earlier  this  year,  a  group  of  union 
leaders  eager  to  reverse  labor's 
long-term  decline  goaded  AFL-CIO 
President  John  J.  Sweeney  into 
setting  up  a  streamlined  new  gover- 
nance structure  for  the  federation.  Their 
goal:  a  complete  overhaul  of  the  AFL-CIO 
to  focus  it  like  a  laser  on  getting  la- 
bor's ranks  growing  again.  Sweeney 
broadly  agrees  with  them,  but  he  bris- 


LABOR'S 
GANG 
OF  FIVE 

►  A  handful  of 
organizing-focused 
union  presidents, 
impatient  with  the 
AFL-CIO's  slow 
progress  on 
recruitment,  are 
forming  a  new  labor 
group — but  not 
splitting  from  the 
federation 


tied  at  the  activists'  moves  and  has 
sentially  sidetracked  the  new  executj 
committee  instituted  last  February. 

Now,  BusinessWeek  has  learned, 
rebellious  labor  chiefl^ins  have  decid 
take  matters  a  step  further  by  cr 
their  awn  mini  labor  federation, 
early  July,  the  head  of  the  Service 
ployees  International  Union  (SEiu) 
four  other  labor  presidents  have 


Doug  McCarron 


llnternational 

Brotherhood 

of  Carpenters 
ilndustry: 

Construction 
1530,000  members 


Terry  O'Suilivan 


I  Laborers 

International 

Union 
Ilndustry: 

Construction 
1320,000  members 
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Bruce  Raynor 


lUNITE 
Ilndustry: 

Needle  trades, 

laundry 
1200.000  members 


Andy  Stern 


I  Service  Employees 
International  Union 

I  Industries:  Health 
care,  maintenance 

1 1.3  million  members 


John  Wilhelm 


I  Hotel  Employees 

&  Restaurant 

Employees 
Ilndustry:  Hospitality 
1240,000  members 
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Dell  PowerEdge'  6650  4P  Server  and  Sun  Fire  V480  4P  Server 


Dell  I  Enterprise 

Last  year,  Dell  sold  more  Linux  servers  in  the  U.S.  than  any  other  server  ver 

And  here's  one  reason  why.  In  a  recent  Dell  test,  a  Dell/Oracle®  9//Linux  solution  n: 
an  Intel®  Xeon"*  processor-based  Dell  PowerEdge"  6650  4P  server  was  89%  faste 
27%  less  expensive  than  a  Sun  Fire  V480  4P  server  running  an  Oracle  9//Sun  Si 
solution.^  To  see  complete  test  results,  go  to  www.dell.com/migration21 . 

There's  little,  if  any,  debate:  Migrating  from  UNIX  to  a  standards-based  solution  lo[ 
cost  and  increases  flexibility.  Dell  gives  you  both  mind-bending  performance" 
unparalleled  expertise,  all  at  a  great  value.  And  the  entire  solution  is  backq*^' 
enterprise  level  24/7  sen/ice  and  support. 
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The  migration  Is  on.  Find  out  how  you  can  make  the  most  of  it  for  your  organization  '^. 
1-866-446-6216  or  go  to  the  Dell  UNIX  Migration  online  calci' 
at  www.dell.com/migration21  to  see  how  a  Dell  solution  can  li|  ■  ■ 
your  migration  costs  and  help  simplify  the  transition. 
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le  Workplace 


J  times  to  map  out  what  they're  in- 
lly  calling  the  New  Unity  Partner- 
Dn  Sept.  2,  they  gathered  again  in 
ngton  to  discuss  hiring  staff  and 
lizing  an  agenda.  The  idea  is  to 
lew  ways  to  stimulate  growth  in 
rolls — for  example,  by  mounting 
ecruitment  campaigns  against  large 
,al  companies  or  across  geographic 
is.  "The  question  is:  Can  we  create 
hing  to  help  us  all  grow  faster?" 
5EIU  President  Andrew  L.  Stem, 
union,  the  AFL-cio's  largest,  is  one 

few  that  has  been  gaining  mem- 
n  the  private  sector. 
;  five,  who  have  been  talking  to 
sters  President  James  P.  Hoffa 

joining  their  ef-  

ilso  continue  to 
out  their  ideas 
forming  the  afl- 
?hey  have  been 
>sing  the  issues 
had  hoped  to 
in  the  federa- 
new  executive 
ttee,  such  as  re- 

or  eliminating 

AFL-cio  functions  to  free  up  re- 
's for  growth.  At  this  point,  they're 
lilking  about  quitting  the  AFL-cio — 
!  the  course  one  of  them,  Carpen- 
*resident  Douglas  J.  McCarron,  took 
ears  ago  after  his  frustration  over 
rderation's  inaction  boiled  over.  Nev- 
less,  "that  could  happen  if  things 
change,"  says  one  of  the  other  four. 
e  gang  of  five  are  part  of  a  new 
■ation  of  labor  leaders,  mostly  in 
early  50s,  who  want  to  see  more 
nt  action  to  stem  labor's  decline. 
Lve  have  put  their  own  unions 
gh  often  painful  transformations, 
ng  bureaucracy  and  focusing  dwin- 
resources  on  recruitment.  Now, 
want  to  make  bold  moves  across 
ederation,  such  as  throwing  hun- 
1  of  recruiters  and  other  resources 
najor  organizing  campaigns.  "We  all 
re  this  is  a  critical  time  for  labor, 
^^e're  not  prepared  to  let  it  disap- 
on  our  watch — not  without  an  ef- 
jy  us,"  says  Bruce  Raynor,  presi- 
of  UNITE,  the  needle  trades  union, 
oblem  is,  most  union  leaders  are 
ed  about  just  how  militant  they 
to  be.  Many  seem  content  to  bar- 
for  existing  contracts  and  make  to- 
ififorts  to  refoois  on  growth.  Only  a 
ful  have  restructured  themselves 
ig  organizing  pushes,  despite  years 
hortation  by  Sweeney  and  others. 
V  chiefs  have  been  taking  steps  to 
!  membership  gains  but  perceive 
ive  as  divisive  or  grandstanding. 
AFL-cio's  doing  a  better  job  than  it 


"We're  not  prepared 

to  let  [organized 

labor]  disappear  on 

our  watch" 


has  in  years,"  says  one  top  union  leader 
Complicating  matters  is  the  percep- 
tion that  several  of  the  five  harbor  am- 
bitions to  replace  Sweeney  when  his 
term  expires  in  2005.  So  their  agenda 
hasn't  been  greeted  with  open  arms. 
Indeed,  the  New  Unity  Partnership  in 
some  ways  reflects  a  failure  of  the  five 
to  garner  support  for  their  program, 
prompting  them  to  strike  out  on  their 
own.  AFL-CIO  officials,  for  their  part,  vac- 
illate between  trying  to  accommodate 
the  conflicting  views  of  union  presidents 
and  lashing  out  at  those  challenging 
Sweeney's  priorities.  "Anyone  who  says 
you  can  crack  a  whip  or  knock  heads 
[to  force  unions  to  change]  is  crazy," 

says  Denise  Mitchell, 

Sweeney's   assistant 
for  public  affairs. 

If  the  partnership 
gets  off  the  ground, 
employers  could  see 
some  stronger  organ- 
izing drives.  One  ex- 
ample: UNITE  and  the 
Teamsters  have  al- 
ready  joined  forces  to 
target  17,000  workers  at  Cintas  Corp.,  a 
leading  commercial  launderer.  unite  has 
successfully  unionized  smaller  rivals  in 
the  industry  and  may  be  able  to  put 
up  a  real  fight  with  the  clout  of  the 
much  larger  Teamsters,  which  also  rep- 
resents laundry  workers. 

The  group  is  also  talking  about  tar- 
geting industries  by  region.  Florida  and 
Arizona  are  two  states  they're  eyeing. 
The  SEiu  has  contracts  with  real  estate 
and  management  companies  for  building 
workers,  while  the  Laborers  and  Car- 
penters deal  with  the  construction  com- 
panies that  build  the  properties.  The 
idea  is  to  push  unionized  employers  in 
one  industry  to  allow  unimpeded  organ- 
izing in  the  others.  They  want  to  target 
hotel  chains,  too,  where  the  hotel  em- 
ployees union  has  members.  "Far  too 
many  hotels  are  built  by  members  of 
my  union  but  run  nonimion,  or  vice  ver- 
sa," says  Laborers  Union  President  Ter- 
ence M.  O'Sullivan. 

Many  of  these  ideas  are  already  being 
tried  by  some  unions,  including  most  of 
the  five.  Still,  this  would  be  the  first 
organization  dedicated  to  helping  unions 
grow  again.  If  it  works,  other  unions 
are  Ukely  to  sign  on — and  one  of  the 
five  would  likely  take  over  the  AFL-cio 
and  try  them  on  an  even  broader  scale. 
By  Aaron  Bernstein  in  Washington 


BusinessWeek  online 


For  a  Q&A  with  SEIU  President  Andy  Stern,  go 
towww.businessweek.com/magazine/extra.htm 


Visit  www.dell.com/migration21  and  go  to  the 
Dell  UNIX  Migration  online  calculator  for  a  free 
migration  assessment.  Dell  offers  a  host  of  end- 
to-end  migration  services,  including  those  for 
Oracle®  9/.  Call  1-866-446-6216  today  to  speak 
with  a  Dell  representative.  Together,  you  can 
assess  your  individual  needs  and  then  develop  a 
cost-effective  plan  for  UNIX  migration. 
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Call  1-866-446-6216 

toll  free 

Click  www.dell.com/migrationZI 


AT  A  MILITARY  BASE 
IN  KOSOVO,  KBR 
EMPLOYEES  WORK 
THE  CAFETERIA 
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An  inside  look 
at  Brown  &  Root, 
the  kingpin  of 
America's  new 
military-industrial 
complex 


i^. 


By  Anthony  Bianco  & 
Stephanie  Anderson  Forest 

Early  on  the  morning  of  Aug.  5,  a  U. S.  mail  convoy 
pulled  out  of  the  airport  in  Baghdad  and  headed 
north.  A  U.  S.  Army  Humvee  bristling  with 
weaponry  led  the  way,  followed  by  three  heavily 
loaded  trucks,  each  driven  by  a  civilian  employee  of 
Kellogg  Brown  &  Root  (kbr).  A  second  military 
Humvee  brought  up  the  rear.  Near  Tikrit, 
Saddam  Hussein's  hometown,  a  bomb  detonated 
under  one  of  the  trucks.  The  military  police  pried  its 
driver,  Fred  Bryant  Jr.,  from  the  wreckage  and  raced  him  to 
a  military  field  hospital.  Bryant,  39,  died  en  route,  the  first 
KBR  combat  casualty  since  the  Texas  contractor  was  found- 
ed in  1919. 

Bryant's  death  imderscores  the  U.S.  military's  heavy  re- 
liance on  private  military  companies,  or  PMCs,  to  wage  war  in 
Iraq.  By  most  estimates,  civilian  contractors  are  handling  as 
much  as  20%  to  30%  of  essential  military  support  services  in 
Iraq.  Scores  of  pmcs  are  active  all  across  the  country,  but  kbr 
in  particular  has  become  indispensable  to  the  global  projection 
of  American  military  might  in  this  unsettled  age.  "It  is  no  ex- 
aggeration to  say  that  wherever  the  U.  S.  military  goes,  so  goes 
Brown  &  Root,"  says  R  W.  Singer,  a  Brookings  Institution  fel- 
low and  au- 
thor of  Corpo- 
rate Warriors. 
Widely  known 
as   Brown   & 

Root,  KBR  is  a  unit  of  oil-services  giant  Halliburton  Co. — Dick 
Cheney's  old  company. 

KBR  and  its  rivals  figure  crucially  in  the  increasingly  clam- 
orous debate  over  the  size  and  structure  of  America's  armed 
forces.  To  save  money,  the  U.  S.  has  pared  its  roster  of  active- 
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WHERE  THE  U.S.  MILITARY  GOES. 
SO  GOES  BROWN  &  ROOT 

To  avoid  the  financial  and  political  toll  of  hiking  U.S.  armed 
forces,  the  Pentagon  has  increasingly  turned  to  KBR 


duty  troops  by  32%, 
to  1.5  million,  since 
1991.  But  a  not-so- 
funny  thing  happened 
on  the  way  to  the 
post-Cold  War  new 
world  order:  Terror- 
ist networks  prolif- 
erated, and  long-sup- 
pressed ethnic  con- 
flicts broke  out  all 
over  the  globe, 
prompting  the  U.  S. 
to  intervene  militarily. 
The  Pentagon  was 
able  to  maintain — and 
perhaps  even  boost — 
the  potency  of  Amer- 
ica's armed  forces  by 
developing  an  awe- 
some array  of  new 
high-tech  weaponry 
and  replacing  tens  of 
thousands  of  soldiers 
with  civilian  PMC 
workers. 

The  Bush  Admin- 
istration was  so  con- 
fident of  America's 
military  superiority 
that  it  went  into  Iraq  with  a  much  smaller,  more  nimble 
force  than  the  huge  multinational  coalition  that  was  assem- 
bled to  push  Saddam  out  of  Kuwait  in  1990.  The  swift  defeat 
of  the  Iraqi  army  seemed  to  invalidate  the  Powell  Doc- 
trine, which  holds  that  the  U.S.  should  fight  only  when  it 
has  an  overwhelming  numerical  edge.  But  occupying  Iraq 
with  140,000  U.S.  troops  (plus  21,700  from  Britain  and  oth- 
er countries)  is  proving  another  matter  altogether,  putting 
the  new  contractor-dependent  military  to  its  most  severe 

test  to  date. 

Critics  of  the  Bush 
Administration  argue 
that  it  will  require  a 
force  of  300,000  to  500,000  soldiers  to  pacify  Iraq.  But  even 
if  the  U.  S.  wanted  to  substantially  boost  troop  levels,  it's  not 
clear  where  reinforcements  would  come  from.  About  50%  of 
the  Army's  active-duty  troops  are  on  foreign  soil  already, 
and  in  many  key  military  specialities,  the  deployment  per- 
centage is  much  higher.  For  example,  90%  of  all  American 
military  police  are  already  on  active  duty.  With  U.S.  troops 
tied  down  in  terrorist-hunting  and  peacekeeping  missions 
from  the  Philippines  to  Liberia  to  Uzbekistan,  America's 
downsized  armed  forces  are  stretched  thin — perilously  so, 
say  many  experts. 

The  era  of  mihtary  shrinkage  clearly  has  ended,  yet  the 
Bush  Administration  is  resisting  calls  to  begin  expanding 
the  Army  again.  Instead,  Defense  Secretary  Donald  H.  Rums- 
feld is  weighing  a  series  of  measures  designed  to  increase  the 
potency  of  America's  armed  forces  without  incurring  the  ex- 
pense— financial  and  political — of  putting  more  Americans  in 
imiform.  In  essence,  Rumsfeld  wants  the  Pentagon  to  make 
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more  effective  use  of  existing  resources.  Above  all, 
means  substituting  even  more  civilians  for  troops  and  leai 
even  more  heavily  on  PMCs.  There  are  "something  in 
neighborhood  of  300,000  men  and  women  in  uniform  d 
jobs  that  aren't  for  men  and  women  in  uniform,"  Rums 
said  during  Senate  testimony  in  July. 

No  company  is  better  positioned  to  take  over  those 
than  KBR.  Over  the  past  decade,  the  company  has  hou 
fed,  and  maintained  American  fighting  forces  in  some  of 
most  geographically  remote  and  politically  dangerous 
gions  on  earth.  It  has  proven  itself  capable  of  efficie 
mobilizing  its  o\vn  vast  army  of  engineers,  cooks,  and  k 
tics  experts,  often  on  short  notice.  Even  rival  pmcs  gent 
ly  praise  it  as  an  adept  and  reliable  operator.  "They  ha 
good  performance  record,"  says  Albert  J.  Konvicka,  presii 
of  AECOM  Government  Services  Inc.,  a  Fort  Worth-b? 
PMC.  "They  can  react  very  quickly  to  situations.  I  res 
them  as  a  competitor." 

But  outsourcing  is  no  panacea  for  America's  overexti 
ed  military.  Brown  &  Root  and  most  other  pmcs  work  st 
ly  in  a  supporting  role.  Their  employees  maiatain  Amer 
high-tech  weapons  and  train  soldiers  how  to  use  them 
depend  heavily  on  their  military  customers  for  protectio 
combat  zones.  If  security  breaks  down,  as  it  often  ha 
Iraq,  the  PMC  support  system  is  liable  to  malfunction, 
Lieutenant  General  Charles  S.  Mahan  Jr.,  the  Army's  to] 
gistics  officer,  recently  complained  that  so  many  civ 
contractors  had  refused  to  deploy  to  particularly  dange 
parts  of  Iraq  that  soldiers  had  to  go  without  fresh  f 
showers,  and  toilets  for  months.  Even  mail  delivery 
weeks  behind,  Mahan  complained  in  a  July  31  inten 
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A  SAMPLING  OF  KEY  LOGISTICS  AND  OPERATIONS 
CONTRACTS,  FROM  THE  BALKANS  TO  CENTRAL  ASIA 

IN  MIUIONS.  EXCEPT  WHERE  NOTED 

BALKAN  SUPPORT  CONTRACT* 

TURKISH  BASE-MAINTENANCE  CONTRACT'' 

LOGCAP,  OR  LOGISTICS  CIVIL  AUGMENTATION  PROGRAM' 


^  *ACTUAL  COSTS  INCURRED  FROM  1 999-2002  PLUS  PROJECTED  COSTS  FOR  2003  AND  2004 

"MAXIMUM  SPENDING  ALLOWED 
■tfc  Transatlantic  Programs  Center.  U.S.  Army  Joint  Munitions  Command  &  Army  Field  Support  Command 

Newhouse  News  Service.  "We  thought  we  could  depend 
jidustry  to  perform  these  kind  of  functions,"  Mahan 

But  it  got  "harder  and  harder  to  get  [them]  to  go  in 

's  way." 

.neral  Mahan  didn't  knock  Brown  &  Root  by  name.  He 
]t  have  to;  the  company  is  by  far  the  biggest  services 
factor  in  Iraq,  with  more  than  2,500  employees  in  Cen- 
JAsia  and  the  Middle  East  as  a  whole.  U.S.  Civil  Ad- 
itrator  L.  Paul  Bremer  III  and  the  1,000-person  Office 
reconstruction  &  Humanitarian  Assistance  depend  on 
fompany  for  food  and  shelter,  as  do  at  least  100,000  of 
U.S.  troops  stationed  in  Iraq.  In  addition,  the  U.S. 
N  Corps  of  Engineers  turned  to  kbr  and  kbr  alone  to 
I  repair  damaged  oil  wells  and  pipelines  and  get  Iraqi 
e — the  key  source  of  reconstruction  revenue — flovdng 
[1  to  export  markets. 

pr  its  work  in  support  of  the  invasions  of  Iraq  and 
.anistan,  kbr  has  billed  the  U.S.  government  about  $950 
j)n  for  work  completed  under  contracts  capped  at  $8.2  bU- 
lAt  the  same  time,  kbr  is  in  line  to  earn  tens  of  millions 
jllars  more  to  maintain  the  archipelago  of  U.S.  mili- 

bases  that  now  arcs  from  the  Balkans  south  to  the 
1  of  Afinca  and  east  to  Afghanistan  and  Kyrgyzstan. 
er  to  home,  kbr  built  the  detention  camps  in  Guan- 
mo  Bay,  Cuba,  that  house  TaUban  and  al  Qaeda  prison- 
All  in  all,  no  corporation  has  played  as  central  a  role  in 
[rica's  global  anti-terrorism  campaign — or  profited  as 
Isomely  from  it — as  kbr. 

le  company's  high-profile  success  in  winning  contracts, 
>led  with  its  intimate  ties  to  the  White  House,  has 
[Sed  suspicions  that  it  is  a  beneficiary  of  poHtical  fa- 
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voritism.  Although 
Cheney  no  longer 
owns  stock  in  Hal- 
liburton, he  was  its 
chairman  and  CEO  for 
five  years  and  either 
hired  or  promoted 
many  of  the  execu- 
tives now  running 
Halliburton  and  KBR. 
At  the  insistence  of 
two  powerful  House 
Democrats,  Henry  A. 
Waxman  of  California 
and  John  D.  Dingell 
of  Michigan,  the  Gen- 
eral Accounting  Of- 
fice, the  investigative 
arm  of  Congress,  is 
looking  into  the  issue 
of  whether  KBR  has 
received  special  treat- 
ment in  the  awarding 
of  Defense  Dept.  con- 
tracts over  the  past 
two  years. 

David  J.  Lesar, 
Halliburton's  current 
chairman  and  CEO,  is 
exasperated  by  the 
controversy  swirling  around  his  company.  "Despite  some  of 
the  media  scrutiny  you've  seen,  within  the  organization  we 
are  very,  very  proud  of  what  we  do  to  support  the  military 
and,  I  think,  save  the  U.S.  taxpayer  some  money,"  says 
Lesar,  who  insists  that  all  of  kbr's  dealings  vdth  the  Pentagon 
have  been  at  arm's  length. 

Robert  "Randy"  Harl,  kbr's  president  and  CEO,  insists 
that  General  Mahan's  complaints  do  not  apply  to  KBR.  The 
company  "has  met  every  commitment  we  have  made  to  the 
military,"  Harl  says.  "Our  company  has  no  higher  priority 
than  to  support  our  military  on  the  ground."  Mahan  was 
unavailable  to  discuss  his  criticisms  of  civilian  contractors 
with  BusmessWeek;  the  57-year-old  three-star  general  re- 
tired from  military  service  shortly  after  making  his  com- 
ments. A  Pentagon  spokesman  declined  to  comment. 

Mahan's  departure  will  do  nothing  to  quell  the  debate 
over  the  military's  rising  dependence  on  Brown  &  Root  and 
other  PMCs.  There  is  general  agreement  that  it  makes  sense 
to  shift  troops  out  of  jobs  that  contractors  can  handle  at 
least  as  well — and  probably  at  less  cost — and  let  them  con- 
centrate on  purely  military  tasks.  "The  cost-savings  argument 
for  outsourcing  is  not  nearly  as  compelling  as  the  potential  im- 
provement from  quahty  of  service  or  flexibility,"  says  Steven 
L.  Schooner,  co-director  of  government-procurement  law  at 
George  Washington  University  Law  School. 

The  outsourcing  trend  also  is  being  driven  by  the  acceler- 
ating sophistication  of  miUtary  software  and  hardware.  The 
high-tech  weapon  systems  used  to  such  devastating  effect  in 
Afghanistan  and  Iraq  are  so  complex  that  combat  vinits  in  the 
field  have  no  choice  but  to  depend  on  expert  civilians  to 
maintain  and,  in  some  cases,  operate  them.  The  F-117  stealth 
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fighter,  MlAl  tank,  Patriot  missile,  and 
Global  Hawk  unmanned  drone  are  all 
heavily  contractor-dependent. 

Skeptics,  who  include  many  members 
of  the  mnitary  Establishment,  warn  that 
the  growing  PMC  presence  on  the  bat- 
tlefield exposes  America's  armed  forces 
to  potentially  catastrophic  risk.  As  civil- 
ians, contract  employees  are  not  sub- 
ject to  military  command  and  discipline. 
Workers  who  refuse  an  assignment  can 
be  fired  by  their  employers  but  not 
tossed  into  the  brig.  The  Pentagon's  only 
recourse  is  to  sue — no  comfort  at  all  to  a 
commander  in  the  field  who  has  been 
left  in  the  lurch  by  vanished  contractors.  A  PMC's  ultimate 
duty  is  not  to  its  miUtarj'  customers  but  to  its  shareholders. 
"Contractor  loyalty  to  the  almighty  dollar,  as  opposed  to 
support  for/of  the  front-line  soldier,  remains  [a]  serious  ques- 
tion," warned  a  U.S. 
Army  War  College  pa- 
per last  year. 

Although  the  ulti- 
mate interests  of  the  rralitary'  and  the  PMCs  diverge,  their  rou- 
tine dealings  are  defined  by  cooperation,  not  conflict.  The 
emergence  of  a  robust  private  military  industry  has  set  the 
revolving  door  between  the  Pentagon  and  private  industry 
spinning  faster  than  ever.  From  top  to  bottom,  the  typical  PMC 
is  heavily  staffed  by  ex-military  officers.  "Roger  that,"  replies 


^'H 


Special  Report 


Billy  J.  Gray,  a  well-traveled  kbr  manager  now  station( 
Camp  Bondsteel  in  Kosovo,  when  asked  if  he  is  ex 
Like  many  of  his  colleagues.  Gray  gets  a  bigger  pa 
from  KBR  than  he  did  in  his  Army  days,  and  he  still  ge' 
military  pension,  which,  for  a  veteran  with  20  years'  seri 
amounts  to  50%  of  his  old  salary. 

Military  Professional  Resources  Inc.,  an  Alexandria 
military  consulting  firm,  boasts  of  having  "more  general 
square  foot  than  the  Pentagon."  But  no  PMC  has  forg 
more  intimate  connection  with  America's  warfighters 
Brown  &  Root,  whose  forte  is  building  and  maintaining 
tary  bases  in  dangerous  places.  At  locations  such  as  ( 
Bondsteel  and  Camp  Artfjan  in  Kuwait,  kbr  employee; 
erally  live  with  the  soldiers — albeit  within  a  separate 


THE  CORPORATE  MILITARY 

Kellogg  Brown  &  Root  is  the  best-known  private  military 
company  (PMC)  in  the  world,  but  it  has  many  competitors. 
Here  is  a  brief  look  at  four  of  the  most  prominent  players.- 


DYNCORP  The  most  broadly  diversified  PMC,  Dyncorp 
posted  $2.3  billion  in  revenues  in  2002.  Under  contrac 
to  the  State  Dept.,  it  provides  bodyguards  for  Afghan 
President  Hamid  Karzai  and  recently  sent  1,000  ex-cop 
and  security  guards  to  Iraq  to  help  train  a  new  police 
force.  Information  Technology  consulting  giant  Compute 
Sciences  acquired  Dyncorp  in  2002  for  $950  million 


VINNELL  Vinnell,  which  was  acquired  last  year  by 
Northrop  Grumman,  has  trained  the  Saudi  National 
Guard  since  1975  under  a  contract  currently  valued 
at  $800  million.  In  May,  10  of  Vinnell's  employees 

perished  in  a  suicide-bombing  attack  on  a  housing  complex  in  Riyadh.  Vinnell  bested  four  other  bidders  for  a 

$48  million  contract  to  train  the  nucleus  of  a  new  Iraqi  army. 


MILITARY  PROFESSIONAL  RESOURCES  Founded  in  1988  by  eight  former  senior  military  officers,  MPRI  boast 
of  having  "more  generals  per  square  foot  than  the  Pentagon."  It  took  over  the  administration  of  much  of  the 
Army's  Reserve  Officer  Training  Corps  program  and  played  a  vital  role  in  the  Balkans  by  helping  Croatia  and  Bo: 
create  professional  armies.  MPRI  was  acquired  by  high-tech-weapons  maker  L3  Communications  in  2000. 

AECOM  GOVERNMENT  SERVICES  A  division  of  Los  Angeles-based  AECOM  Technology,  AECOM  heads  a  joint 
venture  company  called  Combat  Support  Associates.  In  1999,  CSA  won  a  $900  million,  10-year  contract  to 
provide  logistics  and  support  services  to  the  Army  Forces  Central  Command  in  Kuwait.  CSA  employs  3,000 
workers  at  Camp  Doha,  a  key  staging  area  for  the  Iraq  invasion. 
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pound  on  the  base — thereby  alle\aating 
the  privations  while  sharing  many  of 
the  dangers  of  military  life.  Says  Gwu's 
Schooner:  "Brown  &  Root  has  won  the 
hearts,  minds,  and  stomachs  of  every- 
body in  the  military." 

Unlike  soldiers,  however,  KBR  em- 
ployees have  the  option  of  quitting  at 
any  time.  "I've  raised  my  hand  before 
and  said,  'Guys,  I'm  burned  out,'"  says 
Gray,  an  engineer  who  oversees  vehicle 
maintenance  and  electric-power  genera- 
tion at  Bondsteel.  Gray,  who  has  worked 
for  KBR  for  a  decade,  has  taken  three 
home  leaves  over  the  years.  He  just  re- 
turned to  work  in  April  after  a  nine-month  break.  "I  called  up 
and  said,  'Hey,  I'm  deployable  again,' "  he  says. 

The  Defense  Dept.  is  the  private  military  industry's 
biggest  customer,  but  hardly  the  only  buyer  in  what  is  a 
truly  global  market.  Great  Britain  and  other  established 
military  powers  have  embraced  military  outsourcing  to 
varying  degrees,  while  numerous  Third  World  countries 

have  hired  PMCs  to 
train  their  armies  and 
in  some  cases — Sier- 
ra Leone,  Angola,  the 
Congo — to  literally  fight  their  battles. 

Brown  &  Root  ranks  among  the  five  top  defense  con- 
tractors in  the  United  Kingdom.  Since  1997,  KBR  has  owned 
a  51%  stake  in  the  Davenport  Royal  Docks,  a  former  gov- 
ernment facility  where  the  company  and  its  two  EngHsh 
partners  maintain  the  Trident  fleet  of  nuclear  submarines.  In 
late  July,  the  Ministry  of  Defense  named  a  consortium  led  by 
Brown  &  Root  as  the  preferred  bidder  for  a  4  bUlion-pound, 
30-year  contract  to  upgrade  British  Army  garrisons  housing 
a  total  of  18,000  soldiers  and  civilians. 

Everyone  agrees  that  the  global  PMC  business  is  booming, 
but  no  one  knows  exactly  how  big  it  is.  A  two-year  study 
completed  in  2002  by  the  International  Consortium  of  Inves- 
tigative Journalists  identified  90  PMCs  operating  in  110  coun- 
tries. U.S.  companies  dominate,  but  sizable  PMCs  operate 
out  of  Britain,  South  AMca,  Russia,  Israel,  and  elsewhere. 
Many  PMCs  are  privately  owned, 
and  even  the  ones  that  are  part 
of  publicly  held  corporations,  such 
as  KBR,  tend  to  provide  minimal 
financial  detail.  Much  of  the  work 
PMCS  perform  is  classified  "secret" 
by  their  government  clients.  But 
for  many  of  them,  reclusiveness 
also  is  a  public-relations  strate- 
gy. The  private  military  industry 
has  an  image  problem  reducible 
to  a  single,  rather  dirty  word: 
mercenary. 

The  tradition  of  hired  foreign 
guns  is  older  than  the  gun,  dating 
to  ancient  times.  The  Geneva 
Conventions  of  1949  criminalized 
the  mercenary  trade,  driving  it 
tmderground.  Mercenaries  are  still 
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very  much  with  us— -especially  in  Africa — ^but  they  tend 
erate  in  small,  ragtag  units  of  limited  effectiveness.  In  \ 
they  cannot  begin  to  compete  with  PMCs,  which  have 
imized  the  military-services  business  by  reorganizing  i\ 
corporate  form.  Scrupulously  avoiding  the  shadowy, 
booting  margins  of  the  business,  KBR  acts  only  as  a  wo| 
partner  of  the  armed  forces  of  the  U.  S.  and  its  allies, 
as  their  proxy.  In  addition,  the  company  shuns  all  assignil 
that  require  carrying  weapons,  including  sentry  duty  a{ 
itary  bases,  a  PMC  staple. 

Brown  &  Root's  military-contracting  operation  is  a\ 
tension  of  the  company's  original  business:  engineering 
construction.  During  World  War  II,  Brown  &  Root  landj 
first  military  contracts  and  eventually  built  hundrej 
ships  for  the  U.  S.  Navy.  Its  employees  accompanied 
troops  to  Korea  and  Vietnam,  building  bases,  roads,! 
bors,  and  so  on.  In  1963,  Brown  &  Root  sold  out  to  oil-| 
ices  giant  Halliburton  (becoming  Kellogg  Brown  &[ 
with  the  addition  of  oil-pipe  fabricator  M.W.  Kello| 
1998).  Taking  its  cues  from  Halliburton,  KBR  emphasize 
ergy  projects,  exiting  the  military  business  altogether  | 
the  U.  S.  withdrew  from  Vietnam  in  1973. 

Desperate  for  new  sources  of  revenue  during  the 
clysmic  oil-industry  contraction  of  the  mid-1980s,  kbf| 
toed  back  into  military  contracting  in  1987 — this  tir 
stay.  "We  see  it  as  a  very  nice  adjunct  to  the  rest  of  the  I 
ness,"  says  Halliburton  ceo  Lesar.  "It  requires  many  c| 

same  capabilities  that  we 
have  to  execute  our  basic  stl 
gy,  which  is  serving  our  oil] 
gas  customers:  good  enginet 
good  logistics,  the  ability  td 
people  on  the  ground  fasti 
ability  to  handle  enorr| 
amounts  of  data." 

Military  contracting  no\| 
counts  for  only  about  20  [ 
kbr's  revenues — which  is  u| 
tunate  for  shareholders,  since! 
business  is  the  best  thing  thl 
leaguered  unit  has  going  f| 
Over  the  past  12  months,  KB  [ 
incurred  operating  losses  of  I 
million  on  revenues  of  $6.1 
lion.  The  company  is  so  weil 
down  by  asbestos-related  lil 


"We... save  the  U.S. 
taxpayer  some  money," 
says  Halliburton's  chief 
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ties  incurred  by  its  construction  busi- 
ness that  it  plans  to  file  for  Chapter  11 
bankruptcy  this  fall  to  settle  pending 
personal-injury  claims,  kbr's  govern- 
ment-contracting unit  will  not  be  in- 
cluded in  the  Chapter  11  filing. 

In  this  year's  second  quarter,  KBR 
earned  $17  million  on  the  $292  million 
in  revenue  produced  by  its  work  in 
Iraq,  a  paltry  margin  of  5.8%.  On  the 
other  hand,  the  military  business  is  re- 
liably profitable  and  far  less  capital-in- 
tensive than  either  oil  services  or  con- 
struction because  the  government  owns 
virtually  all  the  fixed  assets.  Under  the 
"cost-reimbursable"  contracts  common  in  military  logistics, 
KBR  passes  along  100%  of  its  costs  to  the  customer  and  is  as- 
sured of  a  1%  profit.  In  addition,  the  company  can  earn  an 
"award  fee"  of  1%  to  8%  of  total  expenditures  depending  on 
how  well  it  performs. 

The  bulk  of  kbr's  military  business  has  come  in  through  a 
single,  infinitely  expandable  contract  called  the  Logistics 

Civil  Augmentation 
Program,  or  logcap 
for  short.  When 
Brown  &  Root  won 
the  first  LOGCAP  contract  in  1992  over  three  other  bidders, 
no  one  imagined  that  it  would  burgeon  into  what  the  Con- 
tract Services  Assn.  calls  "the  mother  of  all  service  con- 
tracts." For  a  fee  of  $3.9  milUon,  logcap  I  required  KBR  to 
develop  contingency  plans  for  deploying  U.S.  forces  to  13 
different  parts  of  the  world.  But  logcap  was  more  than 
brainwork:  The  company  had  to  be  ready,  on  short  notice,  to 
transport  a  fighting  force  of  up  to  50,000  troops  to  any  lo- 
cation in  the  world  and  to  supply  them  with  food  and  other 
essentials  for  as  long  as  six  months. 

Brovra  &  Root  was  called  into  combat  for  the  first  time  in 
late  1992,  accompanying  U.S.  forces  into  Somaha  in  sup- 
port of  a  U.  N.-sponsored  intervention.  Soon,  KBR  was  So- 
malia's largest  employer,  with  2,500  locals  on  the  payroll.  The 
Army  paid  the  company  $110  million  for  Somalia  and  $141 
million  to  assist  18,000  troops  sent  into  Haiti  on  another 
U.  N.  mission  in  1994.  But  it  wasn't  until  the  U.  S.  led  NATO 
forces  into  Bosnia  in  1995  that  KBR — and  the  entire  private 
military  industry — came  of  age. 

Limited  by  Presidential  order  to  calling  up  no  more  than 
4,300  reservists,  the  Army  turned  to  Brown  &  Root  and 
scores  of  other  contractors.  During  one  of  the  harshest 
Balkan  winters  on  record,  KBR  joined  with  military  engineers 
to  create  34  bases  from  former  U.  N.  camps,  abandoned 
factories,  ruined  buildings,  and  open  fields.  The  company 
supplied  most  of  the  building  materials  needed  because  it 
was  able  to  make  deliveries  faster  than  the  Army  could,  ac- 
cording to  a  gao  report.  The  16,200  soldiers  who  filled  the 
camps  depended  almost  entirely  on  KBR  for  food  and  other 
necessities. 

kbr's  logcap  agreement  expired  in  1997,  and  the  U.S. 
Army  Material  Command  awarded  a  new  five-year  contract 
to  rival  Dyncorp.  "Losing  that  was  quite  a  blow,"  Harl  con- 
cedes. "We  turned  in  a  proposal  that  was  not  fully  respon- 
sive to  what  [the  AMC]  was  looking  for"  The  Army  softened 
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the  blow  considerably  by  carving  out  the  Balkans  und* 
separate  contract  given  to  Brovm  &  Root.  The  company 
tinued  to  operate  in  Bosnia — and  moved  south  into  Kos 
with  the  Army  when  war  erupted  there  in  1999.  In  shoi 
der,  KBR  built  three  more  large  bases  and  scores  of  pe: 
eral  outposts. 

Through  2002,  the  Army  has  paid  KBR  about  $2.5  billion; 
its  work  in  the  Balkans.  Neither  the  company  nor  the 
will  disclose  how  much  of  this  is  profit.  An  Army  spoij 
woman  says  that  on  average,  KBR  has  received  about 
the  maximum  fee  award  of  8%  to  9%.  This  works  out 
profit  of  about  $200  million.  In  recent  years,  the  U.S. 
sharply  reduced  its  troop  levels  in  the  Balkans  and  elf 
most  of  its  bases.  KBR  continues  to  run  the  bases  that  rer 
and  is  projected  to  receive  $367  million  more  in  payments 
year  and  next,  when  its  contract  expires. 

The  Army's  spending  in  Bosnia  repeatedly  exceeded 
jections,  attracting  intensive  scrutiny  in  Washington.  H 
ever,  in  1997,  a  Logistics  Management  Institute  study  fo 
that  it  would  have  taken  8,918  troops  and  $638  million  t 
what  kbr's  6,766  employees  had  done  for  $462  mill 
"When  compared  with  the  costs  of  using  an  equivalent 
itary  force,"  the  study  concluded,  "the  use  of  logcap 
tractors  is  economical." 

The  big  savings  is  in  labor  costs.  A  PMC  does  not  hav 
pay  the  cost  of  training  and  deploying  a  soldier.  It  also 
subcontract  out  to  local  workers — "host  country  nationals 
the  parlance  of  the  trade — at  much  lower  rates  than  I 
government  scale.  For  example,  in  the  Balkans,  KBR  ] 
carpenters,  electricians,  and  plumbers  $15.80  an  houi 
average,  compared  with  the  $24.38  government 
The  wage  gap  was  largest  for  basic  laborers:  $1.12  an  h 
vs.  $15.99. 

Still,  the  GAG,  which  twice  investigated  LOGCAP  spen< 
in  the  Balkans,  chided  the  Army  for  the  laxity  of  its  o 
sight  of  contractors'  cost-plus  spending.  "Army  and  o' 
[Defense  Dept.]  officials  have  typically  accepted  [ke 
judgment  and  not  questioned  the  level  of  services  b' 
provided,"  the  gao  noted  in  a  2000  report  entitled  A 
Should  Do  More  to  Control  Contract  Cost  in  the  Balk 
The  agency  gave  kbr  high  marks,  the  report  contin 
but  noted  that  military  ofiBcials  often  were  imable  "to  exj 
the  frequency  of  services  being  provided,  such  as...clea 
latrines  three  times  a  day." 

In  2001,  KBR  outbid  Dyncorp  and  another  company  to 
back  the  logcap  contract,  now  extended  to  a  duration  c 
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years.  Under  logcap,  kbr  has  received  as- 
signments potentially  worth  as  much  as 
$183  million  to  support  the  hunt  for  al  Qae- 
da  and  other  terrorist  operatives  in  Af- 
ghanistan and  neighboring  countries.  The 
company  maintains  the  two  biggest  bases  in 
Afghanistan — at  Bagram  and  Kandahar — 
and  Camp  Stronghold  Freedom  in  Uzbek- 
istan. Meanwhile,  Operation  Iraqi  Freedom 
has  sent  $1  billion  more  in  logcap  busi- 
ness kbr's  way  to  date,  and  new  work  or- 
ders still  are  being  issued  at  the  rate  of  a 
half-dozen  per  month. 

In  late  2002,  the  Pentagon  asked  kbr  to 
grapple  with  a  question  compHcating  U.  S. 
plans  for  invading  Iraq:  What  to  do  if  Saddam  torches  his 
ovm  oil  fields,  as  he  did  Kuwait's  during  the  last  Gulf  War? 
KBR  drew  up  a  classified  contingency  plan  to  deal  with  this 
nightmare  scenario.  The  work  was  done  under  logcap,  but 
to  help  implement  the  plan,  the  Army  Corps  of  Engineers 
signed  kbr  to  a  separate  contract  capped  at  $7  billion. 
General  Robert  Flowers,  the  Corps'  commander,  said  the 

contract  was  award- 
ed to  KBR  because  the 
Army  had  complete 
confidence  in  the  com- 
pany and  there  wasn't  time  to  put  it  out  to  bid — an  expla- 
nation that  inflamed  suspicions  that  the  political  fix  was  in. 
Harl  emphatically  denies  it.  "Our  people  did  a  great  job  in 
securing  that  work,  and  Dick  had  nothing  to  do  with  it," 
Harl  insists.  BUI  AJhson  of  The  Center  for  Public  Integrity,  a 
Washington-based  government  watchdog  group,  argues  that 
Cheney  does  not  have  to  actually  pull  strings  to  help  his  old 
company.  "Cheney  knows  how  things  work,"  Allison  says. 
"There  are  a  number  of  ways  you  can  help  without  actually 
being  involved." 

As  it  tm-ned  out,  Saddam's  forces  set  fire  to  only  9  of 
Iraq's  1,821  oil  wells.  But  in  the  months  since  the  U.  S.  cap- 
tured Baghdad,  saboteurs  have  done  heavy  damage  to  oil 
wells,  pipeUnes,  and  other  facilities  throughout  the  country. 
This  massive  repair  job  has  fallen  to  Task  Force  Rio  (Restore 
Iraqi  OU),  which  consists  of  some  300  Brown  &  Rooters  and  a 
smaller  Army  Corps  of  Engineers  contingent,  kbr  has  finished 
$705  million  worth  of  this  work  to  date.  The  money  will 
keep  roUing  in  for  another  few  months  but  likely  will  fall  well 
short  of  $7  billion — a  figure  that  presumed  an  oil-field  confla- 
gration of  apocalyptic  scope,  kbr's  contract,  which  was  always 
intended  as  a  stopgap  measure,  will  be  replaced  at  yearend  by 
two  new  contracts,  each  potentially  worth  $500  million,  ac- 
cording to  the  Corps  of  Engineers,  kbr  is  an  odds-on  bet  to 
win  one  but  not  both  contracts,  if  only  because  a  double  vic- 
tory likely  would  provoke  Waxman  and  Dingell  to  new 
heights  of  outrage. 

Lesar  expects  kbr  to  remain  an  opportxme  political  target 
for  as  long  as  Cheney  occupies  the  White  House.  "That's  just 
part  and  parcel  of  Hving  with  who  my  predecessor  was,"  he 
says,  adding  that  no  amount  of  contention  will  dissuade 
KBR  from  pursuing  new  military  business.  "If  I  believe 
there  is  a  piece  of  work  out  there  that  we  have  the  capa- 
bility to  do,"  Lesar  says,  "I  have  an  obligation  to  my  share- 
holders to  go  after  it." 


In  coining  the  term  "mihtary-industrial  complex"  il 
farewell  address  to  the  nation  in  1961,  President  Dwig| 
Eisenhower — retired  four-star  general  and  war  hero 
hower — warned  of  the  incestuous  ties  that  had  formed 
tween  the  Defense  Dept.  and  the  "permanent  armar 
industry"  birthed  by  World  War  II.  Eisenhower  worriec 
the  Pentagon's  pursuit  of  its  bureaucratic  imperatives 
combine  with  arms  makers'  pursuit  of  profit  to  thrus 
U.  S.  into  a  war  the  country  did  not  need  and  perhaps 
not  win. 

The  big  weapons  manufacturers  that  alarmed  Eiser 
er  have  shrunk  in  number  and  size  since  the  Cold  I 
ended.  But  the  emergence  of  the  private  military  cor 
has  extended  the  relationship  that  so  worried  Eisenhj 
pushing  it  beyond  the  executive  suite  and  factory  floor 
the  battlefield  itself.  The  PMCs'  adaptability  is  poUtical 
well  as  miHtarily  useful  to  the  government.  Why  takj 
heat  of  calling  up  reservists  when  you  can  summon  civ 
for-hire?  Why  try  to  persuade  Congress  to  sanctioij 
use  of  U.S.  troops  in  Colombia's  war  on  narco-guer 
when  you  can  send  in  contractors  to  spray  coca  field^ 
train  paramilitary  groups — as  both  the  Clinton  and  Bus^ 
ministrations  have  done? 

The  new  military-industrial  complex  seems  to  poj 
least  as  much  danger  to  itself  as  it  does  to  society, 
tractor  no-shows  in  Iraq  have  jolted  U.S.  military 
ners  who  expected  a  repeat  of  Brown  &  Root's  yeomal 
performance  in  the  Balkans.  Says  Brooking  Instituf 
Singer:  "Now  that  the  Army's  eyes  have  been  opened  i| 
this,  they  are  thinking  through  other  scenarios,  with 
Korea  being  not  only  the  most  likely  but  the  most 
some  possibility." 

If  conditions  in  Iraq  continue  to  deteriorate,  plenty  o:| 
er  people  will  be  focused  on  whether  the  policy  of  repll 
soldiers  with  private  contractors,  even  in  support  roles,  el 
taken  too  far.  The  ultimate  fear,  of  course,  is  that  contrzl 
under  extreme  duress  will  flee  en  masse,  exposing  U.  Sl 
diers  to  catastrophic  risk — a  disastrous  outcome  thaj 
even  Eisenhow^er  foresaw. 

With  Stan  Crock  in  Washhl 
and  Thomas  F.  Armistead  in\ 
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For  Q&As  with  Lesar  and  Harl,  go  to 
www.businessweek.com/magazine/extra.htm 


78  BusinessWeek  /  September  15,  2003 


1:32  am.  Martha  Watson  fills  an  order  for  one  of  CDW's  360,000  business  customers 
ising  her  own,  signature  style. 
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THE  UNDERGROUND 
INTERNET 

Members-only  "darknets"  are  popping  up  to  protect  file-sharing  from  prying  eyes 


Around  the  time  the  Recording  In- 
dustry Assn.  of  America  said  this 
spring  it  would  start  tracking 
down  individuals  who  were  trad- 
ing pii-ated  music  on  the  Internet,  lead- 
er X,  a  17-year-old  U.  S.  high  school  sen- 
ior who  declined  to  provide  a  name  to 
avoid  prosecution,  hightailed  it  over  to  a 
service  for  swapping  music  and  other 
digital  files  called  Direct  Connect  (dc). 
Trader  X  had  used  other  file-sharing 
services  in  the  past,  but  chose  DC  for 
two  simple  reasons:  privacy  and  plenty 
of  movies.  In  most  file-sharing  services, 
millions  of  computers  swap  files  with 
millions  of  others  openly  online,  in  plain 
view  of  the  RIAA  and  others.  DC's  free 
software  lets  individuals  set  up  a  pass- 
word-protected, members-only  network 
that  relays  music  and  movies  among  a 


closed  group  of  people.  "Frankly,  as  long 
as  the  Internet  exists,  file  trading  can't 
be  stopped,"  says  Trader  X. 

This  is  just  one  glimpse  into  the 
world  of  darknets — gated  communities 
that  run  on  the  Internet  but  are  open 
only  to  those  who  belong  to  the  private 
network.  These  mini-networks  are  gain- 
ing appeal  among  more  than  just 
teenagers  looking  for  a  free  copy  of  rap- 
per 50  Cent's  21  Questions.  Political  dis- 
sidents from  China  to  Iran,  as  well  as 
civil  liberterians  in  the  U.  S.,  are  inter- 
ested in  avoiding  the  prying  eyes  of 
government  authorities  and  reestablish- 
ing some  privacy  on  the  transparent  In- 
ternet. Even  well-respected  corpora- 
tions, including  Hewlett-Packard  Co. 
and  Siemens,  are  turning  to  darknets 
to  allow  them  to  share  sensitive  data 


with  outside  partners  while  proi 
the  data  from  rivals  and  restrictif 
partners  from  burrowing  into 
poration's  own  intranet. 

How  do  darknets  work?  Tyjl 
people  who  want  to  build  a  darkri 
start  by  installing  on  their  comi 
specialized  software,  which  they  c| 
or  often  dowTiload  for  fi'ee  fi-om 
temet.  Then  individuals  who  w| 
form  their  own  group  swap  pas:L 
or  digital  keys  so  their  compute 
communicate  with  each  other.  TI 
shuttling  between  computers  oft 
encrypted,  a  secmity  feature  sin 
that  used  for  online  credit-card 
actions.  This  makes  darknets  m< 
cure  than  typical  corporate  int: 
since  companies  usually  don't  e 
data.  Anyone  tracking  the  priva 
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eeping  us  all  connected. 
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works  could  monitor  the  traffic,  but 
wouldn't  know  what  information  was  in- 
side the  encrypted  packets.  And  gaining 
entry  to  a  group  of,  say,  college  kids 
swapping  music  is  no  easy  feat:  Prospec- 
tive members  often  need  recommenda- 
tions from  friends  to  join. 

It's  a  sweeping  revision  of  the  notion 
of  the  open  Internet.  Netizens  are 
walling  themselves  off  for  certain  activi- 
ties like  never  before.  Darknets  are  very 
different  from  the  typical  corporate  net- 
works, monoliths  built  to  last  for  years. 
These  networks  are  designed  to  be  put 
up  and  taken  dowTi  quickly  and  easily,  so 
they  can  be  used  for  a  week  or  a  year. 
Teenagers  could  establish  a  darknet  to 
trade  music — and  take  it  down  as  soon 
as  they  feel  pressure  from  authorities 
by  simply  removing  the  software  from 
their  machines.  GlaxoSmithKline  PLC  is 
using  a  darknet  so  chemists,  biologists, 
and  others  in-house  and  at  some  univer- 
sities can  share  information  for  the  de- 
velopment of  an  obesity  drug. 

Innovation  in  darknet  technology  is 
coming  from  many  different  directions. 
Independent  developers  are  giv- 
ing away  Freenet  and  invisi- 
bleNET,  software  that  allows  dis- 
sidents in  countries  where 
censorship  exists  to  get  infor- 
mation from  the  outside  world 


downloaded  from  the  Web  are 
busily  enhancing  it.  Devotees 
predict  the  technology  wiU  blos- 
som. "Waste  will  only  improve 
over  time  as  more  use^s  and  de- 
velopers adopt  it,"  says  Tom,  a  22-year- 
old  programmer  who  has  set  up  one 
mesh  for  family  photos  and  news  and 
another  for  software  development. 

Freenet's  emphasis  is  on  anonymity 
through  technology,  not 
trust.  The  brainchild  of 
Irish  programmer  Ian 
Clarke,         Freenet 
works  by  tying  to- 
gether      computers 
around    the    Internet 
through  strong  encryption. 
Freenet  organizes  a  bucket 
brigade  of  computers  that 
dedicate  a  portion  of  their 
hard  drives  to  encrypted  data  and 
only  talk  to  their  nearest 
neighbor  on  the  network. 
When  a  request  for  some 
bit    of    information    is 
made,    each    computer 

DARKNETS  RISING 

There  are  plenty  of  redsons  people  turn  to  private 

file-sharing  networks,  including  fi£eing  the 
music  industry's  watchdogs.  Here  is  a  sampling: 


InevitI 

as  the  pre? 

mounts  on  illegal  cop; 

people  interested  in  pi 

file  trading  are  se^ 

out  private  netwi 

Since  the  riaa  s 

targeting    indivici 

who  are  sharing 

monthly     revenue: 

BadBlue's  software  desil 

for  small-scale  use,  which  costs  bei 

$30  and  $60,  have  increased  about 

says  Doug  Ross,  the  company's 

technology  ofBcer  Moreover,  Clarke 

that  Freenet  downloads  have  tr| 

during  the  past  four  months  to 

tal  of  about  2  million.  "As  » 

[the  riaa]  laid  down  those 

vidual  subpoenas,  we  s 

ing  posts  from  people  lookinl 

private   networks,"   says   (| 

Hedgecock,  president  of  Zer 

Inc.,  a  site  where  about  160; 

sharers  discuss  news  and  exchan 

The  entertainment  industry 
these  digital  versions  of  Prohibi 
style  speakeasies  are  o 
tie  concern.  Since  darl 
typically   include   no 
than  50  or  100  people 
cause  of  technology  lii  \ 
tions  or  security  cone 
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and  speak  more  freely  among     ''^^'^'^.'^.^''^l^^^^^^  music  and  movie  comp 


themselves.  A  free  program 
called  Waste,  designed  by 
America  Online's  Nullsoft  divi- 
sion, showed  up  on  the  Web 
four  months  ago  and  is  catching 


FREEDOM  OF  SPEECH  Independent  developers  have 
created  free  software,  such  as  Freenet  and  invisibleNET, 
that  establishes  anonymous  networks  on  the  Net  so 
dissidents  in  countries  including  China,  Turkey,  and  Iran, 
can  express  their  political  views  safely. 


think  they  can't   do 
damage.  "If  they  are  i 
private  networks,  the 
very    little    risk    of   U 
caught,  but  there  is  ver  2 


on  among  pirated-music  dealers —  --"- tie  risk  of  them  really 


BadBlue  and  Groove  Networks 
Inc.  are  among  the  companies 
trying  to  make  money  from 
darknets.  They  sell  collabora- 
tion software  that  permits  a 
company  to  safely  share  sensi- 
tive documents  or  financial  in- 
formation with  partners. 

Trust  among  members  is  the 
critical  ingredient  for  certain 
darknets,  including  those  using 
technology  from  Waste  and  DC. 
DC  is  less  seciire  than  Waste  be- 
cause the  software  giving  access  to  the 
main  computer  that  runs  the  network  is 
simply  password-protected.  If  someone 
infiltrates  a  group,  that  person  can  track 
everything  that's  going  on  within  the 
hub.  Waste  is  more  secure.  It  uses  en- 
cryption to  protect  files  and  messages 
sent  among  the  members  of  a  private 
network,  called  a  mesh.  To  join  a  mesh, 
a  member  exchanges  encryption  keys 
vdth  someone  in  the  network.  Although 
AOL  quickly  yanked  the  software  off 
NuUsoft's  site,  programmers  with  copies 


CORPORATE  SECURITY  Software  startups,  including 
BadBlue  and  Groove  Networks,  sell  file-sharing  software 
that  lets  corporations  create  closed  networks  over  the 
public  Internet.  It  can  be  used  by  developers  to  securely 
share  software  code  they're  working  on  or  by  companies 
to  discuss  business  deals. 

COPYRidfr  INFRINGEMENT  Free  peer-to-peer 
software,  such  as  Direct  Connect  and  Waste,  can  be 
used  to  bring  together  vetted,  closed  groups,  often  of  no 
more  than  50  people,  who  share  music,  movies, 
software,  even  Japanese  anime  characters. 


queries  its  neighbor  to  determine  if  it 
has  that  information.  If  not,  the  request 
is  passed  to  another  neighbor  that  the 
first  computer  doesn't  know  about. 
Freenet-China,  a  Mandarin  translation 
that  has  been  up  for  a  year  and  a  half, 
publishes  news  that  the  Chinese  govern- 
ment would  censor  and  allows  dissidents 
to  read  banned  sites,  such  as  CNN.com. 
"The  Internet  doesn't  really  have  all  that 
much  anonymity  now,"  says  Clarke.  'Teo- 
ple  are  looking  for  ways  to  share  infor- 
mation without  being  watched." 


much  harm  to  the  entei 
ment  companies,"  says  E  ■' 
Saaf,  president  of  Med; 
fender  Inc.,  a  copyright  '0 
tection  security  compan  , 

The  debate  over  wh' 
limits  should  be  put  or 
vate  networks  is  only  b 
ning.  Just  as  darknets 
vide  room  for  free  spee 
the  exchange  of  data 
pharmaceutical  trials, 
can  also  be  used  for  liHH 
market  trading  of  pirated  music 
too  early  to  tell  how  popular  these 
nets    could    eventually    be,    but 
groundwork  is  already  being  laid  U 
come   those   fleeing   the   public 
works — for  all  lands  of  reasons. 
By  Heather  Green  in  New 
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To  read  more  about  the  Nullsoft 
team  behind  Waste,  go  to 
www.businessweek.com/magazine/extra 
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relax  at  the  #1  resort  and  spa,  Miraval.  Or,  cruise  the 
seven  seas  aboard  The  World  of  ResidenSea*. 

Five-Star  Service.  We  take  care  of  everything. 
A  personal  concierge  arranges  golf,  spa,  ski-valet,  daily 
housekeeping,  even  pre-arrival  grocery  shopping  or 
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Unequaled  Convenience.  Travel  anywhere,  anytime. 
Gone  are  the  headaches  of  owning  a  second  home  or 
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MAN 

What  Dick  Grasso's  excessive  payout  reveals 
about  how  he  runs  the  New  York  Stock  Exchange 


By  Gary  Weiss 


It  is  as  vital  a  ritual  as  the  ringing  of  the  opening  bell, 
but  no  celebrities  are  present,  save  one — Richard  A. 
Grasso.  At  about  7:30  every  morning,  the  chairman 
and  CEO  of  the  New  York  Stock  Exchange  is  handed 
a  set  of  papers  at  his  desk  on  the  sixth  floor  of  11 
Wall  St.  This  57-year-old,  wiry,  bald  man  is  the  best- 
knowTi — and  notoriously  the  best  paid — stock  mar- 
ket executive  in  the  world.  Ever  since  it  was  an- 
nounced on  Aug.  27,  his  $140  million  compensation 
package  has  been  a  subject  of  intense  criticism — and 
an  investigation  by  the  Securities  &  Exchange  Commission. 
But  no  matter  how  bad  the  sniping  from  that  and  other 
crises,  the  numbers  on  those  daily  pages  are  solid,  consis- 
tent— and  reliably  glorious. 

The  papers  have  no  special  name — "my  overnights,"  he 
calls  them — but  they  explain  why  Grasso  is  Wall  Street's 


$140  million  man.  They  are  market-share  statistics  for  ej 
the  top  100  NYSE-listed  stocks.  For  years,  the  NYSE's  sh; 
trading  in  its  listed  stocks  has  been  80%  or  better — a 
traordinary  performance,  considering  the  growing  ni 
of  competitors  that  face  the  NYSE.  The  comparable 
for  the  NASDAQ  market  is  just  16.4%. 

To  Grasso's  detractors,  what  matters  most  is  not  1 
nancial  performance  but  his  moral  leadership — and  ir 
realm,  they  maintain,  Grasso  is  sorely  wanting.  On  Se 
SEC  Chairman  William  H.  Donaldson  fired  off  a  lette 
manding  that  the  nyse  explain,  in  detail,  how  it  deter 
Grasso's  pay  package.  And  as  if  to  drive  home  the  poi 
SEC  released  the  letter,  which  contained  an  extraord 
public  bawling-out  of  a  sitting  NYSE  chairman.  "In  my 
Donaldson  WTOte,  "the  approval  of  Mr.  Grasso's  pay  pa 
raises  serious  questions  regarding  the  effectiveness  ( 
NYSE's  current  governance  structure." 

Even  before  the  paycheck  bombshell,  institutional  inv< 
were  going  public  with  long-festering  complaints 
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To  Grasso's  detractors,  what  matters  most  is  not  financial  resu 
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improper  practices  on  the  NYSE  trading  floor.  Criticism  was 
mounting  over  the  NYSE's  lack  of  transparency  and  unique 
version  of  governance,  under  which  Citigroup  Chairman  San- 
ford  I.  Weill,  then  under  regulator^'  scrutiny,  was  offered  a 
seat  on  the  NYSE  board  of  directors — not  in  his  role  as  a  fin- 
ancier but  as  a  repre- 
sentative of  the 
"public." 

As  a  "private  enti- 
ty with  a  public  purpose,"  to  use  a  phrase  often  employed  by 
Grasso,  the  stock  exchange  is  expected  to  take  the  high 
moral  ground — to  set  standards.  Since  becoming  chairman  in 
1994,  Grasso  has  firmly  staked  out  that  ground  and  parlayed 
that  into  vmparalleled  financial  success.  "He  has  waved  the 
flag  often  enough  to  per- 
suade investors  and  the 
world  and  pubhc  opinion 
that  the  NYSE  is  an 
American  icon,"  observes 
former  sec  Chairman 
Arthur  Levitt. 

Somehow,  the  high 
ground  has  sUpped  away. 
How  did  it  happen?  In- 
terviews with  NYSE  insid- 
ers, the  exchange's  com- 
petitors, critics,  and  alhes 
— and  Grasso  himself — 
paint  a  picture  of  a  com- 
plex institution  that  is  su- 
perbly managed  as  a 
private  enterprise  yet  is, 
as  its  critics  contend,  a 
parody  of  corporate  gov- 
ernance. Far  from  serv- 
ing as  the  gold  standard 
for  Corporate  America, 
Grasso  instead  presides 
over  an  institution  that 
has  only  grudgingly  and 
belatedly  engaged  in  re- 
form of  its  internal  gov- 
ernance— despite  its  pub- 
lic responsibility  as  a 
regulatoiy  body. 

Grasso's  NYSE  has  an 
uneven  record  as  a  regula- 
tor, nabbing  insider  traders 
A\ith  admirable  alacrity  but 
often  criticized  for  not  ad- 
equately regulating  the  be- 
havior of  its  floor  traders 
and  member  firms — such 
as  the  speciaUsts  who 
manage  trading  of  NYSE 
stocks.  To  be  listed  on  the 
NYSE,     companies     must 

meet  certain  standards  of  governance,  giving  the  exchange  a 
voice  in  the  national  dialogue  over  corporate  reform. 

At  a  time  when  public  poHcy  is  tilting  toward  stronger, 
more  independent  boai'ds,  the  NYSE's  board  of  directors  falls 
short.  The  board — which  includes  such  non-Wall  Street  lumi- 
naries as  Avon  Products  CEO  Andrea  Jung,  Viacom  President 
Mel  Karmazin,  and  former  Secretary'  of  State  Madeleine  K. 
Albright — is  virtually  handpicked  by  Grasso,  who  essentially 
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determines  the  board's  composition  despite  a  supposedl; 
dependent"  nomination  process.  Indeed,  Grasso's  assei 
that  the  board  member-selection  process  is  independ 
even  more  independent  than  that  of  most  public  cor 
tions — have  been  so  vociferous  that  he  appears  to  have 
vided  incomplete  or  even  misleading  testimony  on  that  si 
to  the  Senate  Banking  Committee  in  May. 

So  what  did  Grasso  do  to  earn  his  $140  million?  Simpl; 
he  took  good  care  of  his  primary  constituency — the 
men  and  women  who  own  memberships,  or  "seats,"  th; 
able  them  to  trade  on  the  NYSE  floor.  Even  though 
seat  holders  say  they  were  stunned  w^hen  they  learned 
pay  package,  most  appear  to  have  accepted  it  with  equ 
ity.  Robert  W.  Seijas,  ex-CEO  of  Merrill  Lynch 


A  STEADY  HAfvD 

On  Friday  morning,  Aug.  15, 
Grasso  assured  traders  that 
the  power  failure  would  not 
affect  operations 


I5': 


and  an  exchange  veteran,  says  the  reason  is  simple:  "Th 
holders  are  the  [NYSE's]  shareholders,  and  they've  seen 
traordinarj'  increase  in  the  value  of  their  shares." 

That's  because  Grasso  is  an  undeniably  talented  ma 
Early  in  his  tenure  as  chairman,  he  made  the  NYSE 
powerhouse  for  initial  public  offerings,  grabbing  bu  t-?: 
that  once  belonged  to  Nasdaq.  Even  his  sharpest 
agree  that  Grasso's  has  almost  single-handedly  built 
exchange's  pubhc  image — which,  along  with  an  intense 
oriented  approach,  has  helped  maintain  the  NYSE's 
market-share  numbers.  In  1999,  seat  prices  reached 
time  high  of  $2.6  million.  Even  today,  despite  a  thre 
bear  market,  exchange  seats  are  selling  for  $2  miUioi 
same  as  they  were  during  the  tail  end  of  the  bull  mai    ;.-; 
20()0.  By  contrast,  seat  prices  were  as  low  as  $760,0OC 
Gnsso  took  over  the  NYSE  in  1994. 


eadership,  and  in  that  realm,  they  maintain,  he  is  sorely  lacliing 


\  investments  outside  of  the  NYSE — and  fewer  stocks  of 
companies — can  boast  such  impressive  results.  For- 
r'SE  board  compensation  committee  chairman  Kenneth 
igone,  who  owns  two  NYSE  seats,  notes  that  he  leases 
th  of  his  seats — and  that,  with  annual  lease  prices  in 
30,000  range,  the  rate  of  return  from  the  leases  is  a 
'  10%  or  better,  even  for  seats  that  were  purchased  at 
ight  of  the  market.  Indeed,  for  longtime  NYSE  mem- 
in  the  1970s,  seats  could  be  bought  for  as  little  as 
) — owning  an  exchange  seat  is  a  real  gold  mine. 
1  seat  sale  and  lease  prices  so  healthy,  the  exchange's 
;  public-relations  campaign  under  Grasso  generated 
jntroversy  even  though  it  irritated  some  traditionalists 
sliked  Grasso's  PR  stunts.  Grasso's  leadership  on  Sep- 
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WHILE  HIS  CRITICS 
FAULT  HIM  FOR: 

■  Taking  home  a 
$140  million  pay 
package  that  has 
become  a  huge  source 
of  embarrassment 

■  Failing  to  reform 
the  NYSE's  internal 
governance 

■  Neglecting  large 
institutions,  which 
complain  of  poor 
treatment  and  bad 
pricing 

■  Showing  poor 
judgment  by  serving 
on  the  boards  of 
both  Home  Depot 
and  Computer 
Associates 


Data:  BusinessWeek 
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"  11 — when  the  exchange  swiftly  resumed  trading  de- 
earsome  damage  to  Lower  Manhattan — cemented  his 
tion  for  crisis  management,  as  did  his  performance 
the  recent  blackout.  Unfortunately  for  Grasso,  Sep- 
r  11  was  followed  by  a  wave  of  corporate  scandals 
cused  attention  on  the  NYSE's  weak  spot — ^its  corporate 
lance. 

governance"  at  the  nyse  were  to  be  judged  solely  on 
sis  of  its  CEo's  relationship  with  his  shareholders,  Gras- 
uld  hardly  be  better.  Grasso  has  a  special  relationship 
le  floor  He  meets  with  seat  holders  often,  in  sometimes 
stuous  informal  gatherings  and  also  in  one-on-one  meet- 
no  difficult  feat,  considering  the  manageable  number  of 
ciders  and  the  fact  that  most  of  them  work  in  his 
ig.  They  are  not  just  his  corporate  overlords  and  ulti- 
tX)sses.  They  are  his  friends — in  a  sense,  his  family. 


Grasso's  hardscrabble  early  life  has,  if  anything,  burnished 
his  reputation  on  the  trading  floor — a  blue-collar  stronghold 
where  college  degrees  are  strictly  optional.  Grasso's  father  left 
the  family  when  Richard  was  an  infant,  and  he  was  raised  in 
a  working-class  neighborhood  in  Queens,  N.  Y.,  by  his  mother 
and  two  unmarried  aunts.  Yoving  Grasso,  like  many  traders  at 
the  exchange,  was  a  "street  kid."  An  indifferent  student  at 
Newtown  High  School,  he  dropped  out  of  New  York's  Pace 
University  and  subsequently  served  two  years  in  the  U.S. 
Army  in  the  1960s.  It  is  the  stuff  of  internal  folklore  how  he 
landed  a  clerk's  job  in  the  NYSE's  stock  Usts  department  two 
weeks  after  leaving  the  army  in  1968,  adapted  rapidly  to  the 
NYSE's  arcane  procedures,  and  quickly  became  a  rising  star. 
Grasso  made  friends  easily  and  became  a  favorite  of  the 

floor  community.  In  the 
early  '80s,  he  even  had  a 
chance  to  become  a  spe- 
cialist, in  the  employ  of 
his  good  friend,  veteran 
specialist  William  John- 
ston. But  Grasso  turned 
down  the  job  because  of 
an  even  more  promising 
alliance  with  the  man  who 
became  his  mentor  and 
patron — and,  in  later  life, 
his  neighbor  in  Long  Is- 
land's fashionable  Locust 
Valley.  The  taciturn  ex- 
Marine  and  second-gener- 
ation specialist  John  J. 
Phelan  Jr.  became  presi- 
dent of  the  Big  Board  in 
1980  and  then  chairman, 
and  Grasso  rose  along 
with  him.  In  1988,  Grasso 
became  president  of  the 
exchange. 

Phelan's  successor  was 
Donaldson,  educated  at 
Yale  University  and  a 
founder  of  the  brokerage 
firm  Donaldson,  Lufkin  & 
Jenrette.  In  an  ironic 
tvvdst — given  Grasso's  re- 
cent conflict  with  Donald- 
son— Grasso  owes  his  ca- 
reer to  the  current  SEC 
chairman.  The  working 
relationship  forged  be- 
tween these  two  very  dif- 
ferent men  was  a  tribute 
to  the  pohtical  savvy  and 
the  pragmatism  of  both. 
Grasso  had  considered  re- 
signing when  Donaldson 
got  the  appointment  in 
1991  but  stayed  on  after  meeting  Donaldson  for  a  leisurely 
dinner  at  a  Manhattan  restaurant.  Donaldson  offered  Grasso 
what  the  latter  describes  as  a  "partnership."  Grasso  accepted. 
As  managers,  the  two  men  were  polar  opposites — Donald- 
son detached  and  aloof,  a  delegator.  "Bill  Donaldson  brought 
a  more  professional,  CEO-kind  of  management,"  says  Cather- 
ine R.  Kinney,  now  co-president  of  the  NYSE  and  executive 
vice-chairman  of  the  board  of  directors.  "Bill  delegated  to 


NOT  AMUSED 

Bill  Donaldson,  the  SEC 
chairman  asking  tough 
questions,  was  Grasso's 
predecessor  at  the  NYSE 
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Grasso  loves  to  visit  the  floor,  glad-handing  and  back-slappik 
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Dick.  He  was  the  advocate,  the  visionary,  the  outside  person, 
and  Dick  was  very  much  the  chief  operating  officer  and  ran 
the  exchange,"  says  Kinney. 

The  two  men  differed  in  ways  that  had  important  internal 
sjinbolism.  Grasso  came  to  the  trading  floor  almost  everj'  day, 
glad-handing  and  slapping  backs,  and  almost  never  missed  a 
retirement  dinner — ^whereas  Donaldson  rarely  could  be  seen 
at  such  occasions.  It's  not  just  "shareholder  relations,"  say 

friends.  Grasso  gen- 
uinely enjoys  these 
events,  posing  eagerly 
for  photographs  with 
retirees  as  eagerly  as  he  appears  in  daily  photo  opportunities 
diiring  the  ritual  ringing  of  the  opening  bell. 

Grasso  brought  the  same  hands-on  approach  to  the  NYSE's 
external  relationships,  at  the  same  time  as  he  intensely  fo- 
cused on  the  nitty-gritty  of  market  share  and  competition  for 
listings.  He  raised  the  exchange's  pubhc  image,  gaining  free 
publicity  by  persuading  celebrities  to  ring  the  opening  bell — 
and  engaging  in  pubHcity  stimts  such  as  a  charity  boxing 
match  and  appearing  in  an  episode  of  the  HBO  series  Sex 
and  the  City. 

Grasso  also  mended  Don- 
aldson's uneasy  relationship 
with  Arthur  Levitt's  sec. 
Indeed,  the  difference  in  the 
two  men's  approach  to  the 
SEC  is  instiTictive,  particu- 
larly in  light  of  recent 
events.  As  NYSE  chairman, 
Donaldson  had  wanted  to 
encourage  overseas  compa- 
nies to  list  on  the  exchange 
by  pressing  the  sec  to  re- 
lax rules  requiring  the  ap- 
plication of  generally  ac- 
cepted accounting  principles 
(GAAP)  to  non-U. S.  compa- 
nies. Levitt  refused,  strain- 
ing relations  with  the  NYSE. 
But  instead  of  irritating 
Levitt  and  the  sec  by  push- 
ing that  losing  cause,  Grasso 
and  Le\att  agreed  that  the 
sec  chairman,  a  former 
chairman  of  the  American 
Stock  Exchange,  would  join 
him  in  a  campaign  to  at- 
tract overseas  companies. 
Levitt  said  the  deal  was 
that  "the  two  of  us  wiU  go 
aroxmd  the  world  attracting 
Ustings."  After  all,  he  told 
Grasso,  "I'm  a  pretty  good 
listings  salesman."  Grasso 


makes  it  more  independent  than  corporate  boards- » 
Grasso  has  repeatedly  emphasized  in  his  public  st:  ■ 
and  in  his  appearance  before  the  Senate  Banking  Cr  j 
,^on  May  7,  in  which  he  was  questioned  sharply  by  i 
Paul  Sarbanes  (D-Md.)  on  his  role  in  the  Weill  a  . 
has  explained  time  and  again  that  the  exchange  ha? 
nating  committee,  independent  of  the  board,  that 
members  of  the  board.  Nominating  committee  mei|q 
mix  of  financial  and  public  representatives,  are  not  al  p 
serve  on  the  board.  The  current  committee  incluc  " 
prominent  members  as  Prudential  Financial  Presiden'*L 
F.  Ryan  and  New  York  University  President  John 
The  committee  has  a  long  history,  dating  back  to  t 
1970s,  and  in  theory  it  should  insulate  the  board  fro 

so  and  provide  a  g 


STAYING  THE  SAME 

The  "specialist"  system 
on  the  floor  of  the  NYSE 
is  one  thing  insiders 
say  won't  change 


Ho 


HOW  GRASSO  SERVES 
HIS  SHAREHOLDERS 

As  chairman  of  the  New  York  Stock  Exchange, 

Richard  A.  Grasso  reports  to  a  Board  of 

Directors — but  his  ultimate  bosses  are  the  1,366 

seat  holders.  Here  is  why  they  like  Grasso: 

m  Seat  prices  have  tripled  in  price  since  he  became  chair- 
man In  1994,  rising  to  $2  million  apiece  despite  the  bear 
market.  Seats  can  be  leased  annually  at  $200,000  or 


independent  source 
members,  who  ser^ 
year  terms. 

In    practice,    it 
quite  work  that  way 
thing  that  is  of  mo 
academic   interest 
wake  of  the  WeiU  fi; 
the  selection  of  hoii 
ing  guru  Martha  St^ 
the  board  not  long 
her  recent  travails] 
though  the  nominat 
mittee  picked  Weill, 
concedes  that  the  i 
selecting  him — and 
board   members,   fi 
matter — was  actually 
his   interview  with 
yiessWeek,  which  to^ 
prior    to    recent    p 
broglio,   Grasso  ex 
that  he  has  an  ann 
dience"  with  the  no: 
committee,  in  which 
vides   names   of  p 
board  members  fro 
the  nominating  co: 
makes  its  selections. 

The  nominating  c 
tee  is  not  obUged  to 
Grasso's  choices,  bui 
variably  does  so.  "We 
dialogue  every  spring, 
so  told  BusinessWeek 
out  usually  five  to  sev 
didates.  And  they': 
compelled  to  listen  t( 
five  to  seven.  They 
whatever  they  wan 


agreed,  avoiding  a  nasty  po-       more— a  return  on  investment  of  at  least  10%.  contrast,    Grasso's 


Grasso  has  invested  $2  billion  in  upgrading  technology 
and  trading  but  has  kept  the  exchange's  controversial 


Banking  Committee  t 
ny    emphasized    the 


Utical  battle 

Grasso's    hands-on    ap- 

proach  to  the  exchange's       ^ysVm^of f1oo7bVokerraVd"spIc7ari'srs  intlcL  T^.l^T.w  ill^"""" 

management  extends  to  its        -- testified  that  "there  i 

highest  echelons.  The  NYSE       ■  Grasso  is  accessible  to  members,  meets  often  with 

them,  and  listens  to  their  complaints.  He  has  known  some 
members  for  decades  and  is  simpatico  to  their  concerns. 


board  of  directors,  unlike 
most  corporate  boards,  does 
not  nominate  its  own  mem- 
bers.   Theoretically,    that 


Data:  BusinessWeek 


ration  of  the  chief  ex« 
from  that  nominating 
ess."  An  NYSE  spokt 
Ray  Pellechia,  denie 
Grasso  was  misleading 
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Grasso  Is  mum  on  the  subject  of  his  pay,  saying  he  haa  no  mpu 
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testimony  and  says  that  time  constraints  prevented  a  fuller 
explanation.  He  also  pointed  to  an  Apr.  3  press  briefing  in 
which  Grasso  briefly  mentioned,  without  elaboration,  that  he 
has  an  "audience"  with  the  nominating  committee. 

Although  CEO  "audiences"  wath  the  nominating  committee 
long  predate  Grasso,  the  practice — and  the  committee's  failure 
to  make  independent  choices — ensure  that  the  board  is  not 
exactly  a  hotbed  of  dissent.  Or,  as  board  member  William  B. 

Summers  Jr.  puts  it, 
"people  have  great 
collective  respect  for 
one  another."  Indeed, 
the  NYSE  board  appears  to  be  almost  entirely  fi'ee  of  strife  and 
factionalism — and  according  to  Langone,  the  board's  votes 
on  compensation  issues  have  been  unanimous  for  years.  Lan- 
gone, a  former  chairman  of  Home  Depot,  served  as  head  of 
the  human  resources  and  compensation  committee  from  1998 
until  June,  2003.  He  is  a  close  friend  of  Grasso,  so  close  in  fact 
that  Grasso  served  on  the  Home  Depot  Inc.  board  until  ad- 
verse publicity  caused  him  to  resign.  Langone  left  the  NYSE's 
compensation  committee  as  a  re- 
sult of  the  controversy.  Grasso's 
earlier  term  on  the  board  of  Com- 
puter Associates  International  Inc. 
had  also  drawn  fire,  in  part  because 
of  that  company's  lavish  executive 
compensation. 

Blessed  with  such  a  harmonious 
board,  filled  with  friends  such  as 
Langone,  it  was  little  wonder  that 
Grasso  wovind  up  with  a  sweet  pay 
package  when  his  contract  was  last 
negotiated  in  1999.  The  compensa- 
tion committee,  based  on  recom- 
mendations from  the  consulting  firm 
Hevritt  Associates,  used  as  bench- 
marks the  pay  of  financial-services 
executives.  Grasso  was  given  the 
option,  which  he  exercised,  of  de- 
ferring his  pay  and  bonuses  at  a 
risk-free  rate  of  8%  a  year — al- 
though Summers  and  Langone  say 
they  do  not  know  whether  that  in- 
terest was  yielded  by  an  invest- 
ment contract  with  an  independent 
investment  manager,  or  was  sim- 
ply paid  by  the  NYSE. 

According  to  Summers,  the  pay 
package  that  was  provided  to  Gras- 
so in  1999 — and  its  controversial 
interest  rate  for  accrued  pay — re- 
flected the  soaring  prospects  of  the 
exchange  and  the  fact  that  Grasso 
was  not  eligible  to  receive  the  stock 
options  that  were  all  the  rage  at 
the  time.  There  was,  he  maintained, 
no  sentiment  for  pegging  Grasso's 
salary  to  the  pay  scale  of  regula- 
tors. That  would  have  cut  his  pay — 
which  includes  but  is  not  limited 
to  a  base  salary  of  $1.4  milhon  and 
an  annual  bonus  of  $1  million — to 
just  a  fraction  of  its  current  level. 
(Donaldson,  by  contrast,  earns 
about  $140,000  a  year  at  the  sec.) 
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Summers  could  shed  no  light  on  the  combination  of  p; 
previous  bonuses  that  led  to  Grasso's  $140  million  accum 
pay,  which  he  will  receive  in  a  deal  that  extends  his  co 
expiration  from  2005  to  2007.  "It  was  put  in  place  at  ; 
when  8%  did  not  raise  eyebrows,"  says  another  pers 
miliar  with  the  board's  decision.  The  exchange  has  decli 
elaborate  on  the  composition  of  the  package — or  how 
Grasso  was  paid  each  year — beyond  saying  in  a  stat 
that  $40  million  was  from  "his  savings  accoimt  balanci 
other  $51.6  million  consisted  of  a  "previously  accrued 
ment  benefit,"  and  another  $47.9  million  were  "relating 
or  incentive  awards." 

The  decision  to  extend  Grasso's  contract  through  20( 
though  only  recently  announced — actually  took  place 
2002,  according  to  a  person  familiar  with  the  chain  of  e 
Harvey  Pitt  was  leaving  as  head  of  the  sec,  Paul  H.  ( 
was  departing  as  Treasury  Secretary,  and  Grasso  was 
named  as  a  possible  successor  to  both  of  them.  That  1 
compensation  committee — then  xmder  Grasso's  pal  Lant 
to  send  a  member  to  approach  Grasso  to  discuss  a  p< 

extension  of  the  contract.  ( 
was  agreeable  to  extension 
contract — but  only  for  two 
Thus  Grasso's  decision  to  s 
the  stock  exchange  was  ac 
made  long  before  the  contra 
tension  was  annoimced.  Peoj 
mihar  with  the  decision  vigo 
deny  that  Grasso  cashed  out 
ferred  compensation — thereb 
ing  his  8%  interest  bonanz 
cause  of  the  potential  for  2n 
pubUcity.  But  if  that  were  tl 
tive,  it  backfired,  judging  frc 
vociferous  reaction. 

Grasso  himself  has  long 
mum  on  the  subject  of  his  cc 
sation,  saying  that  he  has  1 
input  into  his  pay  and  that  tl 
words  he  has  given  the  boc 
the  subject  are  "thank  you." 
likewise  serene  on  the  othe 
button  subjects  concemin 
tenure,  including  the  age-old 
over  whether  the  NYSE  pr 
better  service  to  his  customer 
the  competition.  His  compe 
business  models  are,  he  says, 
compelling."  His  deadpan  exp; 
hardly  changes,  not  even  in 
second  hour  of  a  three-hour 
view  with  BusinessWeek,  b 
words  are  laced  with  sarca 
guess  they  should  feel  pretty 
about  that,"  he  says.  "That 
mean  they  think  they're  go 
put  us  out  of  business." 

Grasso  has  seen  to  it  tha 
after  he  is  gone,  change 
NYSE  is  Hkely  to  be  increme 
best — with  the  interests  of  h 
holders  remaining  a  matter  o 
mount  importance.  Eliminat 
the  exchange's  floor-trading  s 
as  urged  by  some  exchange 


I 


m 


'£» 


WITH  BUSINESS-CLASS  INSTANT 

MESSAGING  FROM  YAHOO!,  YOUR 

EMPLOYEES  COMMUNICATE  IN 

REAL-TIME.  WHICH  MAKES 

THEM®  WHICH  MAKES  THEM 

MORE  PRODUCTIVE.  WHICH  MAKES 

YOUR  CUSTOMER!  ^  4NDTHAT 

MEANS  MORE  #  FOR  YOU.  WHICH 

LEAVES  EVERYONE  FEELINC  © 


You  can  get  all  the  cool  things  that  Yahoo!  Business  Messenger  does  for  just 
a  few  dollars  per  user  a  month.  To  learn  more  go  to  enterprise.yahoo.com/im 


I    I 


Business  Messenger 


Grasso's  attitude  toward  competing  exchanges-.  Bring  'em  on 


would  be  the  equivalent  of  burning  the  wallets  of  those 
1,366  members — and  it  is  not  about  to  happen.  The  special- 
ists are  the  exchange,  and  the  exchange  is  Grasso.  "Some 
people  say:  'The  exchange  will  die  in  100  years.  KUl  yourself 
tomorrow.'  Forgive  me  if  1  don't  elect  that  strategy,"  he 
says. 

Specialists  and  floor  brokers  are  likely  to  continue  to  hold 

sway  at  the  exchange, 
for  the  simple  reason 
that  they  own  it  and 
dominate  its  corporate 
culture.  When  Grasso  became  chairman  and  ceo,  he  ap- 
pointed his  specialist  friend  and  would-be  employer  John- 
ston as  president.  After  Johnston's  retirement  at  the  begin- 
ning of  2002,  Grasso  elevated  two  longtime  insiders  whose 
careers,  like  his  o-wn,  had  been  spent  entirely  at  the  ex- 
change: Kinney  and  Robert  Britz  both  hold  the  title  of  pres- 
ident— exchange  officials  eschew  the  term  "co-presidents" — 
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and  theii-  experiences  and  temperaments  dovetail  as  neatly  as 
Donaldson's  and  Grasso's.  The  outgoing  Kinney,  who  began  as 
a  regulatory  ti-ainee  in  1974  and  moved  into  marketing  under 
Grasso's  tutelage,  is  the  "Ms.  Outside."  The  more  tacitiim 
Britz,  a  30-year  exchange  veteran  who  began  in  the  Grasso 
manner  as  a  Hstings  rep,  is  the  "Mr.  Inside."  The  two  com- 
plement each  other  while  not,  as  it  happens,  posing  any- 
thing resembling  a  threat  to  Grasso. 

When  it  comes  to  threats,  Grasso  is  an  old  and  seasoned 
warrior.  Internal  threats?  Not  very  likely,  with  Grasso  effec- 
tively controlling  the  board.  Competitive  threats?  Asked 
about  them,  Grasso's  reaction  is  reminiscent  of  George  W. 


Bush  on  the  subject  of  Iraqi  guerrillas — Bring  'em 
learn  from  them,"  he  says  of  his  competitors.  "I  thir 
very  good  at  adapting  technology."  But  Grasso  is  m( 
-just  an  apt  pupil.  His  attitude  toward  competitors  is 
bination  of  bemusement  and  condescension.  Asked  at 
upstart  named  Liquidnet,  a  computer  system  that  j 
trading  desks  of  institutional  investors  electronically 
is  suitably  restrained.  "What  are  they  doing?  About  ( 
shares  a  day?"  asks  Grasso.  "If  they're  good,  theyTl  c 
uidity.  WlTat  draws  Uquidity  is  better  pricing."  Ir 
who  beUeve  they  can  get  better  prices  elsewhere,  I 
tains,  should  go  elsewhere. 

Many  institutional  investors  contend  that  Grasso  is 
Traders,  they  maintain,  flock  to  markets  where 
most  easily  find  a  buyer  or  seller — even  when  pricin 
the  fairest.  And  indeed,  they  charge  that  at  the  nys 
block  trades  get  worse  prices  than  smaller  ones.  San 
vocal  Grasso  critic  whose  Lek  Securities  has  15  seat: 

exchange  floor,  say 
the  No.  1  exchange 
give  you  the  right- 
smart — to  antagoni 
customers  and  say: 
not  so  good,  don' 
here.'  Because  that' 
to  become  a  self-: 
prophecy." 

Only  Bill  Donalds 
make  such  propheci 
ality.  Dick  Grasso's 
to  deal  successfull 
Donaldson's  sec  is  1 
be  the  biggest  test 
career.  Grasso  cou] 
long  way  toward 
this  crisis  by  redefir 
composition  of  the 
sation  committee  to 
that  no  executive  of 
pany  regulated  by  tl 
can  have  a  say  in  \ 
check.  He  could  also 
board  to  use  more 
compensation  bene 
than  Wall  Street's  e? 
payroll.  He  might  e\ 
sider  giving  back 
the  money. 

Grasso  has  manj 
charm  his  way  out  o) 
difBciilties  before,  dati 
to  the  days  when  he 
fatherless  boy  in 
Traders  are  avid  gamblers,  and — while  there  are 
mal  odds  on  the  subject — the  betting  on  the  trading 
that  in  a  one-on-one  match,  Grasso  vs.  Donaldson, 
who  went  to  Yale  loses  to  the  guy  who  went  to  N 
High.  Period. 

That  would  be  a  smart  wager  if  not  for  one  thi 
pubhc's  patience  with  the  NYSE  is  growing  short.  Fo 
Dick  Grasso  has  been  the  undisputed  overlord  of  a  pri 
tity  that  all  too  often  has  paid  lip  senice  to  its  public 
It's  a  long-running  act.  But  an  experienced  shown 
Grasso  ought  to  know  better  than  anyone  when  a  Ic 
ning  act  is  starting  to  wear  thin. 
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leonard's  low  costs  have  AirTran  outflying  Delta 


ph  B.  Leonard  almost  broke 
ATI  in  tears  on  his  first  day  as 
0  of  AirTran  Holdings  Inc.,  in 
f,  1999.  At  a  6:30  a.m.  meeting, 
Tied  the  low-cost  carrier's  cash 
indled  to  $10  miUion,  enough  to 
aloft  only  a  few  weeks.  "If  I'd 
proper  job  of  due  diligence,  I 
have  never  taken  the  job,"  says 
d. 

i  strange  admission  from  a  man 
s  worked  in  the  industry  for  near- 


ly four  decades,  seen  one  employer  (East- 
em)  go  bankrupt,  and  helped  save  an- 
other (Northwest)  from  the  same  fate. 
It's  especially  odd  since  Airl^-an  had  been 
pretty  much  vmtten  off  in  1996:  Back 
then,  it  was  knovni  as  ValuJet  Airlines 
Inc.,  the  airline  whose  poor  maintenance 
was  blamed  for  a  crash  in  the  Florida 
Everglades,  killing  all  110  on  board. 
Leonard  probably  should  have  knov^Ti 
better.  But  he  was  so  excited  about  what 
AirTran  could  be  that  he  didn't  look 


POISED  TO  POUNCE: 

Leonard  is  set  to  invade 
Delta's  most  profitable  routes 

closely  enough  at  the  ugly 
reality  of  what  it  was. 

Now,  it  seems  as  if  that 
was  for  the  best.  Starting 
vdth  those  first  sleepless  48 
hours  as  he  combed  the  fi- 
nances looking  for  ways  to 
raise  cash,  Leonard  has  out- 
smarted rivals,  outlasted 
the  ValuJet  stigma,  and 
turned  AirTran  into  the 
second-largest  discounter, 
after  Southwest  Airlines 
Co.  AirTran  earned  $11  mil- 
lion in  2002,  one  of  only 
three  profitable  carriers  last 
year,  and  ended  the  second 
quarter  vdth  $343  million  in 
cash.  In  contrast,  Delta  Air 
Lines  Inc.,  AirTran's  main 
rival,  lost  $1.3  billion  last 
year.  Although  AirTran  of- 
ifers  less  than  one-tenth  as 
many  flights,  its  market  cap 
is  $1  biUion,  vs.  $1.7  billion 
for  Delta.  "Leonard  has 
built  one  of  sharpest  and 
most  aggressive  manage- 
ment teams  in  airlines," 
says  Stuart  A.  Klaskin,  a 
Coral  Gables,  Fla.,  airline 
consultant. 

Today,  Leonard  is  hom- 
ing in  even  closer  on  Delta. 
No  longer  will  he  just  cher- 
ly-pick  underserved  East  Coast  desti- 
nations such  as  Baltimore.  In  the  next 
five  years,  he  plans  to  double  the  num- 
ber of  AirTran  flights,  invading  Delta's 
most  profitable  routes,  including  Los  An- 
geles and  cities  in  Mexico  and  the 
Caribbean.  He  is  ordering  up  to  100 
fiiel-efficient  737s  from  Boeing  Co.,  which 
will  enable  AirTran  to  fly  cross-country 
for  the  first  time.  "We  can  put  airplanes 
anywhere  we  want,  and  there's  nothing 
Delta  can  do  about  it  because  our  cost 
structure  is  so  much  lower,"  he  says. 

While  there's  a  bit  of  catch-me-if-you- 
can  swagger  to  Leonard  these  days, 
success  on  his  ovvti  terms  has  been  a 
long  time  coming.  As  the  enforcer  for 
Northwest  Airlines  Corp.'s  former  CEO 
Donald  W.  Nyrop  and  Eastern  Air 
Lines'  Frank  Borman,  he  has  laid  off 
thousands,  battled  angry  union  work- 
ers, and  often  been  more  feared  than 
loved.  "Joe  always  had  to  do  the  dirty 
work,  take  the  hit  for  others,"  says  J. 
Randolph  Babbitt,  an  airUne  consultant 
and  former  Eastern  pilot. 

But  if  anyone  has  jet  fuel  coursing 
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through  his  veins,  it's  Leonard.  He  grew 
up  next  door  to  the  airport  in  Augusta, 
Ga.,  in  the  years  after  World  War  II.  By 
age  11,  he  was  pumping  gas  in  exchange 
for  flying  lessons.  And  by  1967,  he  had 
graduated  from  Auburn  University  with 
a  degree  in  aerospace  engineering.  His 
first  job  out  of  college  was 
evaluating  planes  at  Boe- 
ing.   To    this    day,    says 
LawTence  A.  Bossidy,  re- 
tired chairman  and  CEO  of 
Honeywell  International 
Inc.  and  a  former  boss, 
"Joe  would  rather  check 
out  a  nearby  aircraft  plant 
than  play  golf." 

After  two  years  at 
Boeing,  Leonard  settled 
into  Northwest,  where  he 
became  a  protege  of  the 
flinty  Nyrop,  who  de-  '-"-^a  vSw--, 
manded  that  any  expenditure  over 
$19.95  get  his  personal  approval.  The 
art  of  cost-cutting  proved  invaluable  in 
his  next  assignment  as  senior  vice-pres- 
ident of  maintenance — and  later,  CEO — ^at 
Eastern.  Borman,  a  former  astronaut, 
had  kept  the  struggling  airline  in  busi- 
ness through  sheer  willpower.  But  the 
regal  Borman  didn't  mingle  with  em- 
ployees, and  his  unions  were  growing  in- 
creasingly militant  as  Eastern  asked  for 
ever  more  wage  and  work-rule  conces- 
sions. Borman  assigned  Leonard  the 
task  of  winning  those  concessions  from 
union  leaders  w^hile  keeping  the  peace. 

It  was  an  impossible  mission.  Eastern 
collapsed  in  1991,  and  Leonard  returned 
to  Northw'est,  w^hich  w'as  itself  strug- 
gling to  stay  out  of  bankruptcy.  CEO 
John  H.  Dasburg  credited  Leonard  with 
keeping  the  airline  flying.  "He's  the 
quintessential  operations  guy,"  says  Das- 
burg. "He  could  have  succeeded  me." 
Leonard,  though,  had  other  ideas.  Burnt 
out  by  the  industry's  bitter  labor  strug- 
gles, he  left  Northwest  in  1993  for  aero- 
space conglomerate  AlliedSignal.  Al- 
lied Signal's  Bossidy  put  him  in  charge  of 
turning  around  the  troubled  Honeywell 
acquisition.  "He  took  out  a  lot  people 
without  flinching,"  says  Bossidy. 

While  Leonard  may  have  thought  he 
was  done  with  airlines,  the  industry 
wasn't  done  with  him.  In  1994,  soon  af- 
ter he  joined  AlliedSignal,  personal 
friend  Lewis  H.  Jordan  approached  him 
about  running  his  new  Atlanta-based 
discount  carrier,  ValuJet.  Leonard  re- 
buffed Jordan,  w'ho  remains  an  AirTran 
director,  until  1999.  By  then,  the  com- 
pany was  in  desperate  straits.  After  the 
1996  crash,  it  had  merged  with  Orlando- 
based  AirTran  and  adopted  its  name, 
but  it  was  poorly  run,  heavily  in  debt. 


DIRE  STRAITS 


When  Le' 


joined  AirTran,  it  was  he 
?  in  debt  and  had  just  eno 
cash  to  stay  aloft  a  few  v^ 


AIRTRAN'S  PREDECESSOR  AIRLINE,  VALlf 
PRETTY  MUCH  WRITTEN  OFF  AFTER  A  '9 


and  nowhere  near  making  a  profit. 
Leonard  thought  he  saw  a  way  out.  Air- 
Tran had  acquired  Eastern's  18  gates 
at  busy  Hartsfield  Atlanta  International 
Airport.  Delta,  of  course,  also  called 
Hartsfield  home.  The  airline  then  was 
one  of  the  world's  most  successful,  but 
as  a  native  Southerner,  Leonard  knew  a 
dirty  secret:  Delta's  customers,  espe- 
cially business  travelers,  had  become 
increasingly  disillusioned  with  mediocre 
service  and  high  prices. 

Leonard  gambled  on  a  strategy'  un- 
like any  other  that  discounters  had 
tried.   They  went   after  the   leisure 
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crowed;  he  would  go  after  the  i 
traveler  They  flew  directly  ci 
he  would  operate  AirTran  or 
system  that  major  airlines  u^ 
ness  fliers  got  the  same  amen 
as  roomy  seats,  available  on,  ? 
but    at    fares    up    to    60% 
Leonard  also  let  coach  custc 
grade  to  first  class  at  the  ga' 
(now  $30).  "Who  doesn't  have 
in  his  pocket?"  he  says. 

To  make  a  go  of  it,  Leonarc^ 
to  the  bone.  Pilots  help  load 
and  senior  pilots  earn  about 
less  on  average  than  those 
Leonard  turns  off  the  air  co4i 
when  he  goes  home  at  night, 
ings  helped  lower  AirTVan's  co: ; 
per  available  passenger  v 
110  at  Delta.  To  keep  t 
Leonard  invites  convei 
find  him  very  willing 
we  have  a  disagreeme|;, 
AirTran  pilot  union  I 
Patrick  Sean  Sullivan. 

Delta  isn't  sitting  id 
tarmac.  It  has  matchedjnJ 
AirTran's  fares,  has  m 
most  of  its  routes,  and  i  . 
gling  to  cut  costs  by  some  $:  >  J 
in  the  next  two  years.  Tha  a 
mean  Delta  is  becoming  ano  a 
Tran,  says  Delta  President  e( 
W.  Reid:  "We  think  we  dese  el 
premium  in  fares,  since  we  i1 
global  reach."  Leonard  hof  ^  ' 
does  keep  that  premium,  bu  ie 
too  worried  one  way  or  am  le; 
believes  that  he  could  win  ii 
w^ar,  since  his  costs  are  so  m  hi 
than  Delta's.  As  they  say  in  t 
Leonard  is  just  going  to  ked 
them  where  it  hurts.  I  i 

By  Charles  Haddad  bV' 
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FRANK1IN.TEMPLETON. 
INVESTMENTS 


High-speed  is  just 

the  beginnii] 


® 


Now  get  the  power  of 
AOL  for  Broadb 


•  Powerful  E-mail  tools  to  help  you  sort  and  filter. 

•  Personal  Firewall  to  block  out  intruders.* 

•  Anti-Virus  Protection  detects  known  viruses  in  el 
attachments  automatically. 

•  Pop-Up  Controls  help  get  rid  of  annoying  pop-upj 
on  the  Internet. 

Plus,  you'll  have  members-only  access  to  exclusj 
original  programming  like  Video@AOL,  BroadBAlj 
weekly  concerts,  and  Sessions@AOL. 

'^Requires  separate  download  at  AOL  Keyword:  Firewall  Expl 


Now  you  can  add  AOL  to  any  DSL  or  Cable  connection 

FREE  FOR  45  DAYS! 


A.A( 

forBROADBa 

8.0 


Visit  aolbroadband.com/bw  or  call  800-210-0 

TO  AVOID  BEING  CHARGED  FUTURE  AOL  FOR  BROADBAND  FEES,  SIMPLY  CANCEL  BEFORE  TRIAL  PERIOD  ENDS.  Premium  services  carry  surcharges,  and  communication  sur  I 
apply  in  certain  areas,  including  in  AK,  even  during  trial  time.  Members  using  dial-up  access  may  incur  telephone  charges  on  their  phone  bill,  depending  on  their  location  and  c| 
even  during  trial  time.  Dial-up  hours  included  per  month  vary  by  price  plan.  Available  to  new  members  in  the  U.S.,  age  18  or  older;  major  billing  method  required.  AOL  for  Broail 
a  separate  high-speed  connection.  We  may  be  optimizing  some  ot  your  computer  settings  to  enhance  your  experience  on  AOL.  America  Online,  AOL  and  the  Triangle  design  arl 
trademarks  of  America  Online,  Inc.  BroadBAND  Rocks,  AOL  for  Broadband  and  the  AOL  for  Broadband  logo  are  trademarks  of  America  Online,  Inc.  ©  2003  America  Online,  lnc| 
All  rights  reserved. 
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TRAVEL  102 

Time-Share 
With  a  Twist 

AUTOS  104 

VW's 
First  SUV 

BARKER  110 

What?  An 
Internet  IPO? 


T 


ttvyiMAKlOLOGV 


The  Gateway*  200  Series  Notebook  is  as  mobile  as  you  want  to  be,  with  all  the  power  and 
integrated  wireless  capabilities  you  need  in  a  less  than  1"  thin  design.  The  Hand  that  integrates 
it  with  your  whole  office,  to  provide  seamless  access  whether  you're  in  the  office  or  on  the  road. 
The  combination  of  accessible  technology  and  humans  who  are  too.  That's  Humanology. 


Gatew 


Professior 


^^^ 


^fik     For  more  about  what  Humanology  can  do  for  you  and  the  Gateway*  200  notebook  featuring  Intel'  ( 


centrino 


MOBILE 
TECHNOLOGY 


mobile  technology,  call  888-888-0438.  www.gateway.com/work 


Gateway  recommends  Microsoft®  Windows®  XP  Professional  for  Business. 

Copyright  ©2003  Gateway,  Inc.  All  rights  reserved.  Gateway,  the  Spotted  G  logo  and  the  Black  and  White  Spot  Design  are  trademarks  or  registered  tr< 
Gateway,  Inc.  in  the  U.S. and  other  countries.  Intel,  Intel  Centrino,  Intel  Inside,  the  Intel  Centrino  logo  and  the  Intel  Inside  logo  are  trademarks  or  registered 
of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries.  Microsoft  and  Windows  are  registered  trademarics  of  Miaosoft 
Ad  Code: 113569 


lAFOR 
HFLIERS 

Crowded 
airports  and 
cramped 
airplane 
seats  make 
air  travel 
anything  but 
relaxing.  To 
;viate  the  stress, 
ne  Yoga  (Riverhead 
513)  illustrates  35 
Dga  exercises  to  do  in 
:urity  lines,  in  flight,  or 
aggage  claim.  Here 
Tiples: 

» TWIST  AND  NECK 

;an  your  elbow  on  the 
lyand  put  your  chin  in 
■hand. Lean  your 
to  your  hand  so  your 
tsto  left.  Take  five 
deep  breaths. 

I      ■  BELLY  TONER: 

^  Sit  up  straight 
■  ^  in  chair  with 
^^^L  feet  on  floor. 
I^^B    Inhale  and 

mm     m^    feet  a 
^  few 

pff  the  floor  without 
ngand  draw  the  inside 
>fyour  legs  and  feet 
r.  Exhale  to  release 
:k  to  the  floor. 


'r 


\ 


■  EMERGENCY 
DOOR  LEAN: 

Stand  with  feet 
under  hips, 
pointed  straight 
ahead.  Inhale, 
and  fully  extend 
arms  overhead. 
Lower  left  arm, 
exhale,  and 
lean  to  your  left. 
Don't  allow 
back  to 

overarch.  Inhale 
back  to  center. 


INSURANCE 

College  Coverage 

IF  YOUR  KIDS  are  heading  off  to  college,  especially 
for  the  first  time,  you  probably  need  to  fine-tune  your 
insurance  coverage.  Your  auto  premiums  should  drop  if 
your  child  doesn't  take  a  family  car  to  school,  assuming 
the  college  is  more  than  100  miles  away.  For  students 
with  cars  on  campus,  notify  your  insurer  of  the  new  loca- 
tion. If  it's  out  of  state,  make  sure  you  comply  with  that 
state's  laws  for  minimum  coverage.  If  your  child  has  at 
least  a  B  average,  ask  for  a  good-student  discount. 

For  a  child  living  in  a  dorm,  your  homeowner's  policy 
may  cover  personal  belongings  up  to  10%  of  your  ovra  con- 
tents coverage.  If  you  need  more,  you  can  purchase  a  rider. 
Students  in  off-campus  housing  will  need  renter's  insurance 

for  property  and  liability.  Roommates  often  can  share  a  policy. 

Your  health  insurance  covers  unmarried  children  who 
are  full-time  students  up  to  age  20  to  25,  depending  on  the 
insurer.  If  you're  in  an  HMO,  make  sure  the  college  is  with- 
in your  service  area.  When  your  children  reach  the  age 
limit,  or  get  married,  they  qualify  for  cobra  coverage 
through  your  employer.  Larry  Armstrong 
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GADGETS 

HANDY 
HANGER 


It's  the  best- 
looking 
hardware 
for 

hanging 
any  gadget 
from  your 
belt,  body,  or  bag.  Rivet 
from  Roadwired.com  is  a 
system  of  aluminum  and 
stainless-steel  fasteners  for 
handheld  computers, 
phones,  and  cameras.  The 
starter  set,  with  a  belt  clip,  is 
$30;  the  $40  "Power  Broker" 
lets  you  hang  items  from  your 
neck  and  dashboard. 


STOCKS 

IPOs:  SIGNS 
OF  LIFE 

Could  the  IPO  market  be 
coming  back?  Yes,  when 
you  consider  that  IPO  filings 
in  August  hit  levels  not  seen 
since  May,  2002. 
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N/A:  Data  not  available 

Data:  Renaissance  Capital  Holdings  Ltd. 
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Office 
Help 

From 

Afar 


More  business  owners  are  hiring 
virtual  assistants  to  liandle  tasks 
from  bookkeeping  to  buying  gifts 

for  IVIom.  BY  ELLEN  HOFFMAN 


VAL  \\TIjLIAMS'  executive-coacliing  busi- 
ness grew  so  fast  when  she  started  it  four 
years  ago  that  she  quickly  fell  beliind  in 
billing.  She  got  rid  of  the  backlog  by  getting 
help  from  someone  she  still  works  ^^ith  but 
has  never  met  in  person — ^a  virtual  assistant 
(va)  who  Uves  in  ]\Iicliigan  and  commmiicates  with  WiUiams' 
Edison  (N,  J.)  office  by  e-mail,  fax,  and  telephone.  The  va,  re- 
ferred to  Williams  by  a  business  associate,  took  over  "uivoic- 
ing,  collections,  personal  errands  such  as  sending  flowers  to  my 
mother,  and  getting  train  tickets,"  Williams  sa\^.  As  a  result, 
she  is  "now  free  to  do  the  activities  that  onlv  I  can  do — coach- 
ing,  deliverklg  a  seminar,  or  marketing." 

Willi  ms  is  one  of  thousands  of  business  owners  who  are 
tur  Jiig  over  administrate  e  tasks  to  virtual  assistants.  These 
helpers  are  self-employed,  home-based  workers — usually 


women — who  do  anything  fron 
processing  and  bookkeeping  to 
research    and    meeting-plannii 
clients  who  live  far  away  or 
frequently. 

Using  a  remote  helper  has  a  i 
of  advantages  over  having  sc 
working  down  the  hall.  "I  cs 
someone  who's  extremely  profe 
but  I  don't  have  all  the  expense 
as  health  insurance  and  maintaii 
fice  space]  associated  with  a  fi 
assistant,"  says  Miguel  Berger. 
dent  of  Tech  Valley  Homes  Real 
in  Loudonville,  N.  Y.  Berger,  who 
often,  uses  time  in  the  air  to 
work  lists  he  can  e-mail  to  two 
assistants — one  in  Albany,  who  ! 
his  accounting,  and  one  in  Du 
Ky.,  who  designs  marketing  mi 
He's  looking  for  a  third  VA  to  i 
his  database. 

VAs  charge  anywhere  from  $2^^ 
an  hour,  depending  on  their  sk 
the  complexity  of  the  tasks  tl 
Most  give  clients  the  option  of  p 
monthly  retainer  or  an  hourly  r 


N 
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hires   these   folks?   Typically, 

in  the  coaching  industry,  writers 

|thors,  real  estate  professionals, 

of  consultants — especially  peo- 

are  working  solo  from  home," 

Brice,  the  Cockeysville  (Md.)- 

bresident  of  AssistU,  an  organi- 

Ithat  offers  training  courses  for 

assistants.  Often,  clients'  busi- 

\are  growing  faster  than  they  can 

B  alone. 

kn  Duester,  who  owns  a  food-con- 


sulting firm  in  Del  Mar, 
Calif.,  says  she  was  over- 
worked and  gave  up  vaca- 
tions for  years  because  she 
didn't  want  to  hire  someone 
to  work  in  her  home  or 
move  the  business  to  a  sep- 
arate office.  She  learned 
about  VAs  at  a  women's  net- 
working meeting  in  1999 
and  soon  hired  Christine 
Barnes  in  San  Diego  to  take 
on  jobs  such  as  responding 
to  voicemail,  sorting  e-mail, 
and  maintaining  a  newslet- 
ter mailing  list  of  1,600 
names.  Barnes  is  so  much 
a  part  of  Duester's  business 
that  at  noon  and  5  p.m. 
every  day,  she  sends 
Duester  an  electronic  to-do 
list.  Now  that  she  has  help, 
Duester  says  she  takes 
quarterly  vacations,  many 
to  accompany  her  microbiol- 
ogist husband  to  interna- 
tional meetings. 

VAS  come  from  a  wide 
range  of  backgrounds.  An- 
gela Allen,  president  of  In- 
ternational Virtual  Assis- 
tants Assn.  (iVAA)  and  one 
of  Berger's  VAs,  worked  in 
marketing,  advertising,  jour- 
nalism, and  human  re- 
sources. Jill  Chongva  of 
Berwick,  N.  S.,  was  a  med- 
ical secretary  and  also 
worked  in  a  camera  shop,  and  Janet 
Winter  of  Gumming,  Ga.,  had  been  a 
math  teacher,  school  financial-aid  director, 
and  a  travel  agent.  "A  VA  should  be  able 
to  handle  anything  for  you,"  says  Brice. 
"If  you  need  to  buy  a  condo  in  Hong 
Kong,  she  should  be  able  to  figure  out 
how  to  help  you  to  do  it."  Among  the 
assignments  that  Winter  has  completed 
for  clients,  she  says,  was  creating  an  in- 
ventory system  for  an  aromatherapist 
who  bought  fragrant  essential  oils  in 


>S  FOR  WORKING 

TH  A  VIRTUAL  ASSISTANT 

DID  misunderstandings  by  being  clear  about  your  expectations  at  the  beginning 

relationship  and  for  each  project. 

ALIZE  that  a  virtual  assistant,  unlike  the  office  secretary  you  see  every  day,  is  a 

pss  owner  whose  perspective  is  that  of  a  partner  rather  than  an  employee. 

WT  MICROMANAGE  your  VA.  You're  paying  for  someone  who  doesn't  need  a 

pupen/ision. 

pNT  EXPECT  your  VA  to  directly  generate  cash.  VAs  are  not  salespeople. 


Referral  Lists 

AssistU  assistu.com 

More  than  500  people  have  taken  its  20-week 

training  course 

International  Virtual  Assistants  Assn. 

ivaa.org 

Has  600  members,  some  are  certified 

Staffcentrix  staffcentrix.com 
Training  and  referral  agency  for  military 
spouses  who  are  VAs 

large  bottles  but  sold  them  by  the  drop. 
To  find  a  VA,  you  can  start  with  an 
Internet  search  for  "virtual  assistant," 
which  will  turn  up  Web  sites  of  indi- 
viduals and  organizations.  There's  no 
universal  certification,  though  creden- 
tials from  a  VA  group  that  trains  or  cer- 
tifies members  offer  some  assurance 
that  the  person  has  passed  an  ethics  or 
skills  test. 

PERFORMANCE  EVALUATIONS 

Exams  spon.sored  by  the  IVAA  (table, 
above)  leaid  to  three  types  of  certification: 
one  in  business  ethics  (.$25  for  members, 
.$50  for  nonmembers),  one  on  skills  and 
issues  related  to  real  estate  ($25  or  $50), 
and  one  for  members  only  based  on  pro- 
ficiency in  word  processing,  spreadsheets, 
and  other  administrative  skills  ($100). 
Brice's  AssistU  offers  a  Certified  Pro- 
fessional Virtual  Assistant  (cpva)  and 
Certified  Master  Virtual  Assistant  (CMVA). 
To  become  a  cpva,  a  student  must  com- 
plete 20  weeks  of  classes  by  conference 
call  and  pass  an  exam  based  on  per- 
formance in  simulated  experiences  with 
cUents  ($2,295  for  group  classes;  $3,195 
for  a  one-on-one  trainer).  The  CMVA  des- 
ignation, for  an  additional  $250,  requires 
proof  of  1,500  hours  of  work  as  a  VA  and 
documentation  that  chents  find  the  as- 
sistant's work  to  be  effective. 

Staffcentrix,  which  functions  as  a  re- 
ferral agency  for  military  spouses  who 
are  VAs,  doesn't  test  those  on  its  list  on 
specific  skills.  But  it  offers  a  free  15- 
hour  training  course  on  some  military 
bases.  That  training  focuses  on  cus- 
tomer service,  ethics,  and  practical 
knowledge  necessary  to  start  and  op- 
erate a  business. 

Even  if  you  choose  a  VA  who  has 
completed  some  type  of  training  or  re- 
ceived certification  from  a  trade  group, 
before  making  a  commitment,  you 
should  test  out  the  relationship  by 
working  on  a  short-term  project  to- 
gether (table,  left).  Even  if  you  don't 
see  the  person  in  the  office  every  day, 
you  still  have  to  know  that  your  work 
styles  are  compatible.  ■ 
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Luxury— With 
No  Strings 

Vacation  clubs  offer  you  a  range  of  quality  resort  homes  at 
a  fraction  of  the  cost  of  owning.  BY  PALLAVI GOGOI 


WHEN  IT  COMES  TO  vacation 
homes,  Joel  Liffmarm,  a  hedge- 
fund  partner  from  Greenwich, 
Conn.,  says  he  has  tried  them 
all.  Liffrnann  has  rented  homes 
and  condos  but  wasn't  happy 
with  the  lack  of  maintenance. 
He  bought  a  few  weeks  at  a 
high-end  Beaver  Creek  (Colo.) 
time-share,  but  they  didn't  always  match  the 
kids'  ever-changing  vacation  schedules.  Still,  he 
shied  away  from  buying  a  vacation  home  be- 
cause of  the  cost,  responsibility,  and  commit- 
ment to  one  location.  So  when  he  heard  about 
Private  Retreats,  a  vacation  club  with  a  collec- 
tion of  upscale  residences  in  several  resort  ar- 
eas, it  hit  the  spot.  "It  solved  my  vacation 
dilemma,"  says  Lififmann. 

The  latest  twist  in  the  vacation  home  indus- 
try doesn't  center  on  ownership,  vinlike  the  lux- 
ury time-shares  Ritz-Carlton  and  Four  Seasons 
started  marketing  three  years  ago.  Working 
from  a  country  club  business  model,  these  plans 
offer  access  to  milUon-dollar-plus  resort  homes 
for  an  up-front  membership  fee  that  ranges 


from  $150,000  to  $475,( 
annual  dues  from  $8 
$17,500.  You  can  get  a  gi 
of  up  to  six  weeks  a 
club  properties  from  H 
Colorado  to  Mexico,  but  you  can  get  more  depen 
availability.  Private  Retreats  currently  has  just  thr' 
petitors:  Exclusive  Resorts,  MirabeUa  Estates,  and  ( 
Club  (table). 

Are  these  clubs  worthwhile?  It  depends  on  how 
them.  If  you  want  to  vacation  for  just  two  weeks 
they're  probably  too  expensive.  But  if  you  have  more 
spend,  have  a  large  family  to  accommodate,  or  woul( 
invite  other  guests,  the  considerations  change.  Bi 


The  Vacation  Club  Universe 

COMPANY                              INITIATION           AMOUNT          ANNUAL         GUARANTEED    HOMES      L( 
FEE             REFUNDABLE        DUES               WEEKS 

Exclusive  Resorts     $150,000  to     80% 
exclusiveresortsllc.com    250,000 

$8,000-         At  least  2      29 
16,000 

Mirabella  Estates     375,000  to      100 
mirabellaestates.com     475,000 

15,000-        At  least  4      15 
17,500 

Odyssey  Club*          300,000           80 
theodysseyclub.com 

15,000         At  least  2      25 

Private  Retreats        250,000 
private-retreats.com 

"opening  Jan.  2004    **plus  $150  per  night  per  home 


100 


8,750** 


70 
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JUST  SHOW 

UP:  Clockwise 
from  left:  An 
Exclusive 
Resorts  home 
in  Los  Cabos, 
Mexico,  and 
from  Private 
Retreats, 
Belize  and 
Steamboat 
Springs,  Colo. 


Week  looked  for 
several  upscale 
rentals  in  Col- 
orado and  Ha- 
waii, posh  homes 
vi^ith  a  mini- 
mum of  four 
bedrooms.  A 
two-week  rental 
would  run  from 
$15,000  to  $25,000 
— about  the 
same  as  the  an- 
nual dues  at 
some  of  the  va- 
cation clubs. 

But  with  a  club, 
you  get  guaranteed 
access  in  peak  sea- 
sons and  quality  as- 
surance. If  you're  not 
satisfied,  most  clubs 
offer  a  full  or  80%  re- 
fund of  the  initiation 
fee.  Another  benefit 
is  the  service.  The 
clubs'  staff  will  take 
care  of  everything 
from  rental  cars  and 
groceries  to  ski  equipment  rentals  and 
restaurant  reservations.  So  all  you 
have  to  do  is  show  up  and  kick  back. 

How  do  these  clubs  guarantee  ac- 
cess when  there  are  so  many  more 
members  than  properties?  With  the 
Dartmouth  College  mathematicians.  Private  Retreats 
b  McGrath  figured  that  if  he  capped  the  member- 
|400  and  had  at  least  70  homes  in  different  locations, 
18  would  likely  get  what  they  wanted,  and  overbook- 
Jd  take  place  only  about  4%  of  the  time.  On  those  rare 
tis  when  demand  exceeds  supply,  Private  Retreats 
Dmes  from  other  owners  within  the  resort  area, 
[•ath  also  made  sure  his  membership  was  geographi- 
verse.  That  way,  families  from  Boston  or  New  York 
vant  warm-weather  vacations  during  the  winter,  but 
'cm  Florida  or  Southern  California  would  seek  other 
ie  also  limited  the  pool  of  members  with  school-age 
I,  so  as  not  to  overwhelm  vacation  destinations  during 
Holidays. 

ite  Retreats,  which  was  the  first  in  the  market  in  1999 
ily  30  members,  recently  reached  its  maximum  ca- 
)f  400  and  is  planning  to  launch  a  second  club,  where 
les  will  cost  an  average  of  $2  million  and  the  initiation 
I  be  $450,000,  as  opposed  to  the  current  $250,000. 
ttribute  the  success  of  the  concept  to  the  post-bubble 
)f  fiscal  responsibility.  "During  the  bubble,  people 
;o  out  and  buy  one  or  two  vacation  homes,  but  what 
r  is  a  defensive  investment  where  for  a  portion  of  the 
ley  can  enjoy  the  benefits  of  the  second  home,"  says 
5  Gottlieb,  Odyssey  Club's  CEO. 
nann,  who  joined  Private  Retreats  in  February,  2002, 
ooked  back.  "The  desirable  locations  and  having  a  lo- 
i  who  takes  care  of  everything  would  be  hard  for  me 
together  at  any  cost,"  he  says.  As  someone  who  has 
all,  he's  hooked  on  this  concept.  ■ 


TRAVEL 

Time-share  Yachting 

Your  dreams  of  owning  a  yacht  may  have  just  floated 
within  reach.  Arlington  (Va.)-based  YachtSmart 
of  North  America  (fractionalyacht.com)  is 
offering  fractional  ownership  in  two  yachts  that 
allows  you  to  split  the  purchase  and  maintenance 
costs  among  10  shareholders.  Stockbrokers 
Jonathan  Metcalfe  and  Philip  Burroughs  founded 
the  company  last  year  after  Metcalfe  tried  vainly  to 
purchase  a  52-foot  Fairline  Squadron  yacht  but 
found  the  $1  million  investment  and  $100,000  a 
year  in  maintenance  and  insurance  prohibitive. 
Given  the  economic  downturn,  he  knew  he  was  not 
alone.  "I  don't  know  if  our  program  would've  gotten 
as  much  momentum  in  the  late  1990s  when  people 
thought,  'Heck,  I'll  just  the  buy  the  whole  thing,' " 
says  Metcalfe. 

What's  the  cost?  A  62-foot  Fairline 
Squadron  is  $186,000  per  share,  plus 
$1,450  a  month  in  maintenance.  That  allows  you  28 
days  of  boat  time  and  includes  a  full-time  captain 
and  all  upkeep  of  the  boat.  The  yacht  has  three 
bedrooms,  or  "cabins"  in  boatspeak,  with  flat-screen 
satellite  TVs  and  a  Sony  PlayStation  for  the  kids.  It 
also  has  a  kitchen  and  dining  room  with  cherry  wood 
tables  with  eucalyptus  inlays. 

If  you  want  to  go  more  upscale,  a  share  in  an  85- 
foot  Azimut  yacht  will  run  you  $425,000  a  share  plus 
$2,600  in  maintenance  fees.  This  has  four  cabins 
with  similar  features. 

Both  cruise  the  Northeast  in  the  summer,  the 
Florida  coast  in  the  winter  months.  Fuel  and  dockage 
fees  are  not  included.  But  if  you  can  afford  a  share, 
who's  going  to  quibble  about  that?  Lewis  Braham 
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HEAVY  DUTY: 

The  Touareg 
weighs  a  lot 
but  handles 
icely 


One  Tbuffh 

SUV 

VW's  Touareg  blends  ofT-road  chops 
and  luxury.  BY  LARRY  ARMSTRONG 


LET'S  JUST  SAY  I  never  expected  a 
vehicle  like  this  from  Volkswagen,  a 
brand  better  known  for  its  quirky  little 
Beetles  and  youthful  Passats.  But  \'w's 
Touareg  sport-utiUty  vehicle,  which  went 
on  sale  this  summer,  is  no  car-based 
crossover,  no  Passat  wagon  on  steroids. 
It's  a  real  suv,  with  full-time  four-wheel 
drive,  designed  to  be  driven  off-road. 
There's  even  an  optional  suspension  to  raise  it  nearly  12 
inches  off  the  ground,  enough  clearance  for  the  biggest 


HOT  CARS:  Rirts 

Crooks  hove  Best 

The  Cadillac  Escalade  sport-utility  vehicle 
tops  the  insurance  industry's  list  for  both 
theft-claim  frequency  and  loss  per  claim, 
says  the  Highway  Loss 
Data  Institute.  But 
thieves  usually  steal 
cars  to  get  easily 
removed,  expensive 
parts.  The  industry 
doesn't  keep  statistics 


BLUE-WHITE 
HEADLIGHT 


on  those,  but  here 
are  some  popular 
components  that  turn 
your  car  into  a  target: 
LIGHTS.  Those 
blue-white,  high- 
intensity  discharge 
headlights  can  really 
dazzle — especially 


when  they're  coming 
right  at  you.  New  ones  go  for  $500  and 
up  per  light,  sometimes  $3,000  per  car. 
AIR  BAGS.  You  gotta  have  'em,  but 
companies  say  that  10%  of  all  theft 


bumps  and  boulders  (and  an  incl 
than  the  Hummer  H2.) 

It's  also  a  luxvuy  car,  with 
refinement  of  a  Mei 
Benz  or  BMW.  At 
price  of  $35,515,  or  i 
for  the  V-8  version, 
most  expensive  car  ^ 
ever  sold  in  the  U.' 
unlike  its  German  cc 
tors,  the  Touareg's  base  model: 
loaded  with  such  standard  feati 
dual-zone  climate  controls,  a  s> 
heated  seats,  and  rain-sensing  "^ 
The  Touareg  does  not  stint  on 
equipment,  either — with  standar 
lock  brakes  and  skid  control  an 
front  side-impact  air  bags  and  si; 
tain  bags  to  protect  your  head. 
The  interior  is  vw's  best  ye 
comfj'  leather  seating  for  five  (st 
on  the  V-8,  part  of  a  $2,200  premium  upgrade 
V-6)  and  an  instrument  cluster  with  jewel-like,  cl 
rimmed  gauges.  Yes,  that's  real  walnut  and  real  alu 
trim.  The  one  gaffe  inside  is  the  optional  ($2,350)  nav 
system.  It's  a  primitive  design  that  uses  the  in-dash  ai 
player — so  you  have  to  choose  between  maps  or  muf 
On  the  road,  the  car  feels  heavy,  and  it  is.  The  T 
tips  the  scales  at  more  than  5,000  pounds.  I  thought 
too  much  pressure  on  the  accelerator  to  get  it  going 
dead  stop — but  once  moving,  it  was  surprisingly  agilt 
dling  is  more  responsive  than  I  expected  from  such  a 
vehicle,  and  it  takes  comers  and  curves  with  aplom  f 
none  of  that  tippy  feeling  common  to  suvs  as  tall  as  tl 
It's  a  smooth  ride  on  highways,  but  things  can  ge 
bumpy  on  bad  city  streets. 

Where  you  pay  for  the  weight,  of  course,  is  at  the 
The  V-8  gets  14  miles  per  gallon  in  city  driving  and  18 
highway,  and  the  V-6  version  is  only  a  mile  or  two 
Worse,  Volkswagen  recommends  using  premium  fuel 
About  the  name:  It's  pronounced  tour-regg,  and  V 
it's  named  after  a  tribe  of  nomads  in  the  Sahara  cal 
Tuareg  (pronounced  twa-regg.)  Whatever.  v^''s  fir: 
SUV,  with  its  upscale  pohsh  and  its  go-anywhere  co 
ment,  is  bound  to  set  a  higher  standard  in  a  field  incre 
populated  by  crossover  suvs  that  get  thefr  muscl 
souped-up  styling  alone. 


claims  involve  an  air  b»ag.  The  driver' 

side  bag,  mounted  in  the  steering  wf 

is  the  easiest  to  remove  and  costs  $E 

$1,000  to  replace. 

WHEELS.  Custom  rims  are  the  easi 

way  to  give  your  car  a 

flashy  new  look, 

especially  the 

"spinners"  that  keep 

revolving  when  the  car 

is  stopped.  They  go 

from  $1(X)  each  up  to 

$15,000  for  a  set  of 

super-luxe  models. 


EASY-TO-STEAL 
AIR  BAGS 
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WANT  DIVIDEND  TAX  LAWS  CHANGED? 

GO  TO  CONGRESS. 

WANT  TO  TAKE  ADVANTAGE  OF  THEM? 

COME  TO  US. 

Introducing  the  Schwab  Dividend  Equity  Fundr 


At  Charles  Schwab,  we  believe  that  the  recent  tax  reform  represents  an  exciting  opportunity  for  investors. 
With  qualified  dividends  now  being  taxed  at  a  maximum  of  15%,  it  may  be  the  right  time  to  take  full 
advantage  of  this  reform.  To  help,  we've  created  the  Schwab  Dividend  Equity  Fund.  It's  a  fund  designed 
to  invest  in  dividend-yielding  equities  that  in  turn  passes  qualified  dividends  back  to  you  at  a  lower  tax  rate. 
Plus  the  fund  will  invest  primarily  in  equities  that  receive  either  an  A  or  B  rating  from  Schwab's  objective  stock 
rating  system  —  Schwab  Equity  Ratings'"  —  which  identifies  companies  that  Schwab  believes  are  positioned  for 
growth.  It's  just  one  more  example  of  how  we're  always  looking  for  a  better  way  to  help  the  individual  investor. 


For  a  limited  time,  all  management  fees  and  fund  expenses 
will  be  waived  through  May  3,  2004.  Call  1-800-786-7803. 


charles  SCHWAB 


CaU 

1-800-786-7803 

Click 

schwab.com 

Visit 

370  locations  nationwide 

prospectus  contains  more  complete  information  regarding  fees,  risks  and  expenses  and  is  available  by  calling  1  -800-435-4000.  Please  read 
prospectus  carefully  before  you  invest  or  send  money.  Investment  value  will  fluctuate,  and  shares,  when  redeemed,  may  be  worth  more  or  less 
)  original  cost. 

Jobs  and  Growth  Tax  Relief  Reconciliation  Act  of  2003  reduces  the  maximum  tax  rate  on  "qualified  dividends"  to  15%  (5%  for  those  in  the 
h  and  15%  income  tax  brackets).  Qualified  dividends  are  dividends  from  domestic  corporations  and  certain  foreign  corporations  but  do  not 
jde  dividends  from  certain  prefeired  stock  and  most  REITs  or  interest  income  from  bonds  and  money  market  instalments.  Nonqualified  dividends 
continue  to  be  taxed  at  the  higher  ordinary  income  tax  rates.  The  reduced  rates  on  qualified  dividends  will  expire  after  2008  and  revert  back 
ie  higher  rates  in  effect  prior  to  2003  unless  extended  by  federal  legislation.  Check  with  your  tax  advisor  for  more  information, 
f  May  3,  2004,  the  fund's  expense  ratio  will  be  1.10%  for  Investor  Shares  and  0.95%  for  Select  Shares  (guaranteed  by  Charles  Schwab  &  Co.,  Inc. 
the  investment  advisor  through  2/28/05,  excluding  interest,  taxes  and  certain  nonroutine  expenses).  ©2003  Charles  Schwab  &  Co.,  Inc. 
Tiber  SIPC/NYSE.  (0803-11997).  ADS25818FUL. 
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Investing 

Without 

Blinders 

Robert  Arnott's  funds  look  beyond  stocks 
and  bonds.  BY  LEWIS  BRAHAM 


T  FIRST 

glance,  Robert 
Arnott  doesn't 
come  across  as 
a  rebel.  The  49- 
year-old  portfo- 
lio manager  of 
the  PIMCO  All 
Asset  Fund  is  a 
by-the-numbers  guy — a  "quant"  who 
wears  dark  suits,  works  11-hour  days, 
and  edits  the  Financial  Analysts  Jour- 
nal just  for  fun.  But  he  has  also  been 
riding  motorcycles  d  la  James  Dean 
since  he  was  16.  "In  a  car,  you're  in 
this  metal  cocoon,"  he  says.  "On  a  mo- 
torcycle, there's  a  wonderful  feeling  of 
freedom,  of  being  part  of  the  world 
aroimd  you." 

Arnott  thinks  most  investors  are  also 
trapped  in  a  cocoon,  one  that  limits 
them  to  buying  conventional  stocks  and 
bonds.  Stocks,  he  argues,  are  stUl  over- 
priced. "I  believe  that  stock  prices,  ad- 
justed for  inflation,  will  be  lower  15 
years  from  now,"  he  says.  He  also 
thinks  yields  on  most  government  and 
corporate  bonds  are  too  skimpy.  In- 
stead, he  invests  in  more  unusual  asset 


BIKE  TRIP: 

Arnott  likes 
emerging- 
markets  debt, 
commodities, 
and  TIPS 


Robert  Arnott 


■muEiChairman, 
First  Quadrant,  and 
Portfolio  Manager, 
PIMCO  All  Asset  Fund 

RESDENCE:  Pasadena, 
Calif. 

BORN:June29, 1954 
SCHOOL:  University  of 
California  at  Santa 
Barbara 

DEGREE: B.S.  in 

Economics,  Applied 
Mathematics,  and 


Computer  Science, 
University  of  California  at 
Santa  Barbara,  1977 
KUDOS:  Five  Graham  & 
Dodd  Scroll  awards, 
the  Oscars  of  financial 
analysis 

HOBBIES:  Motorcycling 
and  eclipse-chasing 

GOAL:  "We  want  our 
investors'  real  spending 
power  to  increase  above 
inflation" 


classes,      such      as 
emerging-markets 
debt,     commodities, 
and  his   current  fa- 
vorite. Treasury  In- 
flation-Protected Se- 
curities  (tips).   And 
his  fund,  like  his 
Brough  Superior 
SS-100   motorcy- 
cle, is  free  to  ex- 
plore   such    ob- 
scure regions. 

Arnott  has  an 
impressive  track 
record.  His  Pasadena 
(Calif.)  money  man- 
agement firm.  First  Quadrant,  runs  $13 
billion  in  private  accoimts  for  high-net- 
worth  and  institutional  clients,  including 
an  account  for  a  sovereign  government, 
which  he  cannot  disclose.  All  eight  of 
First  Quadrant's  investment  strategies 
have  beaten  their  benchmarks  since  the 
firm's  foimding  in  1985.  The  PiMCO  fund 
is  his  first  foray  into  mutual  funds,  and 
while  it  borrows  from  his  firm's  strate- 
gies, it  is  unique.  Since  its  inception  a 
year  ago,  the  fund  is  up  18.5%. 

Arnott's  analysis  of 
TIPS  is  unorthodox.  These 
securities,  issued  by  the 
U.  S.  Treasury,  appreciate 
along  with  the  inflation 
rate,  plus  they  pay  inter- 
est on  top  of  that,  histor- 
ically ranging  between 
2%  and  5%.  Most  pub- 
lished research  on  TIPS 
compares  them  with 
Treasury  bonds.  Arnott 
contends  they  are  more 
akin  to  stocks.  The  rea- 
son is  that  the  revenues 
and  earnings  of  most 
companies  are  correlated 
with  the  inflation  rate, 


:-f 


growing  when  prices  of  goods 
ices  rise  and  shrinking  when  til 
And  stock  prices  typically  foUof 
ings  growth. 

A  CUSS  BY  ITSELF 

Conventional  Treasury  bonds, 
other  hand,  are  at  the  mercy  of 
because  their  rates  are  fixed.  ! 
flation  rises.  Treasuries'  "real 
their  return  above  the  inflation 
declines,  while  the  real  yield 
stays  put.  That,  he  argues,  make 
different  asset  class  altogethe 
even  compared  with  Treasury 
they  look  cheap.  Long-term  TII 
maturities  of  25  years,  now  hav 
yield  of  2.8%,  while  the  avera 
yield  on  long  Treasury  bonds  h 
1.9%  historically.  Arnott  thinks  t 
yield"  for  tips  is  1.5%  because  th 
inflation  risk.  If  he's  right,  pr 
TIPS  should  rally. 

Relative  to  stocks,  though,  T 
spectacular.  Currently,  the  divide 
on  the  average  stock  in  the  Stai 
Poor's  500-stock  index  is  1.7%- 
low  end  of  its  historical  range, 
erage  price-earnings  ratio,  basec 
stocks'  current  prices  and  trai 
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SAS,  the  leader  in  business  intelligence  software,  challenges... 


ERPRISE  INTELLIGENCE 

JPPLIER  INTELUGENCE 

I 

MIONAL  INTELUGENCE 
STOMER  INTELUGENCE 
IGENCE  ARCHITECTURE 


There's  never  been  a  tougher  time  to  run  a  business.  Or  a  better  time  to  lead  one.  With 
confidence.  With  clarity.  With  SAS"  -  software  that  answers  strategic  business  questions  no 
one  else  can.  So  you  can  understand  customers  instead  of  just  processing  them.  Optimize 
relationships  with  suppliers  instead  of  just  buying  from  them.  And  align  your  organization 
for  the  fiiture  instead  of  waiting  to  react.  To  find  out  why  94%  of  FORTUNE  Global  500* 
companies  rely  on  our  industry-leading  business  intelligence  and  analytics,  visit  our  Web  site. 
Or  call  us  toll  free  1  866  270  5737. 

WWW. sas. com/leadership 


The  Power  to  Know^ 


Ssaa 


AS  and  all  other  SAS  Instrtute  Inc.  product  or  service  names  are  registered  trademar1<s  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and  other  countries.  ®  indicates  USA  registration. 
©  2003  SAS  Institute  Inc.  All  nghts  reserved  FORTUNE  is  a  registered  trademark  of  the  FORTUNE  Magazine  Division  of  Time  Inc.      242198US.0703 
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year  average  earnings,  is  28.  And  the 
"e"  portion  of  that  p-e  ratio,  Amott  con- 
tends, is  overstated  by  as  much  as  40% 
because  of  the  accounting  shenanigans  of 
the  past  decade.  But  what  about  more 
financial  disclosure  and  expensing  of  op- 
tions? That,  he  says,  will  make  earn- 
ings in  the  future  look  even  worse. 

What's  more,  stocks  have  demo- 
graphic trends  working  against  them. 
"The  first  of  the  baby  boomers  start 
retiring  in  about  five  years,"  says  Ar- 
nott.  "Most  likely,  they  will  sell  their 
riskiest  assets  first."  Since  stocks  are 
more  volatile  than  bonds  and  tips,  they 
will  be  first  to  go. 

Amott  will  still  ride  a  rally  w^hen  he 
spots  an  opportunity.  For  instance,  last 
October  he  had  20%  of  his  portfoho  in 
stocks  as  interest  rates  reached  a  point 
where  stocks  became  more  attractive 
than  bonds.  Lately,  he  has  been  selling 
stocks  as  rates  have  backed  up:  His 
weighting  is  just  7%  now\  Amott  doesn't 
pick  stocks  for  the  All  Asset  fund.  In- 


stead, it  invests  in  the  PIMCO  Stocks- 
PLUS  and  pimco  StocksPLUS  Total  Re- 
turn funds.  In  fact,  fqr  all  investments, 
Amott  employs  other  PiMCO  mutual 
funds. 

One  of  the  more  un- 
usual asset  classes 
Amott  uses  is  commodi- 
ty-linked bonds.  Only 
two  other  mutual  funds, 
PIMCO  Commodity  Real 


war  against  Iraq,  but  it  has  sine  I 
down  to  7%.  He  thinks  the  sec  I 
take  a  breather  until  inflation 

That's  w^hy  57%  of  All  Asset 
folio  is  invested  in  two  PIMC 
funds.  That  has 
turns  recently 
TIPS   have   fallel 
Treasury  bonds 
est    rates    back! 
"We  have  an  Ai 


PIMCO 
All  ASSET  FUND 

Symbol:  PASDX 

Return^'strategy  'and      (.•'°!.".°:l°.3d.D.sharBs) ^^.^^^^^^  pilrs'uing 

Oppenheimer  Real  As-      Expense  ratio:  1.50%  ly  inflationary 

set    Fund,    invest    in     /Assets:  $462  million ^^^'  ^"^  ^  ^^^ 

these  securities.  Their     highly  inflations 

returns     are     directly  T??'!"*P:f'^.'*'f?|.''?f''''l"L  etary      policy," 

linked  to  the  prices  for  Return  since  Jufy  3 1,2002,  Amott.    Such 

such  commodities  as  oil,  inception:  18.5%*  justify  a  sell-off 

natural  gas,  cattle,  and  „ .  oiurnr  !.  "r,  iil!!' ','i suries,  he  says, 

°      '  '  Data:  PIMCO  Funds  *lnstrtutional  shares  .  '  •'    ' 

com.  That  makes  them  m  tips.    Im  gla 

better  inflation  hedges  than  the  stocks  are  people  who  believe  TIPS 

of  producers,  which  often  react  more  to  Treasuries,"  he  says.  "They  crea 

stock  market  moves  than  to  commodity  ing  opportunities."  Let  them  | 

prices.  Amott's  commodity  weighting  their  cocoon.  Arnott's  fund 

rose  as  high  as  20%  before  the  U.  S.  w^hen  everybody  else  zags. 


Heebner:  Builders  Still 
Have  Hot  Hands 

Rising  mortgage  rates  seem  likely  to 
cool  the  housing  market  and  sink 
homebuilders'  stocks.  That's  the 
conventional  wisdom,  but  mutual- 
fund  manager  G.  Kenneth  Heebner, 
co-founder  of  Capital  Growth 
Management  (cgm)  in  Boston,  says  it's 
all  wrong.  Heebner,  62,  has  been 
buying  the  builders  since  2CX}1,  and 
they  now  represent  78%  of  his  $470  million  cgm  Realty  Fund, 
which  is  up  46.2%  this  year.  Heebner  recently  spoke  with  Dallas 
correspondent  Stephanie  Anderson  Forest.  Here  are  excerpts: 

Most  people  are  expecting  a  slowdown  In  housing.  So  why 
are  you  so  bullish  on  the  homebuilders'  stocks? 

The  key  reason  is  these  companies  are  going  to  grow  earnings 
20%  a  year  for  the  next  five  years.  And  they  are  going  to  do  that 
whether  housing  activity  goes  up  from  here  or  sideways  from 
here.  The  only  thing  that  would  interrupt  this  would  be  a  big 
decline  in  the  housing  market. 

Will  rising  rates  and  continued  high  unemployment  do  that? 

A  30-year,  fixed  mortgage  today  is  around  6.3%.  In  2002,  it 
averaged  6.7%  and  in  2001,  over  7%.  In  those  years,  rates 
stimulated  housing  demand,  so  rates  have  to  go  a  lot  higher 
before  they  become  an  issue. 
With  employment,  for  example,  there  is  a  level  of  distress  that 


hurts  demand.  In  Austin,  San  Antonio,  and  Dallas,  where  | 
and  technology  employment  have  suffered,  demand  has 
hit.  But  in  other  parts  of  the  economy,  where  unemploym^ 
risen  but  not  as  sharply,  demand  has  not  been  hurt. 

Where  will  the  20%  earnings  growth  come  from? 

The  publicly  traded  homebuilders  are  well  financed.  The; 
publicly  traded  debt,  which  in  many  cases  is  investment-] 
They  are  diversified  geographically,  have  management  de 
and  build  to  order,  not  on  spec.  Most  of  all,  these  compan 
gaining  market  share.  The  top  10  publicly  traded  homebi 
have  a  21%  market  share,  up  from  5%  in  1990. 

How  does  that  help  them? 

These  companies  have  the  money  to  buy  the  parcels  of  la 
are  increasingly  scarce  in  the  major  metropolitan  areas  ar 
markets  like  all  of  California,  Baltimore-Washington,  and  ( 
Pennsylvania-New  Jersey  In  Orlando,  the  public  builders 
20%  of  the  market  but  control  50%  of  the  land  supply.  Th 
builders  get  the  most  desirable  land. 

How  many  builders  are  In  the  fund? 

I  own  most  of  them.  I  don't  have  a  strong  preference  for  o^ 
another.  They  are  all  selling  between  six  and  seven  times 
earnings.  It's  hard  to  forecast  which  one  will  do  best  becc 
they  all  are  making  acquisitions — and  they  are  all  very  g0( 

What  are  some  of  the  larger  holdings  in  the  fund? 

Lennar,  Hovnanian,  Ryland  Group,  and  NVR.  Hovnanian, 
is  well  positioned  on  the  East  and  West  Coasts,  is  the  bigg 
holding  (11%)  because  of  appreciation  (up  94.5%  this  ye 
goes  up  more,  I'm  going  to  have  to  sell  some.  I'm  not  goin 
become  20%  of  the  fund. 
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SAS,  the  leader  in  business  intelligence  software,  challenges... 


Predict  outcomes  with  confidenca 
Or  become  yesterday's  news. 


flPRISE  INTELLIGENCE 


JPPLIER  INTELUGENCE 


M10NAL  INTELUGENCE 


5T0MER  INTELLIGENCE 


GENCE  ARCHITECTURE 


Why  do  forward-looking  companies,  including  94%  of  the  FORTUNE  Global  500*  rely  on  SAS? 
Because  our  software  provides  the  complete  vision  to  learn  from  the  past,  monitor  and  communicate 
the  present,  and  gain  insight  into  the  ftiture.  SAS*  lets  you  predict  customer  behavior  instead  of  just 
reacting  to  it.  Anticipate  supplier  risk  instead  of  just  projecting  spend.  And  foresee  change  rather  than 
second-guessing  outcomes.  To  fmd  out  how  SAS  can  help  you  control  costs,  drive  revenue  and 
achieve  capital  efficiency,  visit  our  Web  site.  Or  call  us  toll  free  1  866  270  5737. 

www.sas.com/predict 


The  Power  to  Know^ 


Ssaa 


3AS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarits  or  trademarks  of  SAS  Institute  Inc.  m  the  USA  and  other  countnes.  ®  indicates  USA  registration. 
©  2003  SAS  Institute  Inc.  All  rights  reserved.  FORTUNE  is  a  registered  trademarX  of  the  FORTUNE  Magazine  Drvision  of  Time  Inc.      242200US.0703 


T 


iisinessWeek  Investor  THE  BARKER  PORTFOLIO 


A  PEEK  INSIDE  REDENVELOPE'S 
IPO 


BY  ROBERT  BAKKER  rb@businessweek 


QUICK,  PUT  IT  ON  YOUR  CALENDAR  Sept.  7  is 
National  Grandparents'  Day.  Just  what  we 
need,  right,  another  occasion  for  gift-gi\dng? 
Sometimes  I  imagine  millions  of  Americans 
lining'  up  at  consumer-credit  counseling  of- 
fices and  ha\ing  to  recount  every  nickel  wast- 
ed on  gifts  not  given  from  the  heart. 
Most  folks  don't  seem  so  dismaved  bv  all 

the  manufactured  occasions  for  largesse  as  I  am.  The  latest 
evidence  is  RedEnvelope,  a  little  company  with  big  backers 
(giant  Sequoia  Capital,  for  one)  and  ambitions.  Its  stated  goal 
is  "to  make  gift  giving — no  matter  what  the  occasion  or 
circumstance — easy  and  fun."  Now,  the  San  Francisco  retailer 
aims  also  to  sell  stock  in  a  $31  milHon  initial  public  offering 
led  by  WR  Hambrecht  (table).  As  dyspeptic  as  I  may  be 
about  giftmania — not  to  mention  being  uniformly  skeptical  of 
IPOs — this  one  may  be  worth  investors'  time  looking  into. 

The  place  to  begin  is  on  the  Net,  where  RedEnvelope  got 
its  start  in  1997  as  GiftWorks  Online.  Two  years  later,  it 
adopted  its  current  identity  and  signature  red  gift-wrap- 
ping. The  Web  site  is  easy  to  use,  even  if  it  pushes  dubious 
stuff:  a  four-leaf  clover  pressed  in  glass  ($28);  a  branding  iron 
to  "monogram"  barbecued  steaks  ($65);  a  tin  of  "handcrafted" 
root  beer  ($49);  a  range  of  Kama  Sutra  kits,  with  such  items 
as  edible  honey  dust  and  Love  Liquid,  from  the  Weekender 
($25)  to  the  Pleasure  Box  ($65).  For  Grandparents'  Day, 
RedEnvelope  suggests  the  Tingler,  a  $20  acupressure  tool 
promising  "chills  of  ecstasy  ...oohs,  aahs,  and  shivers  of  pure 
delight."  Try  explaining  that  to  the  grandkids. 

Just  the  same,  people  are  spending  more  and  more  money 
at  RedEnvelope,  which  now  has  a  database  of  1.4  million  cus- 
tomers, a  third  of  them  added  in  the  past  year.  From  $8  mil- 
lion in  fiscal  2000,  revenue 

grew  steadily,  to  $70  milhon  ROflFnifPlnnP 

in  fiscal  2003,  which  ended  nCUtinrCIU|JO 

on  Mar.  30.  RedEnvelope  re-  /^  g  GISTICG 

mains  unprofitable,  but  the      

red  ink  is  fading.  Net  losses      Revenues  $72.5 

peaked    in    fiscal   2001,    at       n„™»;n„  i«cc ci 

^o/- r     -IT           J  r  11  i.    o'nr-      Operating  loss                       6.1 
$26.5  million,  and  fell  to  $7.7       . 

million  in  fiscal  2003.  In  the  Net  loss                               6.6 

current  year's  first  quarter,  indicated  market  cap             119 

losses  sank  47%,  to  $1.2  mil-      - •; , 

lion.  Better  yet,  cash  flow      ;^'."^*'*«.  .'5™.^°' ^ 

from  operations,  at  $1.4  mil-  Home  page         REDENVEL0PE.COM 

Uon,   swung  positive  from  a         Alifinanciaidata'inmiiiions^to 

$1.8  million  burn  last  year.         June  29. 2003 

o      i.1.      i         J  T7-  i.  Data:  Company  reports.  BusinessWeek 

So  the  trends  are  up.  Yet 


■>E2 


rt^EN^ 


/"^f/E  N  VELOPE  OCCASION         KECIPIINT        LirtlTTLr         SHOPS 
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HOT  GIFT 
ITEMS: 

Sales  numbers 
are  headed  up 
at  this  online 
retailer 


this  holiday  season,  RedEnvelc 
an  extra  risk.  In  August,  the 
stopped  outsourcing  its  fulfillment 
picking  items  from  inventory, 
them,  and  shipping  out  customer 
at  its  one  distribution  center  in  ( 
an  Internet  store,  this  is  a  critica 
and  one  in  which  Red  Envelope 
has  no  experience.  A  spokeswoman,  citing  the  IPO,  d( 
answer  any  questions  about  fulfillment. 

So  why  pay  attention  to  RedEnvelope?  For  01 
with  any  growth  in  volume,  the  company  figures 
profitable.  More  intriguingly,  it's  one  of  the  few  comp 
ing  public  via  Hambrecht's  new  OpeniPO  process  (( 
wrhambrecht.com).  In  this,  anyone  with  $2,000  ca 
account  and  bid  (with  a  100-share  minimum  ord«| 
bidders  wan,  but  via  OpeniPO  you  need  not  place 
and  hope  for  the  best.  You  can  set  a  ceiling  on  youl 
The  company,  which  is  debt-free,  estimates  the  si 
go  at  $12  to  $16  a  share.  At  the  midpoint,  $14,  it  w(| 
mand  a  market  value  of  $119  million,  or  1.6  times  [ 
four  quarters'  sales.  That  may  seem  cheap  next  to  j 
vals  on  the  Net  and  off,  given  that  Amazon.com  tr 
times  sales  and  Hffany  3.1  times.  But  a  smaller  spel 
tailer,  such  as  1-800-Flowers.com,  which  is  growij 
slowly  and  trades  at  1.1  times  sales,  is  a  better  cor  I 
At  that  multiple,  RedEnvelope  w^ould  bring  $9.38  A 
Will  the  IPO  be  priced  so  low?  Unlikely,  for  two[ 
First,  the  market's  recent  buoyancy  is  stirring 
greed.  Second,  RedEnvelope's  current  owmers  paid 
age  of  $13.47  for  their  stakes.  If  you  can  get  the  stc| 
$10,  consider  it  a  gift. 
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inters.  ROI  as  impressive  as  the  output. 


you  upgrade  your  old 
to  0  new  HP  printer,  you 
ctuclly  save  more  money 

Ou'll  spend.  HP  innovation  has 
^w  enhancements  in  printing  that  can 
motically  reduce  your  operating  costs, 
cases,  you  may  save  enough  in 
:onsumables  and  support-related  costs 
letely  pay  for  an  upgrade.  Combine 
special  rebate  incentives,  and  it's 
see  how  a  new  HP  printer  can  lead  to 
nt  savings  for  your  company, 
e  with  HP  printers. 


Installed  base 


FINANCIAL  ROI 

comparison: 
Loserjet  Series  III 

U3330mfp         U2300n             U  4200n            U  4300n 

Monthly  pages  printed 

Monthly  operating 
costs  only 

Tbtoi  monthly  costs  include  horchware,  36-month  worronty  upgrade  and  operating  costs 
with  HP's  cun-ently  offered  36-monlh,  0%  FMV  lease*  special  and  Value  Promotion  rebates 

2,000 

$71 

$73                                 $69"                             $68"                            $80 

3,000 

$106 

$99"                            $89"                           $80"                          $91" 

5,000 

$170 

$151"                           $130"                         $K)6"                         $113" 

"Get  an  INSTANT  ROI 

PRODUCTIVITY  ROI 

Speed 

Memory 

Paper  capacity 

Monthly  duly  cycle 

Print  resolution 

Other 


Up  to  8  ppm 

1-5MB 
2CX)  sheets 
20,000 
300  dpi 


up  to  1 5  ppm: 

Prints  almost  twice 
as  fast 

32-96MB 
250  sheets 


1200  dpi 

Get  4  times 
the  furxrtionality. 
Print,  copy, 
scan,  fax. 


up  k>  25  f^^m: 
Prints  3  times 
OS  fosi 

48-304AAB 

350-850  sheets 

50,000 

1200  dpi 

Robust 
networking 


capabilities. 


up  to  35  ppm: 
Prints  4.5  times 
foster 

64-4 16MB 

600-2,600  sheets 

750,000 

1200  dpi 

Robust 

networtcing 

nxinogement 

capabilities. 


up  to  45  ppm: 
Prints  5  5  tin>es 
foster 

80-41 6MB 
600-2,600  sheets 
200,000 
1200  dpi 

Robust 

netwodcing 

monogement 

capabilities 


^^ 


invent 


even  more  with  rebates  from  $50  to  $2,000 

40  different  models  of  HP  printing  and  digital  imaging  products. 


Dre  information  or  to  find  a  reseller  near  you,  coll  1-866-625-1174 
t  www.hp.com/go/getmore. 


te,  assuming  lessee  does  i«  exercise  a  lair  tiiaitel  \ralue  purchase  option  at  ttie  end  of  the  lease  tern  and  6 

■  by  lessee  otfier  ttwi  rem  payiTients  (such  as  taxes,  fees  and  shipping  cfiargesUease  products  available  ttirough  HP^ 

•fww.hp.coni/giyhpfinancialSetvices  or  call  888-277-5942  and  ask  for  the  se-rrxxith,  0%  FMV  lease  offer  fa  more  information.  While  many  users  ot  new  HP  printers  may  expehence  cost  savings,  your  results  may  vary.  HP's  ROI  calcublxxis  are  based 

patterns  and  internal  testing  only  using  HP  internal  standards  for  cost  of  ownership.  There  are  currently  no  industrv  standard  nomis  for  calculating  cost  of  ownership.  Visit  wvwv,hp.oom/gQ'GetfAire  for  the  value  promotion  listing  of  eligible  products  and 

■C  conditions  and  to  leam  more  about  printer  ROI  and  the  calculations  shown  in  the  chart  above.  HP/HPFSC  reserves  the  right  to  change  or  cancel  these  programs  at  any  time  without  notice,  ©2003  Hewlen-Packard  Development  Company.  LP 
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THE  HOSPITALS  ARE  THRIVING  AT  UNIVERSAL  HEALTH  SERVICEI 
PUTD  LEARNING:  A  BOOST  IN  SCHOOL  FUNDS  MAY  LUREluJTt 
SOARING  SALES  AND  STOCK  MAY  MAKE  INFOSPACE  TAKEOVER 


CEO  MILLER 


BY  GENE  G.  MARCIAL 

In  Rude  Health  at  UHS 


Despite  the  inhospitable  climate  prevailing  in  hos- 
pital management,  the  industry's  No.  3,  Universal 
Health  Services  (uHs),  is  in  the  pink,  with  earn- 
ings and  revenues  beating  expectations.  Its  shares 
have  soared,  too — from  32  on  Feb.  14  to  50  on 
Sept.  3.  Some  hospital  outfits  are  under  investigation  for  ac- 
counting fraud,  scaring  off  investors.  CEO  Alan  Miller,  who 
formed  Universal  in  1978  with  venture-capital  backing,  says: 
'We  don't  do  any  funny  stuff  with  our  num- 
bers. We  grow  the  old-fashioned  way, 
through  hard  work  and  modest  acquisitions." 
Like  its  rivals.  Universal  has  been  hurt  by 
the  soft  economy,  which  has  caused  its  share 
of  uninsured  and  underinsiired  patients  to 
rise.  Nonetheless,  says  Miller,  Universal, 
which  owns  and  operates  about  100  hospitals, 
has  had  29%  average  returns  for  the  past  10 
years.  Some  analysts  say  the  stock  stUl  has 
room  to  climb.  Lori  Price  of  J.  P.  Morgan 
Securities,  who  rates  UHS  "overweight,"  sees  "compelling  growth 
opportunities"  and  notes  that  it  is  trading  at  just  7.1  times  her 

2003  EBITDA  estimates — below  the  industry  average  of  7.8  and 
well  below  9.5  for  Health  Management  Associates,  its  closest  ri- 
val. In  the  next  year,  "Universal  wiU  outperform  many  of  its 
peers,"  says  Price.  Her  price  target  is  60.  John  Ransom  of 
Raymond  James  &  Associates  says  that,  with  Universal  selling 
at  just  14  times  his  2003  estimate  of  $3.26  a  share  on  sales  of 
$3.6  billion  and  at  12.4  times  his  2004  forecast  of  $3.69  on  $3.9 
bUhon  sales,  it  is  a  "strong  buy." 

Why  Plato 

Is  Getting  Good  Marks 

Even  though  school  funding  is  scarce  these  days — 
with  states  in  financial  straits — shares  of  Plato 
Learning  (tutr)  have  more  than  doubled,  from 
3.39  in  March  to  7.34  on  Sept.  3.  IN^^o  reasons:  Pla- 
to, which  provides  computer-instruction  systems 
for  middle  school,  high  school,  and  college,  should  benefit  when 
Uncle  Sam  frees  up  more  money  for  schools,  particularly  as  the 

2004  elections  near  And  Plato  is  rumored  to  be  takeover  bait. 
'Tlato,  with  its  superb  curricula  for  reading,  math,  and  science, 
is  compelling,  trading  at  just  one  times  sales — with  no  debt," 
says  Eric  Miller,  managing  director  at  Heartland  Advisors, 
which  has  a  9.5%  stake.  In  a  consolidating  industry,  Plato 


GOING  TO 
OF  THE 


PUTO  LEARK 


6- 


would  be  an  attractive  target,  he  argues,  for  major  be 
lishers.  He  believes  Pearson  or  Reed  Elsevier  is  looking 
to,  which,  he  figures,  is  worth  12  a  share, 
or  $201  million.  Plato's  current  market 
cap  is  $116.5  mUhon.  Miller  expects  Pla- 
to, which  posted  a  loss  in  fiscal  2002 
ended  Oct.  31,  to  earn  7(2  a  share  in 
2003  and  350  in  20(M.  Shane  Glenn  of  in- 
vestment outfit  Dougherty  is  neutral  on 
the  stock  but  notes  that,  given  its  fixed- 
cost  structure,  Plato  wiU  get  "significant 
improvements  in  earnings  momentum" 
when  funding  and  sales  growth  returns. 
A  Plato  spokesman  says  that  despite 
the  rumors,  "the  company  isn't  for  sale." 


▲  DCLL-RS 

Data:  Bloorobefg  Finai 


Atlnfisspace, 

Net  Searches  Are  Clicking 


Infospace  (insp),  a  hot  Internet  stock  that  flai 
when  techs  fizzled,  has  reignited:  Shares  have 
pled,  from  3.75  a  year  ago  to  16.51  on  Sept. 
management  led  by  Jim  Voelker  took  over  in  Di 
2002,  and  overhaiJed  the  company.  Infospace's 
business  is  its  search-and-directory  vmit:  Through 
sites  it  helps  users  locate  information,  people,  and  b 
Infospace  charges  advertisers  a  fee  when  a  user 
search  result  or  views  a  listing.  Infospace  generated 
paid  searches  in  the  second  quarter  Its  cash  flow  is  on 
as  revenues  heat  up.  In  the  first  quarter,  it  posted 
lion — but  in  the  second,  cash  flow 
jumped  to  $14  million.  That's  only  half  of 
the  story:  Suitors  are  eyebaUing  Info- 
space because  of  its  strong  balance 
sheet,  low  valuation  relative  to  cash  flow, 
tech  assets,  and  $300  million  in  cash, 
says  Jonathan  Cohen  of  JLC  Capital 
Management.  The  company's  search  vinit 
alone  should  bring  in  $80  million  in  2003, 
on  growth  of  25%.  Stewart  Barry  of  De- 
lafield  Hambrecht  also  thinks  Infospace 
may  be  a  target  of  major  Net  players. 
He  sees  Infospace  earning  470  a  share  in  2004  on  rev 
$144  million,  and  770  on  $167  million  in  2005.  His  1 
price  target:  21.  Infospace  declined  comment. 
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BiisiiieNsWeek 


Gene  Marcial's  Inside  Wall  Street  is 
at  businessweek.com/today.htm  at 

the  magazine's  publication  day,  usually  Thursdays.  See  Gene  on  Fr 

1:20  p.m.  EST  on  CNNfn's  The  Money  Gang. 


Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their  firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment  banking  or  other  financial  relationship. 
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Mike  Kunce,  CEO,  Armstrong  Garden  Centers 


The  bank  of  Mike 


has  banking  roots  that  go  back  to  1864 


helps  Armstrong  thrive  in  a  competitive  landscape 


^IRP 


offers  international  trade  expertise  to  make  imports  bloom 


provides  retirement  plans  so  Mike  can  nurture  his  employees 


■  v-.2<ti  <.4l«ia  jEie  «t>  ■«-  ■■ 


loves  to  help  businesses  grow. 


Invest  in  you 


Union 

Bank  of 
California 


Commercial  Banking 

Northern  California  -  Michael  Riley,  SVP,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  SVP,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  SVP,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  SVP,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  SVP,  (619)  230-3374 

Small  Business  Services  - 1-866-876-7065 


©2003  Union  Bonk  of  Collfomia,  N  A  Member  FDIC 
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COMMENTARY 

Investors  returned  from  vacation  and 
sent  stocks  soaring,  brushing  aside 
warnings  from  those  who  say  that 
historically  the  month  of  September  is 
a  weak  one  for  equities.  Good  news 
in  tech  is  lifting  all  boats:  Cisco's 
CEO  said  August  sales  were  better 
than  expected.  For  the  week,  the 
NASDAQ,  S&P  500,  and  the  Dow  rose 
4.0%,  3.0%,  2.5%,  respectively. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 


Week  ending  Sept.  2 
■  S&P  500    ■  U.S.  Diversified    ■  All  Equity 

4-week  total  return 


%       2 


6        8        10      12 


Week  ending  Sept.  2 
■  S&P500  ■  U.S.  Diversified  ■  All  Equity 
52-week  total  return 


5       10       15       20      25      30 
Data:  standard  &  Poor's 


U.S.  MARKETS 


SEPT.  3 


WEEK 


%  CHANGE 
YEAR  TO        LAST  12 
DATE        MONTHS 


GLOBAL  MARKETS 


SEPT.  3 


WEEK 


S&P  500  1026.3  3.0  16.6  16.9 

Dow  Jones  Industrials  9568.5  2.5  14.7  15.2 

NASDAQ  Composite  1852.9  4.0  "^  38.7  46.6 

S&P  MidCap  400  525.7  3.2  22.3  22.3 

S&P  SmallCap  600  248.9  3.8  26.6  28.2 

Wilshlre  5000  9947.1  3.1  19.2  19.6 

SECTORS 


BusinessWeek  50* 
BW  Info  Tech  100" 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
PSE  Technology 


586.8 
323.8 
520.5 
502.2 
202.4 
346.3 
107.4 
181.6 
108.7 
134.4 
642.7 
•Mar.  19,  1999  = 


2.8 
3.8 
3.0 
3.0 
2.5 
3.1 
2.7 
2.5 
2.7 
1.7 
3.2 


8.2 
13.4 
16.0 
17.3 
10.5 
16.6 
18.3 

6.9 
11.2 
80.0 
40.2 


6.3 

2176 

15.3 

18.6 

12.4 

15.4 

12.4 

6.5 

3.5 

112.1 

50.1 


1000 


*Feb.  7.  2000  =  1000 


S&P  Euro  Plus  (U.S.  Dollar)  980.9  3.8 

London  (FT-SE 100)  4262.1  1.3 

Paris  (CAC  40)  3422.8  4.4 

Frankfurt  (DAX)  3647.5  4.7 

Tokyo  (NIKKEI  225)  10,715.7  3.9 

Hong  Kong  (Hang  Seng)  11,102.4  4.0 

Toronto  (S&P/TSX  Composite)  7580.4  1.1 

Mexico  City  (IPC)  7719.1  2.9 

FUNDAMENTALS SEPT.  2  WK./ 

S&P  500  Dividend  Yield                     1.62%  1.61 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)    28.7  28.  [ 

S&P  500  P/E  Ratio  (Next  12  mos.)*       17.2  17. 

First  Call  Earnings  Revision*              0.02%  -0.2| 

TECHNICAL  INDICATORS  SEPT.  2       WK.A6 

S&P  500  200-day  average  921.8  918. 

Stocks  above  200-day  average  81.0%  78.i 

Options:  Put/call  ratio  0.76  0.8^ 

insiders:  Vickers  NYSE  Sell/buy  ratio  4.29  4.o:| 


BEST-PERFORMING    UST 

GROUPS  M0HTH% 


LAST  12 
MONTHS  % 


WORST-PERFORMING  LAST 

GROUPS  M0NrH% 


Comptr.  Stge.  &  Perphs.  22.7 

Computer  Retailers  21.3 

Tires  &  Rubber  18.7 

Application  Software  17.8 


Internet  Software  246.4 

Wireless  Services  106.1 

Computer  Retailers        103.0 
Comptr.  Stge.  &  Perphs.  100.4 


Fertilizers  &  Ag.  Chems.    17.6    Internet  Retailers  92.7 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %        S2-WEEK  TOTAL  RETURN  % 


Multi-line  Insurers 
Managed  Health  Care 
Pharmaceuticals 
Biotechnology 
Soft  Drinks 


-3.6 
-3.0 
-1.8 
-1.7 
-1.4 


Health-Care  Facilitie 
Tires  &  Rubber 
Tobacco 
Multi-Utilities 
Housewares  &  Sfiecii 


LEADERS 


LEADERS 


Japan  15.6 

Precious  Metals  12.7 

Technology  12.6 

Diversified  Pacific/Asia  1 1 . 1 

LAGGARDS 

Europe  1.1 

Real  Estate  3.7 

Domestic  Hybrid  3.8 

Health  4.1 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 


Technology 
Communications 
Precious  Metals 
Small-cap  Growth 

UGGARDS 

Utilities 

Domestic  Hybrid 
Miscellaneous 
Foreign 

52-WEEK  TOTAL  RETURN 
LEADERS 


53.9 
41.6 
34.7 
34.6 

11.9 
12.0 
13.4 
13.9 


INTEREST  RATES            d 

i" 

KEY  RATES 

MONEY  MARKET  FUNDS 

SEPT.  3 
0.62% 

WEEK  AGO 
0.61% 

90-DAY  TREASURY  BILLS 

0.97 

0.99 

2-YEAR  TREASURY  NOTES 

2.00 

1.97 

10-YEAR  TREASURY  NOTES 

4.60 

4.53 

30-YEAR  TREASURY  BONDS 

5.35 

5.31 

30-YEAR  FIXED  MORTGAGEt 

6.49 

6.45 

PFds.  Smicdr.  Ultsr.  Inv.  28.9 

Rydex  Large  Cap  Japan  23.8 

PFds.  Ult.  Sm.  Cap  Inv.  23.2 

ProFunds  UltraOTC  Inv.  22.1 
LAGGARDS 

American  Heritage  -33.3 

Rydex  Dynamic  Vent  100  -18.9 

PFds.  UltSh.  OTC  Inv.  -18.8 

Rydex  Dyn.  Tempest  500  -11.4 


PFs.  Intnet.  Ultsr.  Inv.  218.8 

Jacob  Internet  162.1 

Amerindo  Technology  D  116.2 

RS  Internet  Age  115.2 
LAGGARDS 

Frontier  Equity  -68.7 

Rydex  Dynamic  Vent  100  -67.9 

PFds.  UltSh.  OTC  Inv.  -67.8 

Potomac  OTC/Short  Inv.  -41.8 


tBani 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated.  tax-exemji 
municipal  bonds,  assuming  a  30%  federal  tax  rate.] 

10-YR.BOND 


GENERAL  OBLIGATIONS 


4.09% 


TAXABLE  EQUIVALENT 


5.84 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.22 
6.03 


THE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Monday,  Sept.  8,  3 
p.m.  EDT>-  Consumers  are  forecast  to  have 
tacked  on  an  additional  $3.5  billion  of 
debt  in  July,  following  a  small  $400  mil- 
lion decline  during  June.  That's  according 
to  the  median  forecast  of  economists  sur- 
veyed by  MMS  International. 

INTERNATIONAL  TRADE  Thursday,  Sept.  11, 
8:30  a.m.  edt>-  The  foreign-trade  deficit 
probably  rose  to  $40.5  billion  in  July. 
Both  exports  and  imports  are  expected 
to  have  increased,  with  imports  posting  a 
larger  gain.  In  June,  the  trade  deficit 
declined  to  $39.5  billion. 


EXPORT-IMPORT  PRICES  Thursday  Sept.  11, 
8:30  a.m.  edt>-  Export  prices  probably 
rose  0.3%  in  August,  following  a  small 
0.1%  fall  in  July.  Import  prices  very  likely 
climbed  0.2%,  after  a  0.5%  jump  in  July. 

RETAIL  SALES  Friday  Sept.  12,  8.30  a.m. 
EDT>-  August  retail  sales  are  expected  to 
have  increased  0.4%,  after  surging  1.4% 
in  July.  Minus  vehicles,  sales  probably 
rose  0.5%,  following  a  0.8%  gain  in  July. 

PRODUCER  PRICE  INDEX  Friday  Sept.  12, 
8:30  a.m.  edt>-  Producer  prices  most 
likely  increased  0.3%  in  August,  after  a 


small  0.1%  rise  in  July.  Excludirl 
and  energy,  prices  probably  rose[ 
for  a  second  straight  month. 


The  ff(/s//iessiyeeJlr  production  index  ft  I 
in  the  week  ended  Aug.  23,  up  2.9'| 
year  ago.  Before  calculation  of  the  fl 
moving  average,  the  index  moved  up  t[ 


Biisines.sWoek  oiiliii  ^ 


For  the  BW50,  more  investment  data,  ,\ 

components  of  the  production  index! 

www.businessweek.com/magazine/il 
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COMPLIANCESOLUTIONS 

B0ST0N2005  

Best  Practices  for 

Public  Company  Executives 

Compliance  Solutions  brings  together  top  regulators, 
executives,  governance  experts  and  compliance  providers 
to  discuss  best  practices  and  practical  recommendations 
for  complying  with  the  latest  public  company  regulations. 


October  8  &  9  •  Boston,  MA 


^or  finance,  legal,  IR,  IS,  and  others  responsible  for  compliance.  Featured  Presenters  Include: 


Bill  Gradison 

PCAOB  Board  Member; 

Former  nine-term  U.S. 

Congressman,  Ohio 


Richard  Steinberg 

Developer  COSO 

Internal  Control,  ERM 

Standards;  Former  Corp. 

Gov.  Leader,  PWC 


Stephen  Wagner 

Co-chair,  internal  controls 
practice,  Deloitte  &  louche 


Colleen  Sayther:  President  &  CEO,  FEI 
Lou  Thompson:  President  &  CEO,  NIRI 
Mark  Aaron:  VP  I.R.,  Tiffany  &  CO. 
Brett  Maclntyre:  VP,  IBM  Softw/are  Group 
Dave  Flaschen:  Audit  Comnnittee,  Paychex 
Lee  Puschaver,  CAO,  ReetBoston  Rnancial 

...and  many  other  governance  experts, 
r^ulators,  and  compliance  practitioners. 


REGISTER  TODAY 

www.csboston.com  •  888-519-9200 


BusinessWeek 


www.kvsinc.com 
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HAYEkTHE  BESTdPARKING  SPACES 


54  million  Americans  have  disabilities.Two-thirds  of  those  of  working  age  do  not  have  jobs, 
it  is  a  mistake  to  ignore  these  talented  individuals  who  prove  their  capacity  to  overcome 
challenges  each  and  every  day. 

Our  goal  is  for  people  with  disabilities  to  fully  participate  in  all  aspects  of  life — including  the 
workplace. The  following  members  of  our  CEO  Council  help  us  fulfill  this  mission. They  realize 
that  hiring  people  with  disabilities  is  not  just  a  good  thing  to  do,  it's  good  business. 


Millennium  Circle 

Aetna,  Inc.,  John  W.  Rowe,  MD 

BusinessWeek,  William  P.  Kupper.Jr. 

The  McGraw-Hill  Companies.  Harold  McGraw  III 

Merrill  Lynch  &  Co.,  Inc.,  David  H.  Komansky 

PwC  Consulting,  Grady  Means 

Sprint,  William  T.  Esrey 

Trustees'  Circle 

Alcoa,  Inc.,  Alain  J.P.  Belda 

United  Parcel  Service,  Michael  L.  Eskew 

Chairman's  Circle 

American  Express  Company.  Kenneth  I.  Chenault 
Bristol-Myers  Squibb  Company,  Peter  R.  Dolan 
Dorsar  Investment  Company.  Stephen  L  Feinberg 
Foote,  Cone  &  Belding,  Brendan  Ryan 
The  J.C.  Penney  Company,  Inc.,  Allen  Questrom 
Philip  Morris  Companies,  Louis  C.  Camilleri 
Reicher  Capital  Management,  Jeffrey  P.  Reich 
Xerox  Corporation,  Ann  M.  Mulcahy 

Vice  Chairman's  Circle 

Aon  Corporation,  Patrick  G.  Ryan 
Citigroup.  Inc..  Sanford  I.Weill 
Compaq  Computer  Corporation, 

Michael  D.  Capellas 
DaimlerChrysler  Corporation, jurgen  E.Schrempp 
Eastman  Kodak  Company,  Daniel  A.  Carp 
Exxon  Mobil  Corporation,  Lee  R.  Raymond 
Gannett  Broadcasting,  Craig  A.  Dubov^ 
H.J.  Heinz  Company. William  R.Johnson 
Household  International.  William  FAIdinger 
Johnson  &  Johnson.  William  C.Weldon 
Metropolitan  Life  Insurance  Company, 

Robert  H.  Benmosche 
Northrop  Grumman  Corporation.  Kent  Kresa 
Pfizer.  Inc..  Henry  McKinnell.  PhD 
Potomac  Electric  Power  Company. 

John  M.  Derrick,  Jr. 
Powers  Pyles  Sutter  &Verville,  PC. 

Robert  J.  Saner.  Esq. 
Verizon  Communications.  Charles  R.  Lee 

and  Ivan  G.  Seidenberg 

President's  Circle 

Advocate  Health  Care.  Richard  R.  Risk 
Air  Transport  Association  of  America, 
Richard  H.  Anderson 


Allstate  Insurance  Company.  Edward  M.  Liddy 
Bank  of  America  Corporation.  Kenneth  D.  Lewis 
Calpine  Corporation.  Peter  Cartwright 
Champion  Enterprises.  Inc. .Walter  R.Young. Jr 
CNA.  Bernard  L.  Hengesbaugh 
DeloitteToucheTohmatsu.  James  E.  Copeland.Jr. 
Dow.  Lohnes  &  Albertson.  PLLC. 

Leonard  J.  Baxt.  Esq. 
GlaxoSmithKline.  PLC,  Jean-Pierre  Garnier 
Hartford  Life,  Inc., Thomas  M.  Marra 
J.P  Morgan  Chase,  William  B.  Harrison.  Jr. 
Kellogg  Company.  Carlos  M.  Gutierrez 
Kemper  Insurance  Companies. 

David  B.  Mathis 
Marriott  International.  Inc.J.W  Marriott.  Jr. 
Microsoft  Corporation.  Steve  Ballmer 
Owl  Hollow  Enterprises.  Phillip  E.  Beekman 
Prudential  Financial.  Arthur  F  Ryan 
Rockwell,  Don  H.  Davis.  Jr 
Steelcase,  Inc..  James  R  Hackett 
T  Rowe  Price.  George  A.  Roche 
Viacom.  Inc..  Sumner  M.  Redstone 
Vivendi  Universal.  Jean-Marie  Messier 
Wal-Mart  Stores.  Inc..  Lee  Scott.  Jr. 
Wilmer.  Cutler  &  Pickering 
Wynd  Communications  Corporation.  Dan  Luis 

Leadership  Circle 

ABC.  Inc..  Steven  M.  Bornstein 
Alex  Lee.  Inc..  Boyd  L.  George 
Allegheny  Technologies.  Robert  P  Bazzone 
American  Airlines.  Donald  J.  Carty 
Amgen.  Inc..  Kevin  W  Sharer 
Anheuser-Busch  Companies,  Inc., 

August  A.  Busch  III 
Archer  Daniels  Midland  Company. 

G.  Allen  Andreas 
Benjamin  Moore  &  Cc.Yvan  Dupuy 
Bridgestone/Firestone,  Inc.,  John  Lampe 
Cherry  Engineering  Support  Services. 

Col.  Fred  Cherry 
ChevronTexaco  Corporation.  David  J.  O'Reilly 
The  CIT  Group,  Inc.,  Albert  R.  Gamper.Jr. 
Comcast  Corporation.  Ralph  J.  Roberts 
Computer  Associates  International,  Inc., 

Sanjay  Kumar 
Cubic  Corporation.  Walter  J.  Zable 
Deluxe  Corporation.  Lawrence  Mosner 
Ernst  &  Young.  William  L.  Kimsey 
Fisher  Scientific  International,  Inc., 

Paul  M.  Montrone 


Ford  Motor  Company, William  Clay  Ford.  Jr. 
Genentech.  Inc..  Arthur  D.  Levinson.  PhD 
General  Electric  Company,  Jeffrey  R.  Immelt 
The  Gillette  Company,  James  Kilts 
The  Goodyear  Tire  &  Rubber  Company, 

Samir  G.  Gibara 
Graybar  Electric  Company,  Inc., 

Robert  A.  Reynolds 
Hasbro,  Inc.,  Alan  G.  Hassenfeld 
Hilton  Hotels  Corporation,  Stephen  F  Bollenbach 
Howrey,  Simon,  Arnold  &  White,  LLP 

Robert  F  Ruyak 
Huntsman  Corporation,  Jon  M.  Huntsman 
Illinois  Tool  Works,  Inc.,  W.James  Farrell 
Ingersoll-Rand.  Herbert  L  Henkel 
John  Hancock  Financial  Services, 

David  F  D'Alessandro 
The  Jordan  Company,  John  W.Jordan  II 
Keebler  Foods  Company,  David  B.Vermylen 
KeySpan  Corporation,  Robert  B.  Catell 
Kmart  Corporation,  James  B.  Adamson 
Marsh  &  McLennan  Companies.  Inc.. 

Jeffrey  W  Greenberg 
The  May  Department  Stores  Company, 

Gene  Kahn 
McCormick  &  Schmick,  Saed  Mohseni 
Michael  T.  Rose  Companies,  Michael  T.  Rose 
Mine  Safety  Appliances  Company.  John  T  Ryan  III 
Motorola.  Inc.,  Christopher  B.  Galvin 
Northeast  Utilities.  Michael  G.  Morris 
Olin  Corporation.  Joseph  D.  Rupp 
Panasonic/Matsushita  Electric  Corporation  of 

America.  Hideaki  Itawani 
Pitney  Bowes.  Inc..  Michael  J.  Critelli 
PPG  Industries.  Inc..  Raymond  W  LeBoeuf 
Raytheon  Company.  Daniel  R  Burnham 
The  Riggs  National  Bank  of  Washington,  DC, 

Robert  L.AIIbritton 
Rockwell  Collins,  Clayton  M.Jones 
Schering-Plough  Corporation,  Richard  Jay  Kogan 
Sears,  Roebuck  and  Co.,  Alan  J.  Lacy 
Slade  Gorton  &  Co.  Ltd.,  Michael  Gorton 
State  Farm  Insurance  Companies, 

Edward  B.  Rust.  Jr. 
The  Thomson  Corporation.  Richard  J.  Harrington 
Towers  Perrin,  MarkV.  Mactas 
ULLICO,  Inc.,  Robert  A.  Georgine 
W.  R.  Grace  &  Co.,  Paul  J.  Norris 
Worthington  Industries,  Inc.,  John  R  McConnell 
Wm.  Wrigley,  Jr.  Company.  William  Wrigley,  Jr 
Wyeth.John  R.Stafford 


N.O.D.  and  BusinessWeek  salute  the  members  of  the  CEO  Council  for  believing  in  the  idea  that  it's  ability,  not  disability, 
that  counts.  Please  send  questions,  comments  or  tax-deductible  contributions  to  the  National  Organization  on  Disability, 
910  16th  Street  NW, Washington,  DC  20006,  or  call  us  at  (202)  293-5960,TDD  (202)  293-5968,  FAX  (202)  293-7999. 
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Index  to  Companies 

K 

Kellogg  Brown  &  Root 

Oracle  (ORCL)  12, 48 
Orbitz32 

Strong  Capital 
Management 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant             1 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names.       | 

(HAL)  68 

P 

Sun  Microsystj 

Companies  listed  only  in  tables  are  not  included. 

KPMG12 

(SUNW)  12 

1 

Lamps  Plus  36 

Pearson  &  Reed  Elsevier 
112 
PepsiCo  (PEP)  56 

T 

A 

Coast  Converters  46 
Compus  Computer  18 

GE  Edison  Life  54 
GE  Medical  Systems 

Tata  Group  54 

Actiontec  Electronics  27 

adidas-Salomon  56 

Computer  Associates 

(GE)44 

Lek  Securities  84 

Philips  Electronics 

Tech  Valley  Hoi  -, 

AECOM  Govemment 

(CA)84 

General  Electric  (GE)  32, 

Liquidnet  84 

(PHG)56 

Estate  100     ' 

Services  68 

Computer  Sciences 

44 

Longleaf  Funds  12 

Pimco  All  Asset  Fund 

Telemundo 

AirTran  Holdings  (AAI) 

(CSC) 68 

General  Motors  (GM)  32, 

L3  Communications 

106 

Communicati 

93 

ConocoPhillips  (COP)  59 

50 

(LLL)68 

Pimco  Commodity  Real 

(GE)44 

Allianz  54 

Continental  Airlines 

GlaxoSmithKline  (GSK) 

M 

Return  Strategy  Fund 

Thomson  Finai 
1 

Amazon.com  (AMZN) 

(CAL)  50 

80 

McGraw-Hill  (MHP)  48 

106 

Tiffany  (Tin  li 

110 

Credit  Suisse  First 

Groove  Networks  80 

MediaDefender  80 

Pimco  StocksPLUS  Fund 

Travelocity-conr 

Amerada  Hess  (AHC)  59 

Boston  (CSR)  12 

H 

Medical  Manager  (HLTH) 

106 

"       1 

AmerGen  Energy  12 

Cypress  Group  12 

Hain  Celestial  Group 

50 

Plato  Leaning  (TUTR) 

UBS  Warburg  I 

American  Airlines  (AMR) 

D 

(HAIN)  50 

Mercedes-Benz  (CDX) 

112 

Unifi  (UFI)  34  1 

18 

Delafield  Hambrecht 

Halliburton  (HAL)  68 

104 

PoliticalMoneyLine.com 

Universal  Heal  i 

American  International 

112 

Harbour  &  Associates 

Merrill  Lynch  (MER)  32, 

62 

Services  (UHS 

Group  (AIG)  54 

Dell  (DELL)  36, 48, 50 

32 

48,84 

Microsoft  (MSFT)  12, 18, 

Precursor  Group  36 

^                I 

America  Online  (AOL) 

Delta  Air  Lines  (DAL)  93 

Harbrew  Imports  56 

Private  Retreats  102 

Verizon  (VZ)  3^ 

27,80 

Dial  (DL)  36 

Harris  Poll  52 

36,48 

Procters  Gamble  (PG) 

AM  General  12 

Direct  Connect  80 

Health  Management 

Military  Professional 

32 

Viacom  (VIA)  I 
Vinnell  (NOC) ' 

AOL  Time  Warner  (AOL) 

Dominion  Resources  (D) 

Associates  (HMA)  112 

Resources  (LLL)  68 

Prudential  (PRU)  54, 84 

12,44 

12 

HealthSouth(HRC)42 

Mirabella  Estates  102 

R 

Virgin  Atlantic 

Argus  Research  44 

Dougherty  112 

Heartland  Advisors  112 

Momingstarl2,40 

Vivendi  Univei 

Avon  Products  (AVP)  84 

Dyncorp  (CSC)  68 

Hewitt  Associates  84 

Motorola  (MOT)  56 

Raymond  James  & 

Volkswagen  1 

B 

E 

Hewlett-Packard  (HPQ) 

MSN  (MSFT)  27 

Associates  112 

W 

BadBlue  80 

EarthLink  (EU^K)  27 

80 

N 

RedEnvelopellO 
Renco  Group  12 
Ritz-Cartton  Hotels  102 

Wachovia  (WB 

Bank  of  America  (BAC) 

Enron  (ENRNQ)  42, 120 

Hiler  Industries  34 

NBC  (GE)  18, 44 

Wal-Mart  Stop 

40,50 

Bank  One  (ONE)  40, 50 

Entergy  (ETR)  12 
Exclusive  Resorts  102 

HJ.  Heinz  (HNZ)  50 
Home  Depot  (HD)  84 

Newhouse  News  Service 
68 

Roadwired.com  99 

32 

WebMD  (HLTH; 

BMW  104 

F 

Honeywell  International 

Nike  (NKE)  56 

S 

Wells  Fargo  (VI ' 

Boeing  (BA)  93 

Fidelity  Investments  12 
First  Quadrant  106 

(HON)  93 

Northrop  Grumman 

SAP  America  (SAP)  36 

WbrldCom  42, 

Bomatic  46 

Hotels.com  50 

(NOC)  68 

SBC  Communications 

WR  Hambrech 

1 

Northwest  Airlines 

(SBC)  36 

X 

c 

Flextronics  International 

Canary  Capital  Partners 
40  120 

(FLEX)  36 
Ford  (F)  12, 50 

IBM  (IBM)  12, 18, 36 
ICQ  27 

(NWAC)  93 
O 

Sequoia  Capital  110 
Siemens  (SI)  56, 80 

Xerox  (XRX)  11 
Y 

Capital  Growth 

Four  Seasons  Hotels 

Imclone  42 

Odyssey  Club  102 

Smith  Bamey  (012 

YachtSmart  11 

Management  108 
Card  Access  27 

(FS)102 

Fuji  Fire  &  Marine 

lnfospace(INSP)112 
Instrumentarium  44 

Ogiivy  &  Mather 
Worldwide  56 

Sony(SNE)  102 
Southwest  Airlines  (LUV) 

Yahoo!  (YHOO 
Yanjing  Beer  J 

China  Kejian  56 
Chiyoda  Mutual  Life  54 
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CONGRESS:  WHERE  IS  THE  SENSIBLE  CENTE 


The  political  season  is  upon  us.  Congress  is  back  from  siam- 
mer  recess,  and  the  2004  Presidential  campaign  has  already 
begun.  A  nation  that  increasingly  retreats  from  the  middle 
ground  of  pragmatism,  compromise,  and  negotiation  promises  to 
become  even  more  ideologically  polarized.  Both  political  parties 
have  decided  to  seek  victory  by  abandoning  the  broad  swath  of 
independent  swing  voters  to  focus  on  energizing  their  base. 
That  can  only  mean  more  f)olitical  partisanship  in  the  months 
ahead  as  Congress  grapples  with  important  policy  issues. 

The  timing  couldn't  be  worse.  The  economy  is  finally  show- 
ing signs  of  liftoff  as  CEOs  and  consumers  feel  more  confident 
in  the  future.  But  to  maintain  the  new  economic  momen- 
tum, Americans  also  need  to  have  confidence  that  their  po- 
litical system  can  manage  serious  problems.  Right  now,  there 
are  domestic  and  foreign  policy  issues  that  appear  out  of 
control.  Congress  and  the  White  House  need  to  get  real  to 
get  things  done.  Here's  the  agenda: 

■  Energy.  The  current  energy  legislation  before  Congress  is  un- 
balanced and  unfocused.  It  relies  too  heavily  on  measures  to  en- 
courage oil  and  gas  production  but  is  light  on  measures  to  pro- 
mote conservation.  Relaxing  certain  regulations  and  opening 
some  public  lands  to  more  oil  and  gas  exploration  makes  sense. 
But  so  does  encouraging  Detroit  to  increase  fuel  economy 
standards.  One  easy  step  is  for  Washington  to  seriously  promote 
available  hybrid  engines  that  offer  twice  the  mileage  of  tradi- 
tional gas  engines.  Another  is  to  break  out  legislation  bolster- 
ing the  transmission  grid  from  the  energy  bill  and  pass  it. 

■  Iraq.  It  is  clear  that  rebuilding  the  country  is  going  to  re- 
quire far  more  money  and  troops  than  anticipated.  Unless  the 
U.S.  is  willing  to  increase  the  size  of  its  army  and  pour 
tens  of  biUions  of  additional  dollars  into  the  country,  it  needs 


to  share  the  burdens  and  responsibilities  of  rebuildi  jj, 
It's  time  to  bring  in  the  U.N.  The  U.N.  failed  to  i  ^ 
bloodletting  in  the  Balkans,  leaving  the  task  to  tl 
but  it  has  since  done  a  good  job  in  providing  soldier: 
and  aid  to  "rebuild  Bosnia  and  Kosovo.  The  U.N.  can 
cure  the  city  streets  in  Iraq  while  the  U.  S.  pursues 
Hussein  and  terrorists.  The  U.N.  is  offering  the  U.J 
imder  which  all  troops  in  Iraq  would  report  to  an  A 
general.  Washington  should  do  the  deal  now. 
■  Deficits.  The  budget  is  out  of  control.  There  are  few 
spending  in  Washington,  and  the  soaring  deficit  may  ai 
4%  or  more  of  gross  domestic  product  through  th( 
the  decade,  at  which  time  the  baby  boomers  begin  t 
The  deficit  figures  do  not  include  additional  billions  for 
of  a  new  Medicare  drug  benefit,  ending  the  altemati 
mum  tax,  or  the  overseas  war  Enou^  already.  Means 
Medicare  drug  prescription  benefit  so  that  only  those 
get  subsidized.  Share  the  financial  burden  of  Iraq  with 
and  Asia.  And  reexamine  some  of  the  tax  cuts  so  th; 
Security  and  Medicare  don't  bankrupt  the  nation. 

America's  political  system  is  becoming  more  polar 
partisan  even  as  most  voters  become  less  ideolog 
more  independent.  Ideology  has  defined  the  debates  a 
ergy,  the  budget,  and  the  war  in  Iraq.  A  rational,  is- 
ented  approach  in  Washington  acknowledging  the  le} 
and  contribution  of  both  conservatives  and  liberals  v 
in  the  best  interest  of  America.  The  economy  is  at  £ 
point  in  its  recovery.  The  temptation  in  this  political  s 
go  to  extremes  threatens  to  undermine  the  confidf 
economy  needs  to  keep  moving  forward.  Politicians  r. 
pay  a  stiff  price  if  they  hurt  the  liftoff. 


ELIOT  SPITZER,  ONCE  AGAIN 


Hooray  for  the  state  AGs.  New  York  State  Attorney  Gen- 
eral EUot  Spitzer's  latest  investigation  reveals  illegal 
trading  schemes  between  hedge  and  mutual  funds  that  may 
be  costing  mutual-fund  shareholders  bUlions  of  dollars  (page 
40).  Canary  Capital  Partners  has  settled  with  Spitzer,  without 
admitting  guUt,  agreeing  to  return  $30  million  in  illegal  prof- 
its to  shareholders  in  four  mutual  funds,  pay  a  $10  million  fine, 
and  cooperate  in  an  industry-wide  investigation.  The  svims  are 
small  next  to  Spitzer's  earlier  triiunph,  a  $1.4  biUion  settle- 
ment from  Wall  Street  firms  for  slanting  research  to  win 
investment  banking  business  while  misleading  small  investors. 
But  they  may  be  just  the  beginning. 

Where  is  the  Securities  &  Exchange  Commission  in  this  re- 
form effort?  True,  no  government  agency  has  the  formal 
mandate  to  regulate  hedge  funds,  even  though  they  play  a 
powerful  and  growing  role  in  the  markets.  But  the  sec  does 
have  authority  over  mutual  funds.  Why  did  it  leave  it  to  a 


state  AG  to  oversee  the  mutual-fund  industry,  just .' 
with  Wall  Street  research?  To  his  credit,  sec  CI 
W^am  Donaldson  has  done  a  good  job  in  reestablis 
regulatory  agency's  credibility  after  the  lax  tenure  of 
Pitt  during  the  wave  of  corporate  scandals.  He 
launched  studies  on  mutual-fund  disclosure  and  ft 
whether  or  not  hedge  funds  need  regulation.  But 
has  been  acting  while  the  sec  has  been  studying. 

The  SEC  should  dig  deep  into  mutual  funds'  activi 
draw  up  a  set  of  rules  for  hedge  fimds.  And  both  the 
the  Justice  Dept.  have  to  finally  bring  charges  agair 
who  led  Enron  and  WorldCom.  Oklahoma  Attorney 
Drew  Edmondson  is  poking  his  finger  in  the  eye  of  tht 
going  after  WorldCom's  Bemie  Ebbers.  Once  again, 
state  AGS  who  are  the  heroes  to  individual  investors, 
ington  doesn't  want  50  Eliot  Spitzers  making  policj 
better  make  sure  the  sec  and  Justice  do  their  jobs. 
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wireless  networking  capability.'  So  while  the  times  may  demand  you  and 
your  people  work  harder,  they  don't  get  to  tell  you  where.  Get  more  mobility. 
Get  more  productivity.  Get  HP  wireless  notebooks. 


• 


HP  Compaq 
Business  Notebook  nx7000 

Call  your  local  reseller  or  visit 
www.hp.com/go/notebook. 


m^ 


:(t;iJ  trademarks  o(  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  otfier  countries.  Microsoft  and  Windovjs  are  registered  trademarks  ot  Microsoft  Corporation  in 
1. 01  oilier  countries.  ©  2003  Hewlett-Packard  Development  Company,  L.P. 
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■ 

creen  is  simulated.  'Thi^  hyperthreariing  feature  Is  new  lectinology  designed  to  iinprifce  pertoimance  of  multi-threaded  sofhvaie  products:  please  contaM  your  soffv. 
letermine  software  compatibility  Not  all  customers  or  software  applications  vnll  benetit  from  ttie  use  of  hypertfireading.  Go  to  http://www.intel,coni/lnto/hyperii 


HP  recommends  Microsoft*  Windows'*  XP  Professional  for  Business. 
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HP  Comr 
Business  Deslctop  d330 

(monitor  not  included) 

al  reseller  or  visit 
go/hpdesktop. 


|i 


/our  search  for  reliable  empfoyees  never  ends. 
Your  search  for  reliable  technology  just  did. 

We've  shaken  them,  shocked  them  and  rocked  them.  We've  enabled  them  j^BH^uIti pie 
applications— and  solve  multiple  problems— powered  by  the  Intel'  Pentium'  4  processor  with 
HT  Technology.'  And  we've  included  something  no  one  else  can:  HP's  acclaimed  technical 
service  and  support  as  well  as  the  assistance  of  your  HP-authorized  partner.  Because  good 
help  should  never  be  hard  to  find.  And  yet  even  with  all  the  challenges  they  live  up  to,  you'll 
still  find  that  HP  desktops  pass  the  affordability  test.  Get  more  reliability  Get  more  support. 
Get  HP  desktops  with  Intel   processors. 
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(^^^P   V  area  of  our  site  for  news, 
^"^^^-^  investing  tools,  and  more  at 
www.businessweek.com/bw50/ 


VIDEO  VIEWS 


Original  streaming  video  featuring  industry 
experts  and  BW  editors 

■  NET  REBOUND: 

With  the  dot-com  shakeout 

over,  s&p's  Scott  Kessler 

sees  a  sector  poised  for  growth 

■  NO-STRINGS  LUXURY: 

BWs  Amy  Dimkin  on  a 
new  twist  on  the  concept  of 
vacation  time-shares  in  exotic 
locales 


TOOLS 


■  YOUR  PORTFOLIO: 

Check  on  the  health  of 
your  investments 

■  MBA  SEARCH:  Which  is  ...^ 
the  right  business  school      ^B^f 
for  you  and  your  needs?       '^^ 
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SURVEY 


■  What  makes  a  great  business 
hotel?  Log  on  to  BusinessWeek 
Online  (www.businessweek.com/go/ 
hotelsurvey)  and  tell  us.  Complete 
our  Best  Business  Hotel  survey, 
and  you'll  be  eligible  to  win  a  two- 
piece  set  of  Tlimi  luggage 


FREE  NEWSLETTER 


KEEP  UP  ^^^th  the  latest 
on  our  Web  site  uith 
BusinessWeek  Online's 
free  newsletters.  Sign  up 
at  wu^^businessweekcom/ 


Find  quick  links  to  everything  on  this  page  at  the  Sept.  22,  2003,  issue's  table  of  cm 
online,  or  go  directly  to  ^^rum;.business^veekxcm^/ma^zine/ccmtent/03_38/online.htm 

High-Tech  Cars 

From  on-board  radar  and  Wi-Fi  to  electronic 
steering  and  muscular  hybrids,  amazing  tech- 
nologies already  on  the  road  or  about  to  hit  it 
promise  to  create  a  new  automotive  era 


DAILY  BRIEFING  Business  and  investing  news,  commentary,  and  am 

ww^v.businessweek.com/bwdaily/ 
Analysis:  As  baby  boomers  watch  their  kids  struggle  to 
find  work,  the  two  groups'  shared  concerns  may  have 
an  unprecedented  political  impact  next  November 


INVESTING  In  partnersliip  witli  Standard  &  Poor's 

www.businessweek. com/investor/ 

Street  Wise:  Level  3  Communications  has  held  on  through  the 

meltdown.  Now  it  needs  to  grow  to  silence  the  many  skeptics 


SmaUB 


SiMALL  BUSINESS  A  resource  for  entrepreneurs 

www.businessweek.com/smallbiz/ 

Savvy  Selling:  Don't  pile  too  much  on  your  plate. 

Focus  on  one  course  at  a  time  to  taste  success 

TECHNOLOGY  State-of-the-art  coverage  of  info  tecii 

w^vw.businessweek. com/technology/ 
Commentary:  Now  that  voice  calls  can  be  sent  over 
the  Net,  existing  phone  regulations  are  becoming 
irrelevant.  The  FCC  has  to  make  some  tough  choices 

B-SCHOOLS  BusfnesslVeefc's  exclusive  ranl(ings  and  profiles 

www.businessweek.com/bschools/ 

MBA  Insider:  Subscribe  to  our  new  feature  for  in-depth  guides  to 

popular  majors,  interview  tips,  sample  application  essays,  and  morel 

GLOBAL  BUSINESS  In-depth  coverage  of  Asia,  Europe,  and  Latin  Amj 

www.businessweek.com/globalbiz/ 

Eye  on  Japan:  Toyota  recently  passed  DaimlerChrysler  as  No.  3  in 

sales.  Instead  of  cheering,  though,  its  execs  fi:«t  about  a  backlash 

CAREERS  Advice  and  tools  for  upper-management  job  seekers 

WArft\businessweek. com/careers/ 

The  Job  Search:  Despite  the  dismal  job  outlook  as  the  Class  of  '04 

enters  its  homestretch,  these  tips  could  make  the  search  less  dauntinl 


^^  FOR  PROGRAM  DATES  AND  TIMES  IN  YOUR  AREA,  GO  TO  WWW.BUSINESSWEEKTV.CC 

BllSinGSSWCCk   tvl      tune  in  this       Boomers  deal  With  Drug  prices:  Cham  The  car  parts 

WEEKEND  FOR:     memory  loss  stores  vs.  independents    crooks  love  best 
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:i  WORKS  WITH  QWEST 

ing-edge  technology  is  vital  to  winning  new  business,  but  it's  only  half  of  the  package.  You  need  great 

)le  and  great  service  to  make  it  all  come  together.  That's  what  we  believe  at  Qwest°  and  we  prove  it 
day  to  companies  like  Recreational  Equipment,  Inc.  When  they  said  "no  downtime,"  Qwest  listened  and 

/ered.  We  implemented  a  complete  Dedicated  Internet  Access  solution  for  REi;"  beating  their  delivery 
by  two  weeks.  With  this  service  up  and  running,  REI's  Internet  sales  continue  to  see  double-digit  growth 
over  year.  Their  success  is  our  success.  It's  a  relationship  that  continues  to  this  day.  It's  our  Spirit  of 

ice"  commitment.  And  it's  what  sets  us  apart. 


II 


'  IS  available  throughout  the  United  States.  Qwest  DIA  service  also  provides  high-speed  Internet  access  to  more  than  240  major  cities  in  19  European  countries.  However,  customers  in  the  states 
.  lA,  ID,  MN,  MT,  ND,  NE,  NM,  OR,  SD,  UT,  WA  and  WY  will  have  their  Qwest  Internet  services  provided  in  conjunction  with  a  separate  Global  Service  Provider  (GSP).  This  provider  will  supply 
5  with  connectivity  to  the  global  Internet.  When  Qwest  receives  regulatory  relief,  it  will  offer  this  service  without  the  use  of  a  GSP.  ©2003  Qwest  Communications  International  Inc. 
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FUND  FRONT 


EAGLE  EYES  ON  PRUDENTIAL 


WOE  IS  PRUDENTIAL  FDJANCIAL. 

Brokers  at  the  Boston  office 
are  being  investigated  by  the 
Massachusetts  Secretary  of 
the  Commonwealth  for  ques- 
tionable trades  of  mutual- 
fund  shares.  And  Business- 
Week has  learned  that  the 
firm's  new  stock-rating  sys- 
tem violates  one  of  the  first 
rules  adopted  by  the  NASD 
to  clean  up  Wall  Street's  re- 
search mess. 

On  Sept.  8,  Prudential 
changed  its  analyst  rating 
categories  to  "overweight," 


"neutral,"  and  "under- 
weight." That's  O.K.  But  un- 
der rules  adopted  by  the 
NASD  last  August,  firms  must 
explain  in  their  analyst  re- 
ports how  the  terms  relate 
to  the  three-tiered  rating 
system  of  "buy,"  "hold,"  and 
"sell." 

Prudential  didn't.  In  a  re- 
port issued  on  Sept.  10  about 
Unilever,  it  only  says  that 
"underweight"  means  that  a 
stock  isn't  expected  to  per- 
form as  well  as  other  stocks 
in  the  same  sector.  "The  idea 
was  to  make  it  clear  when 


you  were  saving  buy,  hold, 
and  sell,"  says  Charles  HUl, 
research  director  at  Thomson 
First  Call. 

After  being  contacted  by 
BiisiyiessWeek,  Prudential 
blamed  its  failure  to  explain 
the  new  ratings  on  a  produc- 
tion eiTor.  The  firm  said  it 
will  make  its  ratings  system 
clearer  in  future  reports.  The 
NASD  declined  to  comment. 

Prudential's  other  troubles 
may  be  harder  to  fix.  Since 
early  July,  William  Galvin, 
Massachusetts'  Secretary  of 
— ^^^^HH  the        Common- 
^^^^^^H  wealth,  has  been 
J^^^^^^H  investigating  indi- 
^^^^^^^H  vidual  brokers  in 
^H  the  Boston  office. 
jj       Galvin  has   is- 
S1  sued  a  subpoena 
'  seeking        docu- 
ments from  Pru- 
dential.   He    also 
sent  letters  to  five 
mutual-fund  com- 
panies, including 
Eaton  Vance,  ask- 
ing for  details  on 
broker      trading. 
Galvin  is  looking 
into     whether     a 
dozen  top  brokers 
hid  their  identi- 
ties   to   buy   and 
sell  large  blocks 
of      mutual-fund 
shares  over  short  periods  of 
time — a  practice  called  mar- 
ket timing.  It  isn't  illegal, 
but  if  the  traders  hid  their 
actions,  they  violated  state 
laws  prohibiting  fraud.  "We 
think  there  was  deceptive 
trading  going  on,"  says  an 
investigator. 

The  Securities  &  Exchange 
Commission  also  is  looking 
into  Prudential's  trading.  The 
agency  declined  to  comment. 
Prudential  and  Eaton  Vance 
say  they're  cooperating  with 
the  probes.  Emily  Thornton 
and  Faith  Anier 


TALK  SHOW  "I  put  this  behind  me.. ..I  am  not  goingi 
debate  the  issue,  or  the  size  of  future  payments.'? 

— New  York  Stock  Exchange  Chair  Dick  Grasso,  declining  a: 
additional  $48  million  on  top  of  his  $140  million  compensat 


AFTERLIVES 

70U*YE 

GOT  PINEAPPLES^ 

STEPHEN  CASE,  GENTLEMAN 

pineapple  grower?  It's  not  so 
craz}"  when  you  consider  that 
Case  grew  up  in  Hawaii. 
Since  resigning  as  chairman 
of  AOL  Time  Warner  in  Ma}-, 
he  has  been  stepping  up  his 
investments  back  home.  In 
late  July,  Case  boosted  his 


CASE:  Big    stake     in 

plans  in      Land  &  Pir 

Hawaii        to     43.5% 

41.5%,  accor 

SEC  filings.  He  has  an 

to  increase  his  stake  t 

Case,  who  has  $500 

in  AOL  Time  Warner 

and  options,  already 

two    private    compar 

Hawaii — Grove    Fan 

Lihue  Plantation,  both 

sugar  plantations. 

He  beUeves  Hawaii's 
and    pineapple    busi 
badly  battered  by  glob 
petition,  need  retoolin| 
focus  will  be  on  dev« 
profitable  agricultural! 
emphasizing  fresh  pi 
over  canned,  develop! 
ganic  products,"  Case 
an  e-mail  to  Business} 
In    August,    Maui  I 
hired  former  AOL  exec 
Cole  as  CEO.  Cole  say 
Land  also  plans  to  int 
resort     development 
agriculture.  Maybe  th 
prove  easier  than  the 
synergy    Case    tried 
East.  Catherin 


POLITICS 

A  SUDDEN  DOWNPOUR 
OF  GUV  LOVE 

it's  the  POLITICS  OF  FEAR. 
California  Governor  Gray 
Davis,  facing  an  Oct.  7  recall, 
is  signing  bills  at  a  furious 
pace.  CoincidentaUy, 
many  benefit  the 
voting  blocs  he  des- 
perately needs  to 
stay  in  office. 

On  Sept.  5,  Davis 
allowed  illegal  aliens 
to  register  for  dri- 
ver's licenses,  which 
immigrant  groups 
had  long  sought. 
Last  year,  he  vetoed 
a  similar  bill.  His  ra- 
tionale: Aliens  who 
would  drive  anyway  will  at 
least  have  to  show  they  know 
the  rules  of  the  road.  Davis 
had  battled  consumer  groups 
over  legislation  preventing  the 
sale  of  personal  data  by  finan- 


cial institutions.  Then,  c 
27,  he  signed  the 
broadest  privacy  bill 
though  he  once  vet( 
Davis  now  favors  legi 
preserving  land  saci 
some  Indian  tribes.  " 
is  about  compromise 
gotiation,"  says  Davis 
man  Russell 

Will  all  th 
love  help?  Pol 
that  58%  of 
favor  the  rec 
dian  groups 
$3    million 
Governor  Cn 
tamante,    sn 
Davis.   Even 
supporters  st 
preservation 
flip-flops.   "N 
Uke  a  recaU  t 
your  attention,"  says 
ocratic    consultant 
Sragow.    How    many 
Davis  gets  may  well  < 
on  how  many  bills  are 
sign.        Christopher  F 
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sn't  that  Latin  for  more  places  to  go 
and  more  seats  to  get  you  there? 


:''i 
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AAdvantage 


The  Citi®  AAdvantage®  credit  card.  Get  more  out  of  life. 
Seizing  the  day  just  became  a  little  easier,  thanks  to  the  Citi'  AAdvantage' 
credit  card.  With  more  destinations  and  more  award  seats  than  any  other 
airline,   and   with   miles   that   may    never   expire*  you'll   be    able   to   fly 

somewhere  fabulous  whenever  you  choose.  And  if  that  isn't  the  very  definition  of  seizing  the  day,  we  don't 

know  what  is.      1-800-FLY-4444      www.citibank.com/aadvantage 


cfEl'l  A^ivantage' 


Up  Front 


HEALTH  CARE 

DOCTORS  JUMP  INTO 
THE  INSURANCE  POOL 

SOME  DOCTORS  BELIEVE  THEY 

have  an  antidote  to  the  spi- 
raling  costs  of  malpractice  in- 
surance— self-insurance  pools. 
Doctors  say  these  efforts, 
known  jokingly  as  "bedpan 
mutuals,"  can  charge  lower 
rates  because  of  their  non- 
profit status,  unwillingness  to 
settle  frivolous  claims,  and 
refusal  to  insure  riskier  doc- 


tors. "It's  the  perfect 
marriage  of  medicine 
and  insurance,"  says 
Steven  Salman,  CEO  of 
Healthcare  Underwrit- 
^  ers  Group  of  Florida,  a 
doctor  group  hoping  to 
launch  by  November. 

According  to  The 
Risk  Retention  Re- 
porter, an  industry 
trade  publication,  11 
doctor  groups  have  ei- 
ther filed  to  form  or 
have  formed  their  own 
insurance  pools  in  the 
past  20  months.  That's 
as  many  as  in  the  pre- 
vious 15  years. 

Still,  some  insurance  execs 
question  whether  doctors  are 
setting  themselves  up  for 
even  larger  losses  down  the 
road  from  jury  awards  that 
are  bigger  than  their  capital 
reserves.  "If  other  insurance 
companies  are  already  losing 
money,  how  do  they  think 
they  can  charge  less  and  sur- 
vive?" asks  Donald  Zuk,  ceo 
of  scpiE  Holdings,  a  Califor- 
nia malpractice  insurer.  By 
then,  it  could  be  too  late  for  a 
second  opinion.     Dean  Foust 


ECO  TRENDS 

A  POTTY 
WITH  POWER 


COMING  soon:  a  new  product 
that's  all  about  speed  and 
power.  No,  it's  not  a  car 
or  a  computer.  It's  a 
toilet. 

The  1.6-gallon  toilet 
has  been  an  object  of 
derision  since  SMOOTH 
the  mid-1990s.  Less 
when  new  toi-  friction 
lets  were  limit- 
ed to  only  that 
much  water 
per  flush,  down 
from  3.5  gallons 
"The  early  models 
didn't  work  very 
well,"  says  John 
Koeller,  a  water- 
utility  consultant. 
While  low-flow"  toilets  have 
improved,  some  consumers 
are  still  dissatisfied. 


American  Standard  says 
its  new  Champion  took  two 
years  to  develop  and  flushes 
fully  and  reliably.  "Is  this 
like  going  to  the  moon?"  says 
ceo  Fred  Poses.  "No.  But  it's 
a  big  improvement."  The  toi- 
let will  cost 
roughly  $300, 
about  $100 
more  than  the 
company's  oth- 
er models. 

Its  big  inno- 
vation? A  water 
flow  that  gets  rid  of 
turns  and  points  of 
friction  that  can  slow 
down  water  leaving  the 
bowl.  Now,  water  rush- 
es out  in  less  than 
a  second,  creating  a 
gush  strong  enough  to 
eject  29  golf  balls  at  once. 
The  toilet  also  has  been  test- 
ed on  water-filled  SpongeBob 
toys  and  cloth  napkins — but 
not  on  goldfish.  Amy  Barrett 
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i-WAY  PATROL 

THE  BAGGAGE 
ATTRAVELWEB 
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f.^i 


IS  travelweb  in  trouble? 
The  most  recent  sign  of 
problems  at  the  hotel-reser- 
vation Web  site  surfaced  in 
the  Aug.  28  ipo  filing  by  Or- 
bitz.com,  which 
sells  rooms  for  the 
year-old  company.  It  I  i  I 
Travelweb  is  ma-  »>'/ 
jority-owned  by 
Hilton,  Marriott, 
Hyatt,  Interconti- 
nental, and  Star- 
wood. The  Orbitz 
IPO  filing  says 
Travelweb .  has 
failed  to  live  up  to  an  agree- 
ment to  supply  the  lowest 
rates  available  online  for  ho- 
tels run  by  Travelweb's  own- 
ers. Orbitz  "isn't  happy, 
that's  for  sure,"  says  analyst 
Lorraine    Sileo    of  market 


researcher  PhoCusl 
The  Orbitz  flap  is  j^ 
latest  sign  that  Travel] 
struggling.  The  online 
drew  1.7  million  visit] 
July,  just  11%  of  rival  I 
dia's  total,  says  Niels€ 
Ratings.   And  it  has 
without  a  ceo  since 
Jaynne  Allison,  TVavi 
general     c([ 
says  Orbit? 
doesn't  reqi 
lowest   pric 
the  time.  St 
the  charge! 
possibly  be  I 
Orbitz  declil 
comment. 

Travel^ 
board    ha| 
proved  a  new  marketi 
paign  to  boost  busine^ 
it  has  a  short  list 
prospects.  With  Web  I 
squeezing  hotel  profits,  | 
little  time  to  dawdle. 
Timothy  Mv 


THE  BIG  PICTURE 


STILL  SEARCHING 

The  economy  is  showing  signs  of 
strength,  but  senior  execs  endure 
longer  job  searches  now  than 
they  did  while  the  economy 
was  officially  in  recession. 

12  -  LENSTH  OF 
JOB  SEARCH 
9- 


■98       '99      '00       '01       '02      '03 
▲  MONTHS      SURVEY  Of  650  PROftSSIONALS, 

EX£CUTIVf  VICE-PRESIOEMT  ANO  ABOVE 
Data:  OSM,  formerly  Drake,  Beam.  M«in 


Polls,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfrontCs  blisinessweek.com 
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WITH   55S.1S3.y41    PASSENGERS 
A  YEAR  RELYING  ON  AIRPORTS 

FOR  THEIR  SECURITY 
WHO  CAN  AIRPORTS  RELY  ON? 


30  years  of  research  and  development  in  security  technology  like  bionnetric  identification,  we  are  ready  to  empower  the 
s  airports  with  security  innovations  now  when  they  need  them  most.  Our  understanding  of  imaging  and  software  combined 
ur  experience  designing  large-scale,  open  systems  like  IT  infrastructures,  network  communications  and  enterprise 
ting  provides  us  with  the  knowledge  and  resources  to  help  manage  this  complex  task  efficiently.  Which  is  good  news  for 
|assengers  and  another  example  of  NEC  empowering  people  through  innovation,   www.necus.com   800-338-9549 

VICES  AND  SOFTWARE    ENTERPRISE  NETWORKING  AND  COMPUTING   SEMICONDUCTORS    IMAGING  AND  DISPLAYS 


3003    NEC  and  the  NEC  logo  are  Registered  Trademarks  of  NEC  Corporation 
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MIND-BENDING  ALTERNATIVES 
TO  MEMORY  PILLS 

While  we  all  would  love  to  see  a  phar- 
maceutical panacea  to  eradicate  such  dis- 
orders as  Alzheimer's  xlisease,  I  believe 
the  best  approach  is  a  preventive  one 
("I  can't  remember,"  Cover  Story,  Sept. 
1).  Common  sense  suggests  that  proper 
diet,  moderate  physical  exercise,  a  low- 
ering of  en\Tronmental  stress,  and  regu- 
lar mental  challenges  would  be  of  great- 
est value.  Various  studies  support  this. 
Fred  H.  Gage  and  Peter  S.  Eriksson, 
both  neuroscientists,  collected  the  first 
conxincing  evidence  that  the  brains  of 
humans,  including  the  elderly,  regenerate 
neurons  in  the  hippocampus.  Dr.  Eliza- 
beth Gould  of  Princeton  University  has 
shown  that  participation  in  a  learning 
task  enhances  the  survival  rate  of  new 
ner\'e  cells,  resulting  in  an  elevation  in 
the  number  of  new  neurons. 

You  also  identified  continued  mental 
activity  as  potentially  providing  a  pro- 
tective effect.  In  fact,  the  acti\t:  study, 
published  in  the  Jotimal  of  the  Ameri- 
can Medical  Associatio7i  in  2002,  demon- 
strated that  87%  of  elderly  subjects  who 
performed  a  mere  10  hours  of  speed-of- 
processing  exercises  on  a  computer  ac- 
tually reversed  18  years  of  age-related 
cognitive  decline. 

Dennis  McCracken,  M.D. 
Nashville 

My  question  to  the  authors  and  the 
developers  of  this  new  class  of  wonder 
drugs  relates  to  the  Law  of  Unintended 
Consequences.  WUl  students  competing 
on  the  SATs  or  preparing  for  final  exams 
have  a  competitive  advantage  if  they 
take  this  class  of  drugs?  WUl  others  in- 
volved in  memoiy-intensive  fields  also 
find  competitive  advantage?  Does  this 
class  of  drugs  have  the  potential  to  cre- 
ate an  uneven  plajing  field  between  the 


haves,  who  can  afford  to  purch^ 
drugs,  and  the  have-nots? 

Henry  A. 
University  Pa 

"I  can't  remember"  refers  to 
as  a  Pfizer  product.  It  was  disc 
and  developed  by  Eisai  Co.  in  I 
and  is  co-promoted  in  the  U.  S. 
and  Pfizer  Inc. 

Judee I 
Eiq 
Teanc 

As  a  neurofeedback  therapi^ 
works  on  enhancing  performanc 
realizing  that  people  rarely  i 
task  at  hand,  but  rather  sever 
simultaneously.  We  can  train  the 
focus  on  and  perform  a  single 
enhance  memorj'  by  strengther 
memorj'  areas  of  the  brain.  Ide 
should  learn  to  empower  ourselve 
than  reaching  for  a  drug  to  "fix" 
Sandy  La 
Lincoli 

Originally,  I  started  using  nei 
back  for  Parkinson's  disease  an<l 
that  it  helped  not  only  in  restor 
movement  (including  a  decre 
tremors)  but  also  in  mental  sha 
The  best  part:  no  side  effects. 

Lisa 


I  must  thank  author  Catherine 
who  wTites  [that]  those  French 
ano  lessons  forced  on  you  as 
might  pay  off.  As  a  French 
despite  student  moans  and  grojj 
lentlessly  pushes  verbs  and  vc 
I  now  have  medical  and  health 
to  support  my  passion:  Le  frat 
hon  pour  la  sante! 

Jo  D.  Tan«j 
Tallaha 
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:CTIONS&  CLARIFICATIONS 

le  table  "Memory  magic"  accompany- 
"I  can't  remember"  (Cover  Story,  Sept. 
he  target  ot  Saegis  Pharmaceuticals' 
[  is  described  incorrectly.  It  blocks  a 
otransmitter  that  can  inhibit  memory 
;oljdation. 

lunting  buried  treasure  by  GPS"  (Busi- 
Week  Investor,  Sept.  1),  we  printed  the 
ig  address  for  the  most  popular  Web 
I  tt  should  be  geocaching.com. 


ING  THE  PUBLIC  BACK 
PUBLIC  UTILITIES 


ice  BusinessWeek  has  been  the  pri- 

sentinel  in  the  public  community 

iigh  ethical  and  moral  standards, 

Ines  as  a  shock  to  read  "Political 

Jr  overload"  (News:  Analysis  & 

mentary,    Sept.    1).    Peter    Coy 

li  out  the  central  issue,  which  is 

^'stematic  attack  on  the  principle 

blic  utilities  by  the  Administra- 

I  with  the  timid  acquiescence  of 

imembers  of  Congress. 

las  taken  several  centuries  to  form 

Bsic  ingredient  of  modem  civiliza- 

JThe  public  utility  is  granted  a  mo- 

Istic,  guaranteed  market  together 
.he  necessary  access  (by  eminent 


domain  where  needed).  The  Administra- 
tion wants  to  continue  all  the  perks  for 
the  energy  people  but  turn  loose  the 
fee  structure  for  robber-baron  pricing 
for  "all  the  traffic  vidll  bear." 

Vice-President  Dick  Cheney  forms 
an  energy  advisory  group,  composed 
entirely  of  energy  people,  its  member- 
ship secret,  its  conclusions  not  released. 
And  a  very  large  number  of  unelected 
decision-makers  are  drawn  from  En- 
ron and  from  the  group  who  were  con- 
victed and  then  pardoned  in  the  Iran- 
co7itra  affair.  They  control  policy  and 
"enforcement." 

BusinessWeek,  we  need  you  to  be 
guardians  of  the  public  interest  more 
than  ever  before. 

Ward  McCabe 
San  Jose,  Calif. 

Legislators  and  regulators  have  lost 
sight  of  the  utihty  as  being  as  essential 
as  law  enforcement  to  the  well-being  of 
the  community.  Their  failure  to  work 
with  the  utilities  to  determine  fair  and 
equitable  ways  to  reward  them  for 
building  and  maintaining  a  reliable  sys- 
tem with  reasonable  prices  and  returns 
only  encoiiraged  short-term,  bottom-line 
thinking  in  the  executive  suite. 

New  electricity  transmission  lines 
are  generally  not  viable  investments 
under  current  regulation  and  pricing,  so 


there  should  be  no  surprise  that  few 
are  being  built. 

Victor  Barry 

Utilities  International  Inc. 

Chicago 

THINKING  OUT  OF  THE  BOX 
FOR  CHINA'S  DREAM  TEAM 

I  was  encouraged  to  read  about  revo- 
lutionary opportunities  reaching  farm 
boys  like  Sun  Yunbo  ("China's  dream 
team,"  Design,  Sept.  1),  only  to  find  that 
their  prospects  are  less  promising  be- 
cause of  a  "reluctance  to  speak  out"  at 
brainstorming  sessions.  Perhaps  we 
could  ask  the  "blazingly  smart"  and 
"dedicated"  designers  in  your  report  to 
develop  a  revised  format  for  brainstorm 
sessions,  rather  than  limiting  this  valu- 
able resource  to  our  own  culturally  ac- 
cepted style  of  teamwork  design. 

Cheryl  Conant  Abrahms 
Vista,  Calif. 

DON'T  DEMONIZE 

COCA-COLA 

It  was  puzzling  to  read  that  Coca- 
Cola  Co.  derives  72%  of  its  operating 
profit  from  "fatty  foods"  ("The  Ust:  Fat 
profits,"  Up  Front,  Aug.  18-25).  Virtually 
all  of  our  beverages  have  no  fat.  Our 
new  milk-based  product.  Swerve,  meets 


1)  Conceive 


2) Scan 
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the  American  Heart  Assn.'s  certification 
requirement  for  satiirated  fat  and  cho- 
lesterol. If  you  actually  meant  that  our 
beverages  cause  people  to  become  fat,  I 
am  equally  puzzled.  No  single  food  caus- 
es obesity.  All  foods  can  fit  in  a  healthy 
lifestyle,  including  soft  drinks.  The  key 
to  managing  your  weight  is  to  balance 
what  you  eat  with  an  appropriate 
amount  of  physical  activity.  Coca-Cola 
offers  a  range  of  high-quality  beverages 
so  that  people  can  make  the  choices 
that  are  right  for  them.  Obesity  is  a 
very  serious  problem,  but  trying  to  de- 
monize  particular  foods  or  beverages  is 
wTong  and  ultimately  vinproductive. 

Clyde  C.  Tuggle 
Senior  Vice-President 
Worldwide  PubUc  Affairs 
Coca-Cola  Co. 
Atlanta 
Editor's  note:   The  study  cited  referred  to 
earnings  before  interest  and  taxes  from 
"less  good"  foods  that  could  leave  a  com- 
pany open  to  charges  of  contributing  to 
obesity.  The  study  tvas  not  specifically 
limited  to  foods  with  high  fat  content. 
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MOUNTAINS  BEYOND  MOUNTAINS 

The  Quest  of  Dr.  Paul  Farmer,  a  Man  Who  Would  Cure  the  World 

By  Tracy  Kidder 

Random  House  •  317pp  •  $29.95 


AN  ALTRUIST 
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America  tends  to  see  itself  as  a 
generous  nation,  and  certainly 
most  of  its  citizens  donate  at 
least  some  of  their  money  or  energy  to 
charity.  But  realists  may  question  any- 
one who  sacrifices  too  much  comfort, 
time,  or  financial  stability.  You  can't  save 
the  world,  they  say,  and  you'll  only  get 
frustrated  trying. 

Then  there  is  Dr.  Paul  Farmer,  a 
person  who  has  made  a  huge  differ- 
ence in  the  lives  of  thousands  of  the 
world's  poorest  citizens — 
primarily  because  he  be- 
lieves that  he  can.  Farmer 
is  the  subject  of  Mountains 
Beyond  Mountains,  the  lat- 
est book  by  Pulitzer  Prize- 
winning  author  Tracy  Kid- 
der. It  is  an  engrossing  and 
many-layered  account  of  a 
man  who,  says  Kidder, 
"seems  to  be  living,  as 
nearly  as  any  human  can, 
without  hypocrisy." 

Farmer's  story  is 
compelling  and  disturb 
This  brilliant,  charming, 
irreverent  doctor,  a  profes 
sor  at  Harvard  Medical  School, 
has  saved  the  lives  of  hundreds  of 
Haitians,  changed  the  world's  treatment 
regimen  for  drug-resistant  tuberculosis, 
and  inspired  countless  efforts  to  bring 
medical  care  to  the  least-developed  na- 
tions. He  is  the  founder  of  Partners  in 
Health,  a  small  but  influential  nonprofit 
in  Boston  that  fiinds  clinics  in  some  of 
the  world's  poorest  spots.  The  winner  of 
a  MacArth\ar  "genius"  grant  in  1993,  he 
is  a  renowned  infectious-disease  expert, 
yet  still  takes  time  to  treat  indigent 
AIDS  patients  in  Boston.  But  don't  call 
him  a  saint:  Farmer  enjoys  practical 
jokes  and  expensive  meals,  dotes  on  his 
young  daughter  and  anthropologist  wife 
in  Paris,  and  can  belt  back  vodka  with 
the  best  of  them  at  a  Russian  banquet. 
So  why  is  this  well-written  book  dis- 
turbing? Because  it's  impossible  to  keep 
at  arm's  length.  If  you  have  an  altruistic 
bone  in  your  body,  by  the  time  you 
reach  the  end  you'll  be  questioning  why 
you  aren't  doing  more  to  help  others. 
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The  book  is  not  preachy,  but  Farme 
"taps  into  a  fundamental  place  in  som 
troubled  consciences ...  the  often  unaclBwt 
knowledged  uneasiness  that  some  of  tb 
fortunate  feel  about  their  place  in  thAge^f 
world,"  writes  Kidder.  "So  we  got  da  Canp 
goin'  for  us,"  as  Farmer  would  say- 
quoting,  of  all  things,  a  line  from  thi 
movie  Caddy  shack. 

This  is  an  unusual  book  for  Kidde 
best  known  for  his  detailed,  entertaining  no 
examinations  of  much  smaller  subject 
The  Soul  of  a  New  Ma 
chine  depicted  the  creatio: 
of  one  of  the  first  mini 
computers.  Among  Sc/iooAther 
children  recounted  a  yea  i  at 
in  the  life  of  a  fourt!  km 
grade  class  in  westerpigf, 
Massachusetts.  Mountai 
Beyond  Mountains  is  fa 
more  \\ide-reaching:  In  on 
month  described  in  th 
book,  Kidder  and  Farme 
traveled  to  Haiti,  Pen; 
France,  Massachusetts 
Cuba,  and  Siberia. 

Kidder  for  the  first  tim 
also  inserts  himself  into  hi 
own  book,  standing  in  for  the  reade 
as  he  puzzles  out  loud  about  wha 
makes  Farmer  run.  "I  imagine  tha 
many  people  would  like  to  construct 
life  Uke  Farmer's,  to  wake  up  knowin 
what  they  ought  to  do  and  feeling  tha 
they  w^ere  doing  it,"  writes  Kidder  "Bu 
I  can't  think  that  many  would  wiUingl 
take  on  the  difficulties." 

Certainly  Farmer  is  a  hard  act 
emulate.  Bom  in  1960,  he  is  the  secon 
of  six  children  raised  by  iconoclasti 
parents  who  lived  in  a  converted  schoc 
bus  and  ramshackle  boat  on  Florida' 
Gulf  Coast.  The  father,  a  public  schoc 
teacher,  expected  a  lot  of  his  childrei 
and  raised  them  to  be  both  self-suffi 
cient  and  open-minded.  Farmer  gre\ 
up  with  no  running  water,  picked  finii 
in  the  summer  with  migrant  workers 
yet  still  managed  to  graduate  as  vale 
dictorian  of  his  high  school  class,  with 
full  scholarship  to  Duke  University 
There,  he  became  interested  in  libera 
tion  theology,  a  branch  of  Catholicisn 
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hat  considers  oppression  of  the  poor 

3  be  a  sin.  In  North  Carolina,  he  also 

let  a  number  of  Haitian  migrant  work- 

rs  and  realized  that  their  wretched  liv- 

ig  conditions  made  his  own  childhood 

)ok  idyllic.  He  graduated  from  college 

ajkaving  a  fascination  with  all  things  Hai- 

Kiian  and  traveled  to  Port-au-Prince  in 

(*983  with  a  determination  to  help. 

This  resolve  was  more  than  chal- 

K^nged  by  the  conditions  he  discovered 

1  Cange,  the  poorest  part  of  one  of  the 

oorest  countries  in  the  world.  The 

usty  land  offered  little  sustenance, 

,iost  of  the  populace  lived  in  dirt-floor 

!ian-tos,  disease  was  rampant,  and  there 

ij^ere  no  medical  services  to  speak  of.  It 

t/as  there  that  Farmer  took  to  heart 

he  old  Haitian  saying  that  gives  this 

xliook  its  name:  "After  mountains  there 

re  mountains."  Each  problem  leads  to 

(jmother  problem,  and  you  solve  them 

Jiine  at  a  time.  To  Farmer,  the  first 

ii>ioimtain  was  the  need  for  a  clinic  in 

Ttlange,  and  he  entered  Harvard  Medical 

^\ 


Dr.  Farmer  has  saved  the  lives  of  hundreds  of  Haitians 
and  worked  to  bring  better  medical  care  to  poor  nations 


School  in  1984  determined  to  start  one. 

Farmer  graduated  in  1990  at  the  top 
of  his  class,  simultaneously  receiving  an 
M.  D.  and  a  PhD  in  anthropology.  He 
was  able  to  achieve  this  even  though 
he  had  spent  most  of  the  previous  six 
years  in  Cange  founding  Zanmi  Las- 
ante,  a  clinic  that  has  transformed 
health  care  in  the  area.  And  he  still 
regularly  hikes  through  remote  sections 
of  Cange  to  treat  patients. 

His  influence,  meanwhile,  has  spread 
far  beyond  Haiti.  He  was  instrumental 
in  the  mid-1990s  in  convincing  the 
world's  health  organizations  that  multi- 
drug-resistant  tuberculosis,  a  deadly  ver- 
sion of  TB,  could  be  cured.  Back  then, 
many  experts  thought  it  was  pointless 
to  treat  drug-resistant  TB  in  poor  coun- 
tries— the  drugs  were  too  expensive, 
and  the  regimen  too  hard  to  follow.  But 
Farmer  came  up  with  an  effective  com- 
bination of  drugs  and  spent  more  than  a 
year  persuading  the  World  Health  Or- 
ganization to  make  the  necessary  medi- 


cines affordable  for  use  in  poor  nations. 

Mountains  Beyond  Mountains  is  more 
than  a  recitation  of  one  man's  good 
deeds.  It  relates  the  stories  of  one  des- 
perately ill  patient  after  another  and 
shows  how  clean  water,  shelter,  and  de- 
cent nutrition  can  vastly  improve  their 
lot.  The  book  also  gives  Farmer  space  to 
expound  on  the  "hyperconnections"  he 
sees  between  the  massive  accumulation 
of  wealth  in  one  part  of  the  world  and 
the  abject  misery  in  another. 

Most  of  all.  Mountains  Beyond  Moun- 
tains questions  the  complacency  of  the 
comfortable.  Those  are  the  people  who, 
says  Farmer,  "think  all  the  world's 
problems  can  be  fixed  vdthout  any  cost 
to  themselves."  His  example  urges  a 
different  approach.  After  all,  says 
Farmer,  "there's  a  lot  to  be  said  for 
sacrifice,  remorse,  even  pity.  It's  what 
separates  us  from  roaches." 

BY  CATHERINE  ARNST 

Senior  Writer  Amst  covers  science 
and  health  issues. 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech&you@busi  nessweek.com 


PROJECTING  THE  RIGHT 
IMAGE  ISN'T  SO  TOUGH 


In  1998,  when  I  first  wrote  about  portable 
projectors  for  use  with  laptops,  the  big  news 
was  that  you  could  buy  a  "mobile"  unit  that 
weighed  less  than  10  lb.  and  cost  about  $5,000.  In 
retrospect,  it  seems  as  if  you  would  have  needed 
a  projector  reaUy  badly  to  put  up  with  either  the 
weight  or  the  cost. 

Like  the  laptops  they  work  with,  projectors 
have  gotten  dramatically  smaller  and  cheaper, 
making  them  true  mainstream  products.  The 
new  $2,699  LP120  from  InFocus  weighs  less  than 
2  lb.,  and  its  distinctive  long,  narrow  shape  lets 
it  fit  in  a  briefcase  along  wdth  a  laptop.  If  your 
back  is  stronger  but  yoiir  budget  weaker,  you 
can  get  a  bigger,  but  still  portable,  projector 
for  less  than  $1,000.  And  if  you  are  tired  of 
fussing  with  cables,  some  projectors  let 
you  connect  wirelessly  from  a 
Wi-Fi  equipped  laptop. 

Despite  its  diminutive  size, 
the  LP120  offers  all  the  fea- 
tures   a    mobile    executive 
needs  in  a  projec-   rm^y 
tor.  Its  high  resolu-   "*^^ 
tion  is  valuable  for  TO  TOTE 
projection    of    de-   The  long, 
tailed  spreadsheets  „„™„^ 
or   financial   docu-   I^arrOW 
ments,  and  its  lamp   LF120  canilt 

is  bright  enough  in  your  briefcasc 

for  the  image  to  be  _^^j^  ^  ^^^ 

legible  m  a  normal-  ^     ^ 

ly  fit  conference  room,  although  dimming  the 

lights  will  always  improve  the  appearance.  And 

it  is  very  quiet. 

Some  compromises  had  to  be  made  to  fit  all 
this  into  a  package  just  10  in.  wide,  3.7  in.  deep, 
and  2  in.  high.  For  starters,  there  are  only  two 
video  inputs:  a  standard  digital  computer  con- 
nector (most  laptops  only  offer  analog  output 
and  wdU  need  an  adapter,  which  is  included)  and 
S-video  for  broadcast  sources  such  as  TV  or  DVD. 
There  is  a  jack  for  audio  input,  but  the  sound 
quality  is  probably  worse  than  your  laptop's. 
And  its  lens  provides  only  manual  focus  and 
zoom.  Moreover,  the  zoom  range  is  so  limited 
that  it's  useful  only  for  fine-tuning  the  size  of  the 
image  after  you  have  positioned  the  projector. 

In  the  mobile  tech  world,  you  generally  pay 
more  for  small.  The  extreme  compactness  of  the 
LP120  requires  a  complex  and  expensive  optical 
system.  If  you  are  willing  to  carry  a  somewhat 
heavier — 2.2  lb.  to  3.5  lb. — projector  of  more 
conventional  dimensions,  you  have  a  number  of 


Portable 
projectors 
have  shrunk 
in  bulk  and 
price.  Some  of 
them  are  even 
Wi-Fi  enabled 
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choices.  These  include  the  $1,699  Hewlett 
Packard  sb21,  the  $1,895  NEC  LT75Z,  the  $1,70 
Dell  3200  MP,  and  the  $2,199  InFocus  LP70, 

The  more  exciting  news  is  the  arrival  of  sul 
$1,000  projectors.  Epson  first  broke  the  barrie 
this  summer  with  its  $999  SI.  At  7  lb.  and  bulk 
(10.4  in.  by  14.6  in.  by  4.2  in.),  it's  not  some 
thing  you  would  want  to  carry  around  ever 
day.  But  it,  and  other  projectors  in  its  class,  ar 
a  great  value  for  the  conference  room  or  class 
room  and  for  occasional  portable  use.  Toshib 
quickly  upped  the  ante  with  its  $999  tlp-sio 
projector.  This  model  and  the  Epson  are  a  littl 
bit  brighter  than  the  InFocus  LP120  and  offe 
lower  resolution,  but  still  good  enough  for  mos 
business  uses.  The  Toshiba  model  weighs  jus 
4.8  lb.  and  has  about  half  the  bulk  of  the  Epsor 

Now,  Dell  Computer  is  shaking  up  the  markei 
Its  4  lb.  2100MP  is  a  bit  smaller  than  the  Toshib 
and  not  quite  as  bright.  But  a  recent  price 
cut  to  $850,  with  promotions  taking  it  as 
low  as  $800,  makes  it  a  formidable  chal- 
lenger. A  downside  to  the  Dell:  The 
lamp,  a  $300  replacement  part,  is  rat- 
ed at  2,000  hours,  only  two-thirds 
the  life  of  most  competitors. 
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One  thing  that  can  make  the  us* 
of  any  projector  inconvenient  is  the  ne 
cessity  of  tethering  your  laptop  to  the  projecto 
by  means  of  a  bulky  cable  that  never  seems  t( 
be  quite  long  enough.  Wireless  solutions  an 
coming  to  the  rescue.  Some  projectors  have  Wi 
Fi  networking  built  in,  but  InFocus  offers  th 
LiteShow — a  $499  accessory  that  makes  any  In 
Focus  projector  with  a  standard  digital  vide< 
connector  wireless. 

I  tried  the  LiteShow  with  the  LP120  and  rai 
into  a  couple  of  ghtches.  The  projector  woul( 
not  power  up  with  the  LiteShow^  attached,  so 
had  to  put  up  with  the  minor  inconvenience  o 
plugging  it  in  after  turning  the  LP120  on.  Thi 
wireless  configuration  is  harder  than  it  should  be 
You  have  to  set  up  a  mini-netw^ork  for  just  th« 
projector  and  the  laptop  rather  than  use  an  ex 
isting  Wi-Fi  network,  and  w^hile  this  is  not  hard 
the  instructions  on  how  to  do  it  are  not  clea 
enough.  But  once  set  up,  the  LiteShow  workec 
beautifully. 

These  new  projectors  are  easy  to  use,  easy  t( 
transport,  and  easy  on  the  wallet.  Even  if  yoi 
don't  spend  the  bulk  of  your  working  life  giving 
presentations,  a  projector  can  be  a  valuable  ad 
dition  to  your  business  tool  kit.  I 
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With  Ricoh's  imaging  solutions  on  your 
networl<  you  can  share  and  manage  ideas 
every  step  of  the  way. 

How  well  do  you  share? 
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Image  Communication 


Go  to  ricoh.com/share  to  sep  how  Alicio*  digital  office  equipment  can  help  you. 
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SAMSUNG  DIGITa/^ 

everyone's    invitedr 
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Bloomberg  gets  its  vision  from  Samsung 


•  Super-bright,  razor-sharp  19"  analog/digital  TFT/PVA  display     •■ 

•  Unique  dual-hinge  base  allows  up  to  90°  tilt  for  optimal  ergonomics 

•  1280  X  1024,  Xtrawide™  17071 70°  viewing  angle,  VESA*  wall-mountable  base 

•  World's  leading  manufacturer  of  TFT-LCD  displays 


www.samsungusa.com 

©2003  Samsung  Electronica^merica,  Inc.  Screen  images  are  simulated. 
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That's  DigitAII  vision. 

D|^^|Y%L^^^^    When  it  comes  to  the  market,  Bloomberg  isn't  afraid  to  take  a  unique  perspective. 
^^'^^^'  '  Ik^wl  %^    That's  why,  everywhere  you  look,  Bloomberg's  corporate  offices  are  filled  with 
streaming  financial  news  on  displays  from  Samsung  —  the  world's  leading  manufacturer  of  TFT-LCD  displays. 
From  columns  on  the  wall  to  displays  in  the  floor,  Samsung  monitors  set  themselves  apart  by  delivering 
superior  technology  and  stylish  design.  And  the  new  SyncMaster  192T  is  no  exception.  With  that  kind  of 
outlook,  it's  easy  to  be  bullish  about  Samsung. 
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Add  vision.  Add  possibility.  Add  Samsung. 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


A  NEW  GOVERNOR  WONT  FIX 
WHAT  AILS  CALIFORNIA 


TOXIC 
BREW: 

The  recall 
shows  that 
the  mixture 
of  money 
politics  and 
direct- 
democracy 
provisions 
has  made 
the  state 
ungovernable 


Laura  D'Andrea  Tyson  is 
dean  of  London  Business 
School  She  sen/ed  as  dean 
of  the  Haas  School  of 
Business  at  the  University  of 
California  at  Berkeley  from 
1998-2001,  where  she  has 
iDeen  a  faculty  member  since 
1978. 


In  the  weeks  remaining  before  California's 
historic  gubernatorial  recall  vote,  the  media 
are  focusing  more  on  personalities  than  on 
issues.  Voters  are  learning  about  Arnold 
Schwarzenegger's  youthful  escapades  with  sex, 
drugs,  and  body  modification,  about  Arianna  Huf- 
fington's  revohing  political  principles,  about  Lieu- 
tenant Governor  Cruz  Bustamante's  flirtation 
with  Hispanic  separatism,  about  Governor  Davis' 
high  school  sports  career.  The  focus  on  person- 
alities is  not  siirprising.  CaHfomia  is  the  heart  of 
the  entertainment  industry  and  America's  celebri- 
ty-dominated political  culture,  and  the  charac- 
ters in  the  recall  are  certainly  colorful.  Except 
perhaps  for  the  one  known  as  Gray. 

But  the  recall  election  is  about  much  more 
than  personalities.  It's  about  how  the  sixth- 
largest  economy  in  the  world  addresses  a 
massive  budget  crisis.  And  it's  about  whether 
California  can  be  governed  by  anyone,  regard- 
less of  personaUty.  As  a  result  of  several  pro- 
gressive measxires  added  to  California's  consti- 
tution nearly  100  years  ago  to  protect  citizens 
from  manipulation  by  "moneyed  interests,"  Cal- 
ifornians  can  enact  laws  through  voter  initia- 
tives, repeal  laws  through  voter  referendums, 
and  recall  their  governor.  Ironically,  during  the 
past  20  years,  an  exploding  number  of  initiatives 
and  referendums  financed  by  private  fortunes 
and  serving  special  interests  has  usurped  the  in- 
tent of  California's  direct-democracy  provisions. 
The  campaign  for  a  recall  election,  initially  fund- 
ed by  a  single  wealthy  conservative  who  as- 
pired to  be  governor  himself,  is  just  the  most 
recent  manifestation. 

So  why  have  a  large  number  of  Califomians 
expressed  support  for  the  recall?  The  state's 
budget  crisis  has  fueled  their  discontent.  State 
RepubUcans  have  blamed  the  crisis  on  the  gov- 
ernor's out-of-control  spending.  But  the  facts  re- 
veal a  far  different  picture.  After  adjusting  for 
inflation,  state  per  capita  spending  grew  at  an  av- 
erage annual  rate  of  only  1%  from  fiscal  1989-90 
to  fiscal  2002-03,  a  much  slower  pace  than  during 
previous  decades.  Spending  on  K-12  education  ac- 
counted for  the  largest  share  of  the  increase, 
reflecting  two  earlier  voter  initiatives — Proposi- 
tion 13,  passed  in  1979,  which  halved  local  prop- 
erty taxes,  the  traditional  source  of  K-12  funding, 
and  Proposition  98,  passed  in  1988,  requiring 
the  state  to  dedicate  40%  of  its  general  funds  to 
primary  and  secondary  education  to  fill  the  gap. 
K-12  funding  also  grew  in  the  1990s  in  response 
to  rapid  growth  in  the  size  of  the  student  popu- 
lation. Like  other  states,  California  also  increased 


spending  on  health  and  prisons.  Together,  ed 
cation,  health,  and  security  constitute  90%  of  t^ 
tal  state  spending. 

But  California's  budget  crisis,  like  simila  ^'^ 
crises  that  have  engulfed  the  other  states,  stem  Kta 
primarily  from  a  steep  drop  in  tax  revenues  re  jlt 
suiting  from  the  stock  market  collapse  of  2000-0  ijir 
and  the  national  recession  and  jobless  recovery  c 
the  past  three  years.  Since  California  was  th 
hub  of  the  '90s  technology  bubble,  its  revenu] ' 
base  was  hit  especially  hard.  State  revenues  de  ' 
clined  by  about  17%  in  2001-02— the  larges 
slimip  in  more  than  a  half-century.  Like  mos  D'^i 
other  states,  California  has  a  balanced-budge 
amendment  that  precludes  borrowing  to  cove 
unanticipated  revenue  gaps.  This  left  Govemo 
Davis  with  no  choice  but  poKtically  unpopula 
spending  cuts  and  tax  increases  to  maintai: 
budgetary  balance. 

Four  out  of  five  U.  S.  governors  responded  t 
this  year's  unprecedented  budget  crises  by  re 
ducing  spending  and  raising  revenues.  Over  ha^ 
of  the  governors  proposed  actual  tax  increases 
Davis  recommended  a  balanced  combination  c 
temporary  spending  cuts  and  tax  increases.  Bu 
after  a  long  budget  stalemate,  Davis  was  ur 
able  to  win  legislative  support  for  a  single  re\ 
enue-augmenting  measure.  And  he  alone  amon; 
the  50  governors  became  the  target  of  a  viciou 
recall  effort.  Is  the  recall  simply  the  result  of  th 
particulars  of  his  budget  proposal,  his  less-than 
charismatic  personality,  or  his  lack  of  politico 
courage?  Of  course  not. 

The  recall  demonstrates  that  the  toxic  brew  c 
money's  influence  in  politics  and  the  direct-demo( 
racy  provisions  of  California's  constitution  hav 
rendered  the  state  ungovernable.  As  a  result  c 
several  voter  initiatives,  about  70%  of  stat 
spending  is  earmarked  in  advance,  limiting  th 
discretion  necessary  to  make  trade-offs  in  a  cri 
sis.  In  addition,  California  is  one  of  only  tw 
states  mandating  a  two-thirds  supermajority  c 
both  legislative  bodies  to  pass  a  budget.  Even  i 
normal  times  in  a  state  as  vast  and  diverse  a 
CaHfomia,  the  supermajority  constraint  gives  a 
ideological  minority  effective  veto  power.  Finally 
compulsory  six-to-eight-year  term  limits  for  Cal  Ur 
ifomia  legislators — ^the  result  of  another  voter  ini  w^i 
tiative — further  undermine  the  budgetar 
process.  Many  legislators  simply  do  not  undei 
stand  budgetary  trade-offs  and  can  easily  fa 
prey  to  lobbyists. 

California  doesn't  need  a  recall  election.  I 
doesn't  need  a  celebrity  governor.  It  needs  a 
economic  rebound  and  a  new  constitution.        I 
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BY  JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


CONSUMERS  WILL 
KEEP  CARRYING  THE  BALL 

True,  jobs  aren't  back.  But  tax  cuts  and  refinancings  are  doing  the  trick 
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RECOVERY  BEGAN 


The  surprising  deterioration 
of  the  labor  markets  in  Au- 
igust  would  seem  to  throw  a  wrench  into  increasing  ex- 
pectations of  strong  economic  growth  in  the  second 
half.  After  all,  consumers  can't  possibly  keep  leading 
this  recovery  without  a  pickup  in  job  growth,  can  they? 
Yes,  they  can  in  the  short  run.  Despite  last  month's 
|job  losses,  back-to-school  sales  and  vehicle  buying  were 
strong,  and  September  is  looking  busy  for  retailers, 
too.  Consumers  are  reaping  the  benefits  of  tax  cuts  and 
low  interest  rates,  policy  moves  that  give  households 
extra  income.  Plus,  rising  stock  prices  are  adding  to 
jlwealth.  These  positive  trends  provide  a  bridge  for  con- 
isumers  to  cross  until  demand  gets  another  boost  when 
"[businesses  start  hiring  once  more  (page  36). 

The  spurt  comes  at  an  op- 
portune time.  Businesses  are 
buying  new  equipment  again, 
inventories  need  rebuilding, 
and  the  economy  in  general 
shows  signs  of  renewed  vig- 
or. The  Institute  for  Supply 
Management's  business  activi- 
ty index  for  the  nonmanufac- 
turing  sector  has  risen  for  five 
months  in  a  row,  with  the  Au- 
gust index  at  a  high  of  65.1%. 
Also,  factory  orders  rose  1.6%  in  July,  while  inven- 
tories fell  0.5%.  The  mix  suggests  factories  will  have  to 
increase  production  to  meet  new  demand.  And  the  Na- 
tional Federation  of  Independent  Business  said  its 
pmall-business  optimism  index  jumped  a  record  4.1 
points  in  August,  to  104.7. 

ii  These  upbeat  reports  suggest  the  economy  in  the 
second  half  could  post  the  best  back-to-back  quarterly 
growth  rates  since  early  2000.  The  strong  perform- 
ance underscores  the  notion  that,  with  the  right  policy 
and  accommodative  financial  conditions  in  place,  con- 
sumers will  keep  shopping  despite  concerns  over  jobs. 

OF  COURSE,  LABOR  MARKETS  MAHER.  That  s 

why  the  news  of  93,000  more  jobs  lost  in  August  was  a 
tiead-tumer.  Economists  had  expected  a  small  gain  in 
jobs.  Instead,  the  August  decline  brought  the  number  of 
ayoffs  this  year  to  437,000. 

All  of  the  recent  job  losses  have  been  in  manufac- 
:uring  (chart).  Since  the  recovery  began  in  November, 
2001,  factory  payrolls  have  shrunk  by  1.2  million, 
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while  employment  elsewhere  has  grown  by  97,000. 

Also,  the  dip  in  the  unemployment  rate,  to  6.1% 
from  July's  6.2%,  was  not  a  signal  of  labor-market  im- 
provement. The  drop  was  caused  by  more  people  leav- 
ing the  labor  force.  The  percentage  of  the  U.  S.  adult 
population  working  or  looking  for  work  stayed  at  66.2%, 
the  lowest  participation  rate  in  a  decade. 

One  bit  of  good  news  came 
fi'om  the  continued  advance  in 
temporary-help  positions. 
Businesses  usually  take  on 
contingent  workers  until  they 
feel  confident  enough  to  add 
permanent  positions.  And 
temp  help  has  grown  strongly 
for  four  months  in  a  row. 

Moreover,  although  the 
Labor  Dept.'s  survey  of  busi- 
nesses shows  continued  lay- 
offs, its  survey  of  60,000  households  shows  an  in- 
crease of  868,000  jobs  over  the  past  year.  About 
140,000  of  those  jobs  were  in  nonfarm  industries, 
while  558,000  jobs  reflected  people  listing  themselves 
as  self-employed. 

It  might  be  easy  to  dismiss  the  rise  in  self-employ- 
ment as  merely  a  way  for  some  to  deny  their  unem- 
ployed status.  But  the  trend  in  proprietors'  income — 
earnings  derived  mostly  from  privately  owned 
businesses — supports  the  idea  that  this  jobless  recovery 
is  pushing  more  people  to  become  successful  entrepre- 
neurs. Nonfarm  proprietors'  income  was  up  9.1%  in 
the  year  ended  in  July,  a  pace  equal  to  the  gains  post- 
ed in  the  1990s  boom.  These  earnings,  while  10%  of  all 
personal  income,  have  accounted  for  nearly  a  quarter  of 
the  increase  in  overall  income  over  the  past  year.  Those 
gains  partly  explain  why  consumer  demand  is  strong 
even  while  businesses  are  reluctant  to  hire. 

THE  TWO  BIGGEST  REASONS,  though,  are  the  July 
tax  cuts  and  mortgage  refinancings.  The  tax  cuts,  along 
with  the  child-credit  rebate  checks,  should  provide  $35 
billion  in  extra  cash  in  the  second  half.  The  boost  can 
already  be  seen  in  the  July  data  on  personal  income. 
Real  income  was  flat,  but  aftertax  pay  jumped  1.3% 
(chart).  That  was  the  largest  gain  since  the  earlier 
Bush  tax  cuts  were  implemented  in  January,  2002. 

Meanwhile,  homeowners  are  improving  their  finances 
by  refinancing  their  mortgages.  When  long-term  in- 
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terest  rates  fell  to  45-year  lows  in  late  spring,  refi  ap- 
plications hit  a  record.  As  these  loans  close,  milKons  of 
homeoAvners  will  lower  their  house  payments  or  lique- 
fy thousands  of  dollars  of  their  homes'  net  equity. 

Federal  Reserve  Chairman  Alan  Greenspan  has  fo- 
cused on  the  boost  that  refinancings  give  to  current 
spending.  But  the  refi  madness  of  the  past  year  has 
come  at  a  cost.  For  the  first  time  in  a  decade,  housing 
wealth  fell  in  the  second  quarter.  According  to  the  latest 
Fed  data,  owners'  net  equity  in  real  estate  fell  by  $45 
billion,  the  biggest  drop  since  the  first  quarter  of  1993. 

Back  in  the  early  1990s,  the  drop  was  caused  by  a 
flattening-out  in  home  values.  This  time,  the  decline  can 
be  traced  to  the  groA^i^h  in  mortgages  overwhelming  the 
increase  in  home  values.  With  refi  activity  slowing, 
housing  equity  should  turn  up  in  coming  quarters.  That 
suggests  wealth  should  remain  on  the  rise  for  the  rest 
of  the  year,  especially  since  balance  sheets  will  also 
get  a  boost  fi:*om  the  ongoing  gains  in  the  stock  market. 

INDEED,  THE  STOCK  MARKET  RALLY  was  mainly  re^ 

sponsible  for  last  quarter's  advance  in  household  wealth. 
According  to  the  Fed,  net  worth — personal  assets  mi- 
nus liabilities — edged  up  by  $1.7  trillion  in  the  second 
quarter  from  the  first.  Personal  holdings  of  stocks  and 
mutual  funds  increased  by  $944  billion.  Consumers  also 
boosted  the  amount  of  money  in  their  savings  accounts. 
After  the  bear  stock  market  caused  wealth  to  shrink 


BRAZIL 


HOUSEHOLD  WEALTH 
STASES  A  COMEBACK 


from  2000  to  mid-2002,  consumer  balance  sheets  are  on 
the  mend  (chart).  At  $41.2  trillion  in  the  second  quarter, 
total  household  wealth  is  just  5%  shy  of  equalling  its 
record  of  2000.  If  the  equity  gains  continue  and  refis 
slow,  net  worth  should  overtake  the  old  peak  within  the 
next  year.  That's  another  plus  for  future  spending,! 
since  households  tend  to  use  a  small  percentage  of  j 
their  long-held  wealth  to  finance  current  outlays. 

Taken  together,  the  latest 
data  on  wealth,  refinancings, 
and  tax  cuts  mean  consumers 
will  increase  their  purchases 
throughout  the  second  half. 
But  those  supports  can  last 
only  so  long.  By  early  2004, 
the  lift  from  tax  cuts  will  pe- 
ter out,  and  cashouts  from  re- 
financings wiU  be  much  lower 

As  any  economist  can  tell 
you,  job  and  wage  growth  are 
the  prime  movers  of  consumer  spending  in  the  long  I 
run.  Businesses  must  start  hiring  if  the  economy  is  to 
maintain  its  new  momentum.  Nascent  signs,  fi^-om  the 
rise  in  temp  jobs  to  the  surprise  strength  in  demand, 
suggest  that  help- wanted  signs  will  soon  be  appearing 
in  greater  numbers.  That's  good  news  for  the  2004 
outlook — and  for  the  millions  of  job-seekers  around] 
the  country. 
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ONE  GROWTH  OBSTACLE  AFTER  ANOTHER 


After  just  eight  months  in  of- 
fice. President  Luiz  Inacio 
Lula  da  Silva  of  the  left-wing 
Workers'  Party  has  won  congres- 
sional approval  for  economically 
critical  and  politically  controver- 
sial pension  and  tax 
reforms,  which  the  last 
administration  failed  to 
obtain  in  its  eight-year 
tenure.  Now,  da  Silva 
faces  a  bigger  chal- 
lenge: reviving  Brazil's 
economy. 

In  2003's  first  half, 
Brazil's  economy  fell 
into  recession.  Most 
economists  expect 
growth  for  the  entire  year  to  be  a 
miserly  1%.  And  a  govemment- 
Unked  research  group  recently 
embarrassed  ministers  by  predict- 
ing growth  of  just  0.5%  in  2003. 

Business  and  labor  groups  have 
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been  pressing  for  interest-rate 
cuts  ever  since  the  new  govern- 
ment took  office.  But  over  the 
first  half  of  this  year,  Brazil's  cen- 
tral bank  raised  the  overnight 
rate  in  an  effort  to  rein  in  infla- 
tion, which  hit  17.2% 
in  May.  The  higher 
borrowing  costs  suffo- 
cated consumption 
and  investment. 

Inflation  is  now 
slowing — do\\Ti  to  a 
15%  yearly  pace  in 
August — and  is  ex- 
pected to  keep  falling. 
In  response,  the  cen- 
tral bank  has  cut 
rates  from  26.5%  in  June  to  22%. 
Tv\^o  more  points  could  go  at  the 
next  monetary  committee  meeting 
on  Sept.  17. 

However,  costs  to  borrowers  in 
Brazil  remain  stubbornly  high,  of- 
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ten  more  than  100%  a  year.  More 
worrisome  is  the  recent  erosion  in 
Brazilians'  spending  power.  Work- 
ers' income  fell  by  an  alarming 
16.4%  in  the  year  ended  in  July, 
according  to  government  figures. 
Even  if  rates  keep  falHng,  con- 
sumers aren't  likely  to  heat  up 
the  economy  anytime  soon. 

Taxes  are  another  obstacle  to 
growth.  Brazil's  tax  burden  is 
among  the  highest  in  the  world, 
equal  to  41.7%  of  salaries.  Re- 
forms now  proceeding  through 
Congress  will  simplify  the  tax 
system,  but  won't  reduce  the  total 
burden.  That  vidll  be  possible  only 
if  interest  rates  fall  further  and 
the  government  can  keep  spend- 
ing in  check,  thereby  reducing  the 
amount  of  money  needed  to  pay 
its  own  debts.  For  now,  Brazil's 
economy  is  going  nowhere. 

By  Jcniathan  WheaMey  in  Sao  Paulo 


26  BusinessWeek  /  September  22,  2003 


INTRODUCING  Drive  Free"  at  4WS. 

Rent  three  times  from  September  through  December  and  get  a  free  weekend  on  us. 
That's  right,  it's  on  us  and  it's  yours  to  enjoy  all  the  way  up  until  May  15th. 


Zlick  on  avis.com  for  nnore  details 
kr  call  1-800-722-5909  to  sign  up. 


We  try 


ba 


rder. 


Iffer  valid  when  customer  registers  for  promotion  at  avis.com  or  by  calling  Avis  at  800-722-5909.  Renter  must  tiave  three  qualifying  paid  rentals  between  9/1/03  and  1 2/31/03.  Qualifying  paid  rentals 
cquire  a  minimum  of  two  consecutive  days.  Customer  must  have  a  Wizard  Number  to  register/quality  for  promotion.  The  award  of  Wio  consecutive  free  weekend  days  applies  to  the  base  rental  time 
narges.  Customer  is  responsible  for  optional  products,  applicable  taxes,  surcharges,  concession  recovery  fees,  and  customer  facility  charges  (SlO/contract  in  CA).  Certificates  are  redeemable  at 
Brticipating  Avis  locations  in  the  United  States  except  in  the  metropolitan  New  York  area.  Redemptions  apply  on  4-door  compact  through  4-door  full  size  car  classes  and  must  be  redeemed  between 
'  "03  and  5/17/04  on  weekend  rentals.  Weekends  begin  between  Thursday  noon  and  Sunday  noon.  Cars  must  be  returned  by  Monday  at  midnight.  Advance  reservation  required.  Redemption  of 
certificate(s)  may  be  subject  to  vehicle  availability.  Blackout  periods  apply  which  include  but  are  not  limited  to:  Thanksgiving  weekend,  December  25-29.  President's  v/eekend  in  AZ.  CO.  FL.  HI, 
,id  UT  and  Easter  weekend  in  FL.  Minimum  age  is  25  but  may  vary  by  location.  Awards  not  applicable  to  one-way  rentals  and  cannot  be  combined  with  any  other  coupon,  promotion,  or  special 
'fer  ©2003  Avis  Rent  a  Car  System.  Inc. 

Avis  features  CM  vehicles  like  Pontiac  Grand  Prix 


iei^ 


fc,i*%. 


^M 


MISSION  NOT  YET 
ACCOMPLISHED: 
A  U.S.  SOLDIER 
AFTER  AN  APRIL 
RAID  IN  NAJAF 


News:  Analysis  &  Commentary 


SEPTEMBER  22,  2003 


The  billions  needed  for  Iraq  could  exact  a  toll  on 
the  still-fragile  economy-and  on  Bush's  political  fortunes 


he  somber  George  W. 
Bush  who  faced  TV 
cameras  on  Sept.  7  was 
a  far  cry  from  the  ja;m- 
ty  leader  in  a  pilot's 
jumpsuit  who  declared 
victory  over  Saddam 
Hussein  just  four 
months  earlier  on  the 
deck  of  a  U.  S.  aircraft 
carrier.  Back  then, 
Bush's  victory  speech  was  met  with  a 
panner  that  declared:  "Mission  accom- 
Dlished."  Now,  with  American  casual- 
;ies  in  Iraq  moimting  and  chaos  spread- 
ng,  a  President  known  for  his  optimism 
ffas  forced  to  make  a  grim  concession: 
Rebuilding  war-torn  Iraq  would  be  long, 
lard,  and  costly. 

To  underscore  the  new  reality,  Bush 
•equested  a  colossal  $87  billion.  Along 
vith  the  big  price  tag  came  a  belated 
•ecognition  that  a  strapped  U.S.  could 
lot  bear  the  burdens  alone.  An  Admin- 
stration  long  suspicious  of  the  U.  N.'s  in- 
;entions  in  Iraq  was  now  prepared  to 
?o,  10-gallon  hat  in  hand,  back  to  the 
Security  Council  to  seek  U.N.  troops 
ind  reconstruction  money. 

Bush  had  little  choice.  The  costs  of  in- 
ervention  are  beginning  to  moimt — for 
lis  own  political  fortunes  and,  poten- 
ially,  for  a  still-fragile  U.S.  economy. 
Phe  number  of  Americans  who  say  the 
^resident  deserves  reelection  is  at  an 


SPOTS  FOR 
THE  PRESIDENT 

With  costs  and  casualties 
rising,  he's  facing  pressure  on 
three  key  fronts: 


all-time  low  of  40%,  and  his  party's 
once-huge  lead  on  foreign  policy  has 
dwindled.  Meanwhile,  without  substan- 
tial international  help,  the  occupation's 
cost  could  send  the  U.  S.  budget  deficit 
spiraling  past  $500  biUion  in  2004  and 
threaten  GOP  plans  for  future  tax  cuts.  If 
the  red  ink  persists,  rising  interest  rates 
could  jeopardize  future  growth. 

The  depth  of  the  problem  became 
clear  on  Sept.  7,  when  the  President 
asked  Congress  for  $87  billion,  including 
$51  billion  for  military  operations  in  Iraq 
and  $11  billion  for  Afghanistan.  Recon- 
struction would  get  an  additional  $20  bil- 
Uon.  That  amounts  to  an  11%  hike  in 
discretionary  spending.  Federal  spend- 
ing next  year  would  be  nearly  20.5%  of 
U.  S.  gross  domestic  product,  the  highest 
in  a  decade,  while  tax  revenues  will  fall 
to  barely  16%,  the  lowest  level  in  50 
years.  Says  Robert  L.  Bixby,  executive 
director  of  the  Concord  Coalition,  a  budg- 
et-watchdog group:  "The  Administration 
is  pursuing  a  big-government  agenda  but 
is  unwilling  to  pay  for  it." 

Indeed,  investors  are  growing  wary 
of  deficits  nearing  5%  of  GDP.  While  in- 
terest rates  have  not  yet  reacted,  "the 
markets  are  getting  more  concerned," 
says  Banc  of  America  Securities'  strate- 
gist Gerald  B.  Lucas. 

Of  course,  if  the  U.  S.  can  extricate  it- 
self from  Iraq  quickly,  the  fiscal  fallout 
would  be  limited.  The  bond  market  is 


not  likely  to  drive  up  rates  much  to  fi- 
nance a  temporary  expense — especially 
when  there  is  little  private  demand  for 
capital.  But  if  the  U.  S.  is  still  stuck  in 
Iraq  as  the  economy  takes  off,  and  com- 
panies start  competing  with  the  Trea- 
sury for  cash,  the  crunch  would  drive  up 
rates  and  could  vmderraine  the  recovery. 

While  it  is  impossible  to  know  how 
long  the  U.  S.  mission  will  last,  defense 
experts  have  several  scenarios — from 
expensive  to  v^dldly  expensive.  The  U.  S. 
now  has  180,000  troops  in  and  around 
Iraq,  according  to  the  Congressional 
Budget  Office.  The  CBO  estimates  that 
67,000  troops  would  cost  $14  billion  an- 
nually. Steven  M.  Kosiak,  director  of 
budget  studies  at  the  Center  for  Strate- 
gic &  Budgetary  Assessments,  projects 
the  five-year  cost  of  a  90,000-strong  oc- 
cupation at  $105  billion.  Bush's  request 
"could  just  be  the  first  of  many  install- 
ments," says  Representative  John  M. 
Spratt  Jr.  (D-S.  C),  top  Democrat  on 
the  House  Budget  Committee. 

The  costs  of  rebuilding  Iraq  are  even 
more  imcertain.  The  White  House  con- 
cedes the  tab  might  be  $75  bilUon,  but 
Kosiak  says  it  could  top  $100  biUion 
over  five  years.  The  Administration  in- 
sists those  extra  costs  would  be  picked 
up  by  U.S.  allies  and  by  the  sale  of 
Iraqi  oil.  But  so  far  that  hasn't  hap- 
pened— and  it  may  never  happen. 

Despite  a  prediction  by  Deputy  De- 


ECONOMIC  POLICY 


►  New  Iraq  funding  will  in- 
crease discretionary  spend- 
ing by  over  11%  in  fiscal 
2004,  on  top  of  a  4%  jump 
for  other  government  pro- 
grams. Such  hikes  will 
make  it  harder  for  Congress 
to  boost  spending  on  popu- 


lar domestic  programs,  such 
as  education. 

►  Paying  the  Iraq  tab  also 
will  limit  the  ability  of  Bush 
and  the  GOP  to  enact  other 
tax  cuts  on  the  White  House 
wish  list,  including  breaks 
for  business. 


POLITICS 


DIPLOMACY 


►  The  President's  approval 
rating  for  his  handling  of 
foreign  policy  has  plunged 
to  40%,  and  with  it  the 
number  of  Americans  who 
say  that  Bush  deserves  a 
second  term. 


►  Bush's  perceived  vulnera- 
blity  has  prompted  Democ- 
ratic Presidential  candi- 
dates to  start  attacking  the 
President's  competence  in 
handling  national  security — 
normally  a  GOP  strength. 


►  The  Bush  team  is  hoping 
other  nations  will  lighten 
America's  Iraq  burden  by 
sending  money  and  troops 
to  Baghdad.  But  some  allies 
are  demanding  a  greater  po- 
litical say  for  the  U.  N. 


►  As  part  of  the  effort  to  get 
allies  to  ante  up,  the  U.  S. 
transitional  authority  in  Iraq 
may  have  to  offer  more  con- 
tracts to  foreign  firms — con- 
tracts that  so  far  have  gone 
mostly  to  U.  S.  companies. 
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fense  Secretary  Paul  D.  Wolfowitz  that 
Iraq  could  produce  up  to  $100  billion  in 
oil  revenues  over  the  next  two  or  three 
years,  expectations  have  been  sharply 
lowered  because  of  sabotage  and  the 
decrepit  state  of  Iraq's  oil  infrastruc- 
ture. Now,  White  House  aides  figure 
the  oil  fields  will  generate  just  $12  bil- 
lion in  '04  and  $20  billion  each  in  '05 
and  in  '06.  But  private  analysts  say  the 
take  is  likely  to  be  lower.  An  ongoing 
deployment  of  about  60,000  troops  and 
an  annual  reconstruction  bill  of  $20  bil- 
lion could  saddle  the  U.S.  with  an  an- 
nual Iraq  tab  of  $30  bilhon  after  2004, 
even  allowing  for  modest  assistance 
from  other  nations. 

Such  costs  add  to  an  already  soaring 


deficit.  Instead  of  the  10-year  surplus 
of  $5.6  triUion  that  Washington  antici- 
pated two  years  ago,  Goldman,  Sachs 
&  Co.  now  estimates  the  nation  faces  a 
$5.5  trilMon  deficit  in  the  decade  2004-13. 

That  means  rough  going  for  tax-cut- 
ters and  big  spenders.  Republicans  have 
a  long  list  of  new  tax  cuts,  including 
new  business  tax  breaks,  efforts  to 
make  the  '01  and  '03  cuts  permanent, 
and  new  incentives  for  savers  and  indi- 
vidual piirchasers  of  health  insurance." 
Business  breaks,  which  included  corpo- 
rate rate  cuts  and  investment  incen- 
tives, were  a  top  priority  of  many  busi- 
ness lobbyists.  Now,  worries  one, 
"there's  just  no  way." 

At  the  same  time,  bigger  deficits 
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make  it  tougher  for  lawmakers  to  spend|itii 
freely.  A  big  highway  bill,  for  example 
win  be  delayed  at  least  until  next  year, 
when  backers  hope  the  outlook  will 
brighten.  And  a  $400  billion  Medicare 
drug  benefit  also  faces  opposition  fi*om 
conservatives  who  question  a  new  enti- 
tlement at  a  time  of  fiscal  stress. 

The  Administration  prefers  another 
course:  help  from  afar  in  the  form  of 
new  U.  N.  resolution  that  provides  more 
peacekeepers  and  cash  assistance  to 
Iraq.  Secretary  of  State  Colin  L.  Powell 
predicts  approval,  a  different  outcomefce; 
from  the  spring,  when  the  Security  nvK 
Council  rejected  a  U.S.  pitch  for  help  [i 
before  the  invasion.  The  difference, 
told  BusinessWeek:  "We're  not  talking 
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COLIN  POWELL: 
ON  IRAQ.  BUSH.  AND  HIS  JOB 


After  interventions  in  Afghanistan 
and  Iraq,  U.  S.  combat  troops  are 
stretched  thin  and  Washington's 
^military  options  are  grovnng  lim- 
ited. That  means  President  Bush  urill 
he  relying  more  in  coming  days  on  his 
Secretary  of  State,  retired  U.  S.  Army 
General  Colin  L.  Powell,  to  steer  for- 
eign policy. 

Powell  has  frequently  tilted  against 
Administration  superhawks  and  now 
finds  himself  with  an  unenviable  mis- 
sion: extricating  his  boss  from,  the 
seeming  morass  in  Iraq  by  involving 
the  same  U.  N.  that  the  hard-liners  once 
scorned — and  the  same  allies  who  were 
offended  by  Bu^sh's  go-it-alone  charge 
into  Iraq's  treacherous  sands. 

The  Administration's  shift  toward 
more  nuanced  diplomacy  is  well  under 
way — and  marks  another  high  point  in 
Powell's  up-and-down  stint  at  Foggy 
Bottom.  Powell  &  Co.  are  trying  to 
drum,  up  support  for  another  U.  N.  res- 
olution on  Iraq.  U.  S.  diplomats  are  in 
the  midst  of  tough  talks  over  North  Ko- 
rea's nuclear  arms.  The  U.  S.  is  orches- 
trating growing  international  pressure 
against  Iran's  nuclear  program.  And 
the  deteriorating  situation  in  the  Mid- 
dle East  demands  deft  diplomacy. 

On  Sept.  9,  tlie  Secretary  of  State  sat 
down  with  BusinessWeek  Washington 
Bureau  Chief  Lee  Walczak  and  Chief 
Diplomatic  Correspondent  Stan  Crock 
and  sounded  a  confident  note  in  the  face 
of  scmve  stiff  foreign  policy  challenges. 


Many  people  view  the  President's  decision 
to  seek  more  U.N.  help  in  Iraq  as  a 
major  policy  shift.  You  don't? 

It's  more  evolutionary  than  a  shift 

We  had  a  Madrid  conference  coming  up 
next  month  for  donors.  So  it  seemed 
appropriate  to  go  for  a  more  compre- 
hensive resolution.  And  frankly,  we 
were  getting  pressed  on  a  number  of 
fronts  to  internationalize  [the  Iraq  ef- 
fort] more.  We  were  working  in  that  di- 
rection, and  then  we  had  the  [U.  N. 
Baghdad  headquarters]  bombing  on  the 
19th  of  August.  That  kind  of  said: 
"Let's  get  going  with  this." 

What  does  the  U.S.  hope  to  gain  from  an 
expanded  U.N.  presence? 

The  most  important  thing  we  can  get 
[is  recognition  that]  the  war  is  now  be- 
hind us,  [that]  there's  pohtical  support 

for  reconstruction If  you  measure  it 

in  terms  of  troops,  there's  a  limit  to 
how  many  could  be  made  available  for 
peacekeeping.  And  it's  not  going  to  re- 
sult in  "we  will  match  your  $87  bilhon 
supplemental  request."  But  it  will  cer- 
tainly make  it  easier  for  those  nations 
with  the  wherewithal  to  contribute 
troops  or  to  give  money  to  do  so. 

Some  war  foes  are  gloating  about  the 
U.S.'s  need  to  ask  for  the  U.N.'s  help  at 
this  point.  Your  reaction? 

They'd  better  not  gloat  too  soon. 
There  are  a  lot  of  good  things  going  on 
that  simply  don't  get  reported.  [The 


stor>'  is]  not  as  good  as  a  [bomb]  g 
off  under  a  Humvee.  But  up  in  the  [If)! 
northern  section,  things  are  going 
swimmingly.  In  the  south,  the  Briti[j()i 
have  done  a  good  job.  The  tough  a; 
the  so-called  triangle,  and  there  ar<  kj; 
Iraqis  who  are  destroying  their  ow  j ; 
country.  They're  neither  Baathists,  ^^r 
dayeen,  nor  terrorists.  They're  pec 
steaUng  copper.  And  as  soon  as  we  tj,. 
the  economy  going . . .  that  will  pass  u^j 

Will  we  have  to  cut  foreign  companie  re 
on  some  Iraqi  reconstruction  contract  j|^, 
a  condition  of  new  aid?  ,  i 

There  are  going  to  be  enough      j^j 
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ibout  going  to  war.  We're  talking  about 
joing  to  peace." 

Analysts  agreff  a  deal  can  be  cut — 
'dth  U.S.  concessions.  "The  diplomatic 
>rocess  is  now  going  in  the  right  direc- 
ion,"  says  Karsten  D.  Voigt,  a  senior  of- 
tcial  in  the  German  Foreign  Ministry. 
Vhile  there  is  httle  dispute  over  U.S. 
ontrol  of  military  operations,  the  U.  N. 
vants  a  political  role  in  Iraq — and  other 
ountries  want  a  share  of  reconstruc- 
ion  contracts,  which  have  been  an 
American  preserve. 

Washington  has  O.K.'d  Security 
Council  review  of  any  blueprint  for  a 
ijolitical  transition,  but  Europeans  may 
jress  further  by  seeking  a  U.  N.-ap- 
sroved  civilian  overseer.  The  White 
iouse  insists  that  U.S.  proconsul  L. 
'aul  Bremer  III  must  stay  in  charge. 
!  America  sees  him  as  the  last  hope  be- 


tween them  and  complete  chaos,"  says 
Frangois  Heisbourg,  head  of  the  Foun- 
dation for  Strategic  Research  in  Paris. 
"This  could  be  a  very  sticky  point." 

Even  if  a  deal  is  reached,  the  Penta- 
gon isn't  counting  on  a  lot  of  help  from 
abroad.  ^\^th  few  infantrymen  available 
from  Europe,  the  U.S.  hopes  to  enhst 
Islamic  nations  such  as  Pakistan  and 
IVu-key,  as  well  as  India.  And  the  cash 
contributions  are  Ukely  to  be  just  a  few 
billion  dollars — a  fraction  of  the  money 
collected  for  Desert  Storm. 

There's  no  question  that  the  deterio- 
rating Iraq  situation  is  starting  to  dam- 
age President  Bush  at  home.  A  Sept.  3- 
5  Zogby  Poll  found  just  40%  of 
Americans  believe  he  deserves  reelec- 
tion— down  from  49%  in  June.  Continu- 
ing bloodshed  in  Iraq  "has  the  capacity 
to  make  foreign  policy  a  liability  to  Bush 


rather  than  a  great  strength,"  says  Co- 
lumbia University  historian  Alan  Brink- 
ley.  "The  impact  has  been  significant, 
but  not  irreparable." 

By  finally  confronting  the  financial 
costs  of  the  Iraq  war.  President  Bush 
has  taken  a  first  step  to  repair  the  dam- 
age done  to  both  the  country's  interna- 
tional prestige  and  his  own  political 
stature.  He  still  has  14  months  to  sta- 
bilize Iraq  before  facing  the  voters,  and 
a  strengthening  economy  also  could  help 
restore  his  luster.  But  if  the  President 
and  his  advisers  have  learned  one  thing 
about  Iraq  since  the  war's  end,  it's  that 
predictions  are  guesses  at  best  and  that 
more  nasty  surprises  may  lie  ahead. 

By  Richard  S.  Dunham,  Howard 
Gleckman,  and  Stan  Crock  in  Wash- 
ington, ivith  John  Rossant  in  Paris  and 
Jack  Eiving  in  Frankfurt 


body  in  to  replace  Bre- 
mer?" Some  say  we 
need  an  immediate 
turnover  [of  power]  to 
the  Iraqis.  I  would  love 
to  have  an  immediate 
turnover  But  the  Iraqis 
aren't  ready. 

Our  military  is  now 
stretched  pretty  thin.  Has 
the  use  of  force  in  Iraq 
made  diplomacy  easier  in 
disputes  with  nations  such 
as  Iran  and  North  Korea — 
by  demonstrating  U.S.  re- 
solve— or  has  it  made  it 
harder? 

Obviously,  the  more 
places  we're  involved  in, 
the  fewer  forces  are 
available  to  go  some- 
where else.  But  the  way 
the  President  sees  it,  he 
doesn't  really  have  to 
think  right  now  about  a 


thing  if  it  can  be  avoided  —  We 
haven't  done  a  bad  job  in  bringing  Eu- 
rope together  [in  support  of  U.  S.  policy 
on  Iraq],  but  we  still  have  a  problem 
with  the  public  because  they  have 
bought  into  this  caricature  [of  the  U.  S.]. 

And  the  real  picture  is...? 

Look  at  what  the  President  actually 
has  done.  He's  improved  relations  with 
China  and  Russia.  We  got  the  Balkan 
states  added  to  NATO  without  causing 
Russia  to  go  nuts.  We  got  Russia  added 
to  the  NATO  family.  This  isn't  the  action 
of  a  swaggering  bully —  The  President 
speaks  in  a  direct  manner  with  a  very 
direct  approach  that  is  refreshing  but 
sometimes  does  not  meet  European 
standards  of  intellectual  mumbling. 

How  does  the  caricature  apply  to  you? 

The  caricature  is  that  I'm  in  a  con- 
stant battle  with  everybody.  I'm  either 
going  to  get  fired  next  week  or  quit 
next  week Sure,  there's  internal  de- 
bate. And  it's  no  secret  that  my  views 


H  Some  say  we  need  an  immediate 
lover  [of  power]  to  the  Iraqis.  I  would  love  to  have  an  immediate 
nover.  But  the  Iraqis  aren't  ready  11  ~  colin  l  powell,  secretary  of  state 


i.cts  for  any  nation  that  is  com- 
i  to  this  effort  to  get  a  piece  of 
tion. 

I 

bout  the  idea  of  a  U.N.  proconsul 
jme  supervision  of  Iraq  from 
)n  honcho  L.  Paul  Bremer? 

re  the  ones  who  have  paid  the 
al,  economic,  and  military  price  to 
. .  How  can  you  imagine  that  we 
suddenly  say:  "Please  send  some- 


military  option  in  North  Korea  because 
he  has  good  diplomatic  options.  There 
are  diplomatic  options  with  North  Ko- 
rea and  diplomatic  options  with  Iran. 

Many  Europeans  are  worried  that,  after 
Iraq,  the  U.S.  could  again  use  force 
against  its  foes.  Idle  fears? 

A  lot  of  this  is  overwrought.  The 
same  opinion-makers  in  Europe  don't 
ever  want  to  use  force  hardly  for  any- 


tend  to  be  more  moderate  than  some  of 
my  colleagues.  But  the  President  knew 
that  when  he  hired  me.  I  always  meas- 
ure not  the  daily  line,  but  who  crosses 
the  finish  line.  The  fact  of  the  matter  is 
that  the  only  one  whose  foreign  policy 
counts,  decision  counts,  and  whose  phi- 
losophy counts  at  the  end  of  the  day  is 
the  President.  I  feel  quite  satisfied  with 
the  advice  that  I  and  this  department 
have  given  him.  ■ 
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By  Bruce  Nussbaum 


IRAO:  HARD  LESSONS 
AND  HOW  TO  USE  THEM 


War  enacts  its  own  reality.  President  George 
W.  Bush  confronted  that  fact  in  his  speech 
when  he  acknowledged  that  the  American 
occupation  of  Iraq  was  not  going  according  to 
plan.  He  admitted  that  the  pacification  and 
rebuilding  of  postwar  Iraq  was  going  to  cost 
more,  take  longer,  and  require  the  help  of  the  U.  N.  To 
Congress  and  the  pubUc  at  large,  who  were  told  that 
American  troops  would  be  welcomed  with  flowers,  that 
Iraq's  reconstruction  would  be  paid  for  by  Iraqi  oil,  and 
that  most  U.S.  troops  would 
be  coming  home  very  soon 
after  victory,  it  was  a  sober- 
ing message. 

The  President  is  absolutely 
right  in  saying  the  U.  S.  must 
not  retreat  from  the  task  of 
making  Iraq  into  a  stable, 
safe,  and  secular  country. 
Weakness  and  failure  wiU 
only  embolden  extremists. 
But  to  win  the  battle  against 
terrorism  now  reqiiires  an 
honest  dialogue  about  w^hat 
went  wTong  and  what  should 
be  done  going  forward.  W^th 
terrorists  pouring  into  Iraq, 
the  Tahban  resurgent  in 
Afghanistan,  and  Osama  bin 
Laden  and  Saddam  Hussein 
still  at  large,  the  U.  S.  faces 
the  task  of  making  America 
safer  with  fewer  old  friends 
and  more  new  enemies.  The 
level  of  anti- Americanism 
around  the  world  has  never 
been  higher. 

The  next  six  to  nine 
months  are  crucial.  Unless 
the  U.  S.  floods  Iraq  with 
more  troops  to  secure  it  and 
bilKons  more  dollars  to  re- 
build it,  the  country  could 
devolve  into  a  killing  ground 
for  America,  sapping  its  eco- 
nomic and  military  strength. 
But  to  prevail,  the  country 

has  to  understand  the  lessons  learned  since  the  invasion. 
Here  are  some  of  them. 

■  A  foreign  policy  of  unilateralism  didn't  work,  even  for  a 
superpower  such  as  the  U.S.  The  failure  of  diplomacy  with 
Turkey  hurt  the  postwar  military  effort  by  preventing  the 
Pentagon  from  sending  troops  quickly  fi'om  the  north  into 


TOP  GUN:  Winning  the  peace  is  tougher  than  winning  the  war 


the  Sunni/Saddam  heartland  of  Iraq.  That  helped  Saddam  to 
remain  free,  regroup  his  Baathist  ranks,  attract  outside  ter- 
rorists, and  kill  U.  S.  troops.  France  certainly  made  it  diffi- 
cult for  the  U.  S.  to  win  a  Security  Council  vote  for  r^ime 
change  in  Iraq.  Yet  the  U.  S.  w^as  unable  even  to  get  old 
friends  such  as  Mexico,  Chile,  Turkey,  or  Germany  to  sup- 
port it.  China  and  Russia  refused  as  well.  The  decision  to 
invade  without  the  U.  N.  mandate  is  now  imdermining  the 
effort  to  enlist  India,  France,  Turkey,  and  Pakistan  to  send 
tens  of  thousands  of  soldiers  to  reinforce  and  reUeve  U.  S. 

troops.  They  still  insist  on  a 
multilateral  U.N.  umbrella. 

■  The  doctrine  of  preemp- 
tion was  discredited  by  an 
enormous  failure  of  intelli- 
gence. Weapons  of  mass  de- 
struction have  yet  to  be 
foimd,  although  both  the 
Clinton  and  Bush  Adminis- 
trations believed  they  were 
there.  No  evidence  of  Sad- 
dam being  behind  Septem- 
ber 11  has  surfaced,  even 
though  polls  show  that  most 
Americans  believe  he  was. 
In  the  aftermath  of  Septem- 
ber 11,  the  U.S.  embarked 
on  a  new  foreign  policj'  of 
preemption.  It  meant  invad- 
ing countries  even  if  they 
posed  only  a  credible  threat 
to  the  U.  S.,  not  an  actual, 
imminent  one.  It  was  war 
by  choice  and  required  ex- 
cellent intelligence  to  work. 
That  intelligence  was  lack- 
ing in  the  decision  to  wage 
war  in  Iraq.  The  burden  of 
proof  will  be  much  heavier 
for  future  conflicts. 

■  The  Rumsfeld  military 
doctrine  lost  credibility.  The 
theory  of  transforming  the 
U.  S.  mihtary  into  a  smaller, 
more  mobile,  and  more  tech- 
nologically lethal  force  ap- 
pears deficient  in  Iraq.  Dur- 
ing the  war  itself,  a  larger  invading  force  might  have 
subdued  Saddam's  areas  of  support  before  they  had  time  to 
organize.  Postwar,  a  much  larger  occupation  force  than  is 
currently  on  the  ground  is  needed  to  provide  security.  How 
you  win  the  war  and  how  you  police  the  peace  afterward 
are  as  important  as  winning.  Indeed,  there  is  a  danger  of 
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BEFORE  YOU  DIVE  BACK  INTO  THE  MARKET, 

GET  THREE  FREE 
EQUITY  SNAPSHOT  REPORTS 

TO  HELP  YOU  TEST  THE  WATERS. 


TM 


CALL  TODAY  TO  ORDER  YOUR  CHARLES  SCHWAB 
EQUITY  SNAPSHOT  REPORTS  AND  GET  AN  UNBIASED  LOOK  AT  YOUR  STOCKS. 
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reading  too  much  into  the  Iraq  victory,  which  is  being  pub- 
licized by  military  "transformationalists"  as  proof  of  their 
doctrine.  There  was  no  test  of  it.  Saddam's  army  didn't 
fight,  instead  dissolving  in  the  face  of  U.  S.  forces  to  re- 
group as  guerrillas.  BattUng  guerrillas  takes  more  troops, 
not  fewer  of  them.  Yet  when  then-U.  S.  Army  Chief  of 
Staff  Eric  Shinseki  testified  that  it  would  take  250,000  to 
500,000  troops  to  secure  Iraq  based  on  experience  in 
Bosnia  and  Kosovo,  he  was  quickly  rebuked  by  Deputy  De- 
fense Secretary  Paul  D.  Wolfowatz. 

The  truth  is  that  U.  S.  can't  sustain  the  troops  it  has  in 
Iraq.  A  Congressional  Budget  Office  report  said  that  the 
U.  S.  may  have  to  cut  its  140,000  troops  there  in  half  by 
the  spring  if  the  country  is  to  remain  prepared  for  conflict 
in  North  Korea.  The  commanders  on  the  ground  in  Iraq 
understand  that.  They  recently  took  the  unusual  step  of 
bypassing  Defense  Secretary  Donald  Rumsfeld  to  join  with 
Secretary  of  State  (and  for- 
mer chairman  of  the  Joint  

Chiefs  of  Staff)  Colin  Powell 
in  asking  President  Bush  to 
go  back  to  the  U.  N.  for  a  new 
mandate  that  would  get  for- 
eign troops  into  Iraq.  It's 
clear  the  U.  S.  military  wants 
a  multilateral  occupation. 

■  The  cost  of  the  war  to 
American  taxpayers  was  vastly 
underestimated.  Pentagon  offi- 
cials assumed  that  a  quick  vic- 
tory by  "decapitating"  the 

army  and  the  Baathist  biireaucracy  would  leave  a  function- 
ing society  in  place.  They  planned  for  refugees,  but  not  for 
looting.  Ajid  they  said  Iraq's  huge  oil  reserves  would  pay 
for  nearly  everything. 

Facing  a  different  reaUty,  President  Bush  has  called  for 
$87  billion  in  emergency  spending  for  Iraq  and  Afghanistan 
next  year,  a  sum  more  than  twice  what  Washington  spends 
on  K-12  education.  And  this  is  on  top  of  $79  billion  previ- 
ously approved  by  Congress.  It  appears  that  it  is  far  cheap- 
er to  fight  a  multilateral  war  than  a  unilateral  one.  Ameri- 
ca's unilateral  foreign  poUcy  means  the  U.  S.  must  foot  the 
entire  bill  in  Iraq  unless  it  can  belatedly  persuade  Europe 
and  Asia  to  share  the  burden.  In  the  first  Gulf  War,  U.  S. 
taxpayers  shouldered  only  7.6%  of  the  total  cost.  Continued 
expenditures  on  Iraq  will  contribute  to  huge  budget  deficits 
for  years  to  come,  threatening  future  tax  cuts  and  domestic 
programs  such  as  the  Medicare  drug  entitlement  and  per- 
haps fueUng  higher  interest  rates.  Already,  the  federal 
deficit  is  approaching  5%  of  gross  domestic  product. 

■  The  domino  effect  of  removing  Saddam  has  not  oc- 
curred. Getting  rid  of  him  was  supposed  to  clear  the  way 
for  a  new  road  map  for  peace  between  IsraeKs  and  Pales- 
tinians. It  hasn't.  It  was  supposed  to  scare  North  Korea 
into  freezing  its  program  of  building  nuclear  weapons.  It 
hasn't.  It  was  supposed  to  curb  terrorism  in  the  region.  It 
clearly  has  had  the  opposite  effect:  Before  the  war,  Iraq 
was  not  a  hotbed  of  terrorism.  Postwar,  it  is.  We  created 
what  we  said  we  wanted  to  prevent. 

What  is  to  be  done?  Rebuilding  Iraq  is  now  all  the  more 
important.  Short  term,  the  U.  S.  must  get  a  large  number  of 
foreign  troops  onto  the  streets  of  Baghdad  fast.  We  don't 
have  the  time — or  the  desire — to  increase  our  own  army 
fast  enough  to  do  what  is  needed  in  Iraq.  This  irrefutable 
logic  requires  Washington  to  make  a  deal  in  the  U.N.  to 
share  decision-making  in  Iraq  with  France,  Russia,  and  oth- 


The  U.  S.  must  not  retreat 

from  rebuilding  Iraq,  but  it  is 

paying  a  high  price  for  pursuing 

a  unilateral  foreign  policy. 
That  approach  may  now  change 


er  members  of  the  Security  Council.  The  job  of  pohcing  the 
streets  should  be  given  to  others  while  American  troops  un 
der  U.  S.  command  battle  terrorists  and  Saddam  holdouts, 
deal  won't  be  easy.  But  it  can  be  done.  European  companies 
will  have  to  get  a  piece  of  the  reconstruction  pie.  The  U.  S. 
workedvwith  nato  and  the  U.  N.  in  the  first  Gulf  War,  the 
Balkans,  and  Afghanistan.  To  stop  Iraq  from  becoming  an- 
other lawless  magnet  for  terrorists,  it  must  do  so  again. 
Long  term,  the  U.S.,  Europe,  and  Asia  must  shape  a 
new  post-Cold  War  consensus  on  foreign  poUcy.  The  central 
questions  of  the  day  are:  When  does  a  state  lose  its  sover- 
eignty, and  who  decides  when  a  country  is  committing  ac- 
tions that  warrant  intervention?  President  Bush  is  correct 
in  saying  that  the  rise  of  terrorism  and  the  proUferation  of 
weapons  of  mass  destruction  change  the  rules  of  the  game. 
But  what  are  the  new  rules?  Richard  Haass,  director  of 
policy  planning  at  the  State  Dept.  under  Colin  Powell  from 

March,  2001,  to  June,  2003, 

and  now  president  of  the 

Council  on  Foreign  Relations, 
writes  in  the  summer/fall  2001 
issue  of  the  Georgetown  Jour 
nal  of  biteniatio7ial  Affairs 
that  states  should  lose  their 
sovereignty  when  they  harborj 
terrorists,  commit  acts  of  ter- 
rorism themselves,  or  threat- 
en global  security.  He  doesn't 
believe  "promoting  political  or] 
economic  reforms  warrants 
armed  intervention."  With 
what  we  now  know  about  w^Ds  in  Iraq,  war  would  not 
have  been  warranted  under  Haass'  code  of  preemption. 

Under  British  Prime  Minister  Tony  Blair's  code,  it 
would  have.  In  a  1999  speech  in  Chicago,  Blair  said  that 
preemption  is  legitimate  to  stop  the  proliferation  of  wmds, 
the  spread  of  terrorism,  and  genocide  or  ethnic  cleansing. 
He  also  said  preemption  might  be  necessary  to  end  brutal 
dictatorships  and  promote  democratic  values.  However  one 
decides,  these  criteria  provide  the  basis  for  an  internation- 
al consensus  for  a  new  post-Cold  War  foreign  pohcy. 

There  is  also  room  for  rebuilding  the  multilateral  institu- 
tions to  enforce  that  new  foreign  policy.  President  Bush  h; 
said  for  some  time  that  the  old  security  arrangements  don't] 
work  in  a  world  of  terrorism  and  W^IDS.  NATO  is  already 
taking  on  new  post-Cold  War  roles  in  the  Balkans  and 
Afghanistan.  Now,  U.  N.  Secretary  General  Kofi  Annan  is 
suggesting  that  the  U.  N.  needs  to  be  reformed,  especially 
the  Security  Council.  Expanding  the  council  to  include  In- 
dia, Japan,  and  Brazil  and  ending  the  single-  member  veto 
to  allow  majority  voting  would  make  the  U.  N.  a  far  more 
credible  and  efficient  multilateral  organization.  The  U.  N. 
has  shed  blood  in  Baghdad.  It  has  become  a  target.  This 
puts  the  multilateral  institution  on  the  same  side  as  Ameri- 
ca in  the  global  war  against  terrorism. 

President  Bush,  who  likes  to  make  bold  moves,  should 
lead  the  way  in  reintegrating  America  into  the  fabric  of  the 
global  community.  He  has  shown  leadership  in  bringing  the 
Eastern  European  nations  into  nato,  expanding  foreign  aid, 
and  boosting  money  for  AIDS  in  Africa.  His  next  task 
should  be  to  take  foreign  policy  away  from  the  failed  uni- 
lateralist ideologues  in  his  Cabinet  and  return  it  to  the  in- 
ternationalists. It  may  be  the  only  way  to  save  Iraq  and 
reassert  U.  S.  influence  around  the  globe. 

Nussbaum  is  editorial  page  editor.l 
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THE  ECONOMY 


READY  TO  SAY 
HELP  WANTED? 

Surging  demand  should  spur  a  second-half  spike  in  hiring 


In  almost  every  respect,  recent  news 
on  the  economy  has  been  the  best  in 
years.  So  where  are  the  jobs?  The 
unexpected  loss  of  93,000  payroll  slots 
in  August,  on  top  of  the  49,000  drop  in 
July,  was  a  shocker,  especially  in  an 
economy  that  is  showing  signs  of  picking 
up  powerfully  in  the  third  quarter. 

Take  heart,  though.  The  second  half 
is  shaping  up  to  be  a  whole  new  ball 
game.  The  breadth  of  the  good  news — 
from  strong  back-to-school  shopping  to 
the  rallying  stock  market  to  a  long- 
awaited  pickup  in  capital  spending — in- 
dicates that  the  economy  is  set  to  motor 
into  2004.  This  sustained  surge  in  over- 
all demand  is  why  businesses  will  have 
no  choice  but  to  hang  out  "Help  Want- 
ed" signs  soon.  "Recent  strength  sug- 
gests that  August's  drop  in  payrolls  will 
be  much  more  than  reversed  by  year's 
end,"  says  John  Lonski,  chief  economist 
at  Moody's  Investors  Service. 

What's  changed?  To  date,  the  major 
drag  on  new  hiring  has  been  sluggish 
growth.  Since  the  recession  ended  in 
late-2001,  output  has  been  rising  at  an 
annual  rate  of  just  2.6% — too  anemic  to 
offset  the  jobs  lost  to  efficiency  gains, 
more  outsourcing,  and  greater  use  of 
temps.  But  now,  as  the  recovery  broad- 
ens and  reanimates  stiU-dormant  areas  of 
the  economy,  growth  in  the  second  half 
is  likely  to  hit  4%  to  5%.  That's  just  the 
sort  of  spurt  Corporate  America  needs 
to  start  hiring  again. 

It  won't  become  a  jobs  bonanza, 
though,  at  least  not  before  yearend.  This 
quarter,  companies  are  still  wringing 
every  bit  of  productivity  they  can  from 
their  existing  workforces.  Many  econo- 
mists are  expecting  the  second  quarter's 
stellar  6.8%  productivity  advance  to  be 
repeated  in  the  third.  These  huge  leaps 
will  moderate,  however,  since  efficiency 
always  spikes  up  in  the  early  stages  of 
an  upturn  as  companies  start  to  hike 
output  ■without  hiring  new  workers.  But 
once  demand  really  takes  off,  companies 
have  to  bring  on  new  staff. 

In  fact,  productivity  gains  are  key  to 
the  economy's  rejuvenation  and  more 


jobs.  Until  recently,  productivity  growth 
has  been  blamed  for  the  paradoxical  mix 
of  growth  and  job  losses.  Now,  with 
growth  accelerating  smartly,  productivi- 
ty gains  should  help  both  output  and 
employment  grow.  "The  business  sec- 
tor's efficiency  drive  is  the  cure  for — 
not  the  cause  of — the  economy's  ills," 
says  John  Lipskey,  chief  economist  at 
J.  P.  Morgan  Chase  &  Co. 

Here's  how  the  productivity  payoff 
is  starting  to  show  for  both  businesses 
and  their  staff:  Third-quarter  profits  are 
likely  to  be  strong.  If  so,  businesses  wiU 
finally  have  both  the  funds  and  the  in- 
clination to  invest  in  new  gear,  soft- 
ware, and  buildings.  Capital  spending 
is  growing  even  faster  this  quarter  than 
the  second  quarter's  solid  8%  pace,  a 
three-year  high.  Given  the  historically 
tight  correlation  between  capital  out- 
lays and  hiring,  the  signs  look  clear  that 
job  growlh  will  soon  reappear.  On  the. 
consumer  side,  productivity  gains  have 
helped  businesses  lift  the  pay  of  existing 
workers  as  personal  incomes  are  boost- 
ed by  tax  cuts  and  the  spare  cash  lib- 
erated by  the  slew  of  mortgage  refi- 
nancings earlier  this  year.  All  this  is 
driving  up  demand — ^which  in  turn  leads 
to  new  jobs. 

This  chain  reaction  is  beginning  to 
become  evident  around  the  country.  In 
New  York,  the  Securities  Industry  Assn. 
thinks  it's  possible  for  staffing  by  its 
members  to  grow  4%  by  yearend,  re- 
gaining the  record  head  count  of  837,000 


JOBS:  THE  BAD  NEWS... 


THE  ECONOMY  IS  GROWING.  BUT  THERE'S 
LESS  WORK  TO  GO  AROUND... 


...AND  MANY  JOBS  ARE 
GONE  FOREVER 


GDP  GROWTH 
TOTAL  WORK 
HOURS 
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NOV  '01 
A  PERCENT  OF  THE  UNEMPLOYED 


Data:  Labor  Dept..  National  Federation  of  Independent  Businesses,  BusinessWeek 
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GRAND  CENTRAL:  set  in  2000.  Medical- 
The  securities  device  maker  Boston 
biz  is  set  to  near  Scientific  Corp.  plans 
its  2000  head  to  add  1,400  new  slots 

count  this  year.  And  defense 

giant  Raytheon  Co.  in 

Lexington,  Mass.,  expects  to  hire  as 
many  as  3,500  workers  this  year,  up 
some  25%  from  last  year's  additions. 
And  among  small  businesses,  hiring  in- 
tentions in  August  bounced  up  to  the 
highest  level  in  a  year,  says  the  Nation- 
al Federation  of  Independent  Business. 
Even  executives  in  the  long-stalled 
tech  industry  are  beginning  to  look  for 
new  staff.  "I'm  optimistic  about  tech 
hiring  and  investment,"  says  Michael 
Jordan,  CEO  of  Electronic  Data  Systems 
Corp.,  the  Piano  (Tex.)  information-tech- 
nology services  company.  In  Vernon 
Hills,  111.,  computer  reseller  CDW  Corp. 
recently  announced  that  it  wiU  lift  hiring 
11%  by  adding  150  workers  in  the  sec- 
ond half,  and  it's  set  to  add  more  in 
2004.  Genentech  Inc., 
the  San  Francisco- 
based  biotech  leader, 
has  hired  1,090  people 
and  is  looking  to  add 
200  more  by  yearend. 
This  represents  a 
much  different  attitude 
for  American  busi- 
nesses from  that  of  a 
few  months  ago,  but 
the  enthusiasm  is  still 

spotty.    "We    expect  

pretty  good  growth," 
says  Gene  Hodges,  president  of  Net- 
work Associates  Inc.  in  Santa  Clara, 
Calif.,  a  maker  of  antivirus  software. 
"But  we  have  to  hold  expenses."  And 
while  temp  employment — a  reliable  pre- 
dictor of  ftiture  full-time  employment — 
has  risen  for  four  months  in  a  row,  Jef- 
frey Joerres,  CEO  of  Milwaukee-based 
Manpower  Inc.,  the  nation's  largest 
temp  firm,  says:  "I'm  more  confident 
now  than  two  months  ago,  but  I'm  still 
on  guard." 

Companies  can  afford  to  be  cautious 
in  the  early  stages  of  growth  because 
it's  easier  than  ever  for  them  to  grow 
without  adding  staff.  Unlike  labor  mar- 
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...AND  SOME  GOOD  NEWS 

SMALL  BUSINESS 
SEEMS  SET  TO  HIRE... 


...AND  SOME  WORKERS  ARE 
ALREADY  IN  DEMAND 
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JOBS  CREATED  DURING  PAST  YEAR 


kets  just  a  decade  or  so  ago,  compa- 
nies can  boost  output  first  by  outsourc- 
ing or  turning  to  temp  workers  or  by 
pumping  up  productivity  with  new  tech- 
nology. Only  when  growth  looks  like  a 
sure  thing  are  they  likely  to  add  full- 
time,  permanent  staff.  But  with  demand 
now  getting  stronger,  some  of  that  cau- 
tion will  begin  to  fade. 

Of  course,  new  jobs  may  not  be  com- 
ing back  anytime  soon  in  the  hardest-hit 
corners  of  the  economy.  Some  compa- 
nies, especially  in  manufacturing,  are 
still  concentrating  on  cost-cutting  rather 
than  expansion.  On  Sept.  10,  Interna- 
tional Paper  Co.  in  Stamford,  Conn., 
said  it  will  shed  3,000  workers,  about 
3%  of  its  workforce,  by  the  end  of  next 
year  as  part  of  its  effort  to  save  $1.5  bil- 
lion. The  same  day,  privately  held  Levi 
Strauss  &  Co.  announced  that  it  will 
trim  650  jobs,  or  5%  of  its  12,400-strong 
staff.  And  one-time  highflier  3Com 
Corp.,  the  Marlborough  (Mass.)  maker  of 
telecom  and  data  gear, 
announced  it  will  axe 
a  third  of  its  employ- 
ees, or  1,000  workers. 
Still,  given  how  lean 
Corporate  America 
has  become,  even 
struggling  companies 
may  be  forced  to  hire, 
not  fire,  if  they  want 
to  grow  again.  Trou- 
bled Qwest  Communi- 

cations   International 

Inc.  announced  last 
month  that  it's  adding  500  more  service 
reps  in  response  to  its  dead-last  ranking 
in  customer  service,  as  reported  by  J.  D. 
Power  &  Associates  Inc.  And  some  man- 
ufacturers are  finally  seeing  a  long-await- 
ed pick  up  in  demand.  In  Joplin,  Mo., 
Able  Manufacturing  &  Assembly,  a  plas- 
tic- and  metal-parts  maker,  has  started 
hiring.  As  part  of  a  new  strategy,  the 
company  is  doing  more  assembly  work 
for  its  customers.  CEO  James  Schwarz 
is  so  used  to  cutting  jobs  that  adding 
workers  feels  strange.  "It's  kind  of  dif- 
ferent," he  says. 

In  its  brief  18-month  life,  this  recov- 
ery has  been  buffeted  by  all  sorts  of 
headwinds,  from  corporate  scandals  to 
war  to  volatile  fuel  prices.  But  the  lack 
of  jobs  has  been  a  constant  bane.  Now, 
that's  set  to  change.  All  the  important 
pieces — including  stimulative  govern- 
ment policy  and  accelerating  demand — 
are  finally  in  place  to  turn  this  jobless 
recovery  into  an  upturn  that  creates 
more  paychecks  than  pink  slips. 

By  James  C.  Cooper  and  Kathleen 
Madigan  in  New  York,  with  Robert 
Bemer  and  Roger  Crockett  in  Chica- 
go, Faith  Amer  in  Boston,  Christopher 
Palmeri  and  Arlene  Weintraub  in  Los 
Angeles,  and  bureau  repoHs 
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COMMENTARY 


By  David  Welch 


A  SMALL  REPRIEVE  FOR  DETROIT.  BUT. 


Detroit  carmakers  could  certainly 
use  a  helping  hand  from  the 
United  Auto  Workers  (uaw) 
when  the  union's  labor  pacts  expire  on 
Sept.  14.  After  all,  profits  are  mighty 
skimpy  at  GM,  Ford,  and  Chrysler  as 
they  continue  to  lose  market  share  to 
foreign  rivals.  True,  the  Big  Three's 
primary  problem  is  their  inability  to 
design  hot  new  vehicles  Americans 
prefer  over  Japanese  ones.  But 
they're  also  weighed  down  by  massive 
labor  cost  disadvantages  vs.  foreign 
rivals — namely,  the  heavy  cost  of  pen- 
sions and  health  care  for  290,000  ac- 
tive workers  and  370,000  retirees. 

Anyone  expecting  Detroit  to  solve 
its  labor  problems  in  one  swoop, 
though,  will  be  disappointed.  The 
UAW  has  made  it  clear  that  it  won't 
swallow  significant  givebacks  on  ben- 
efits. So  the  industry  will  have  to 
soldier  on  with  these  huge  costs  for 
years  to  come. 

Still,  the  union  is 
painfully  aware  of 
Detroit's  situation 
and  will  likely  offer 
some  short-term  aid 
and  more  over  the 
long  haul.  It  proba- 
bly will  accept  lower 
wage  likes  than  it 
won  in  '99,  insiders 
say.  The  UAW  is  also 
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likely  to  cede  more  leeway  to  cut  jobs 
and  sell  plants,  helping  to  slice  costs 
and  narrow  the  productivity  gap  with 
rivals.  Most  of  the  long-term  work- 
force cuts  Detroit  needs  will  come 
over  time,  outside  the  framework  of 
formal  labor  pacts,  as  the  two  sides 
together  cope  with  Detroit's  sliding 
market  share.  "The  rank  and  file 
know  that  simply  avoiding  cuts  in 
benefits  and  wages  is  a  victory,"  says 
Sean  P.  McAlinden,  a  labor  economist 
at  the  Center  for  Automotive  Re- 
search in  Ann  Arbor,  Mich. 

What's  Detroit  likely  to  get?  Ford 
Motor  Co.  will  probably  receive  the 
union's  blessing  to  close  up  to  four 
plants,  and  Chrysler  will  be  allowed 
to  sell  some  parts  plants,  say  compa- 
ny and  union  officials.  In  addition, 
the  carmakers  will  now  be  able  to 
use  attrition  to  scale  back  the  work- 
force. That's  immensely  useful,  since 
nearly  half  of  the  UAW's  Big  Three 

GRAYING  OF  THE  BIG  THREE  f:^<^\:^Tr'p 


OKLAHOMA    employees  will  be  eligi- 
GM  PLANT:     ble  to  retire  by  2008. 
Reductions        Downsizing  through 
by  attrition   attrition  is  slower  than  a 
will  help        sweeping  restructuring, 

but  it's  enough  to  pro- 
vide a  powerful  jolt  to  productivity. 
Overall,  the  Big  Three  can  cut  about 
50,000  jobs  by  2007,  or  nearly  20%  of 
their  combined  workforce,  predicts 
McAlinden.  Already,  GM  has  boosted 
factory  efficiency  to  24  labor  hours 
per  vehicle — in  striking  range  of  Toy- 
ota Motor  Corp.'s  23  and  Honda  Mo- 
tor Co.'s  22.  Detroit  won't  pass  its  ri- 
vals, but  every  gain  helps  pull  down 
costs  and  offset  its  staggering  retiree 
costs.  The  companies  will  make 
progress,  but  "these  things  tend  to 
move  slowly,"  says  GM  CEO  G. 
Richard  Wagoner  Jr. 

One  example:  Union  leaders  have 
looked  the  other  way  as  GM  has 
slashed  its  hourly  workforce  since 
1999  by  21,465,  or  17%,  while  hiring 
fewer  than  5,000.  That's  a  key  reason 
why  GM  has  inched  closer  to  the 
Japanese  on  productivity.  The  cuts 
also  more  than  offset  wage  hikes  since 
1999.  Says  Morgan  Stanley  analyst 
Stephen  J.  Girsky:  "The  key  issue  is 
minimum  employment  levels  and  how 
the  imion  manages  that." 

Detroit's  task  will  be  even  easier 
if  the  UAW  accepts  lower  wage  hikes. 
Four  years  ago,  the  union  grabbed 
its  piece  of  Detroit's  soaring  profits 
with  3%  annual  pay  raises  and  4% 
boosts  to  pensions.  This  time,  man- 
agement only  wants  to  give  wage 
hikes  of  2%  or  so,  insiders  say.  "It 
will  be  a  weak  agreement  for  the 
union,"  says  McAlinden. 

What  the  UAW  won't  budge  on  is 
benefits.  There  likely  will  be  only  mi- 
nor concessions  on  health  care,  and 
GM,  which  has  the  most  retirees,  al- 
ready knew  it  wouldn't  get  pension 
relief.  Even  before  talks  began,  it 
borrowed  $14  billion  to  offset  a  $19 
billion  shortfall  in  its  pension  fund. 
The  imion  isn't  going  to  bail  out 
the  Big  Three,  though  it  has  shown 
it  will  offer  a  helping  hand.  Now,  De- 
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with  great  cars  that 
consumers  are  dying 
to  buy.  Until  that 
happens,  the  Big 
Three's  sUde  is  likely 
to  continue. 

Welch  covers  auto 
labor  from  Detroit. 
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IN  SCOTLAND,  YOU'LL  FIND  THE  SAME 

^^TURAL  RESOURCE  DEDICATED  TO  MATURING  A  FINE  WH/SKV 

IS  NOW  GOING  TOWARD  FINDING  A  CURE  FOR  CANCER. 

jT'S  CALLED  DOGGED.  BULLHEADED  DETERMINATION. 


Surgery.  Penicillin.  CAT  scans  and 
stem  cell  research.  These  are  testaments 
to  the  Scots'  irrepressible 
curiosity  and  drive  to 
improve  on  everything 
around  them.  Everything, 
that  is,  except  our  whisky. 

From  a  400-year-old 
and  painstakingly  perfect 
distillation  process  to 
breakthrough  after  scientific 
breakthrough,  one  thing  is 
certain:  determination  is  alive  in  Scotland. 

Our  scientists  are  making  history 
in  drug  discovery  and  development, 
genomics,  cardiovascular  research, 
bioelectronics   and   neuroscience. 


Dr.  Ian  Wilmut  cloned  the  first  mammal. 


Sir  Philip  Cohen  is  breaking  ground  in 


centre,  makes  ours  the  fastest-growing 


biotech  community  in  Europe. 


signal  transduction  and  cancer  treatment. 


And  Sir  David  Lane  is  also  working  to 


We're  proud.  We 


admit  it.  But  we  judge 


our  success  based  on  its 


global  impact.  That's  why 


we  established  Scottish 


Development  International. 


So  if  you're  considering 


collaboration  abroad,  call 


us  or  visit  our  Web  site. 


Find  out  how  a  resolute 


firmness  of  character  or  stubborn 


will  in  its  purest  form  has  produced 


cure  cancer  with 


the  p53  gene.  This, 
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everything  from  a 


25-year-old  scotch 


<*> 


coupled  with  a  thriving  biomanufacturing 


^v^uw.scotsinnovate .  comfbiotech 
+44  141  228  2828 


to  impossible  medical  miracles. 


©  2003  Scottish  Development  International  (SDI)  This  ad  is  distributed  by  Mullen  on  behalf  of  SOI,  Additional  information  is  available  at  the  Department  of  Justice,  Washington,  D.C. 


News:  Analysis  &  Commentary 


AIRLINES 


STILL  WAY  BELOW 
CRUISING  ALTITUDE 

Even  after  a  good  summer,  U.S.  carriers  are  struggling 


Continental  Airlines  Inc.  was  flying 
high  as  summer  ended.  With  people 
cramming  in  one  last  trip  before 
Labor  Day,  its  planes  were  fuller  than  in 
any  previous  August,  pushing  up  its  unit 
revenues  as  much  as  5%.  Coming  on  top 
of  July's  4.8%  rise,  that  was  Continental's 
best  two-month  show- 
ing since  early  2001 
and  enough  to  put  the 
airline  in  the  black  for 
the  third  quarter. 

The  summer  returns 
for  Continental  and 
other  major  carriers  of- 
fer hope  that  the  air- 
line industry  may  at 
last  be  puUing  out  of 
its  nearly  three-year 
slide.  Thanks  to  cut- 
backs in  their  own 
payrolls  and  operations, 
as  well  as  the  unfore- 
seen surge  in  late-sum- 
mer travel,  the  big  car- 
riers should  do  better 
than  many  were  pre- 
dicting only  a  month 
ago.  Already,  airline 
stocks  are  heading 
higher,  with  American 
Airlines  parent  AMR 
Corp.  up  35%  and  UAL 
Corp.,  the  parent  of 
bankrupt  United  Air- 
lines, doubling  in  the 
penny-stock  market  in  the  past  month. 
Still,  with  summer  crowds  fading,  the 
big  question  is  whether  full-fare  busi- 
ness travelers  will  ever  come  back. 
Don't  bet  on  it.  Low-fare  carriers  have 
been  steadily  snaring  corporate  cus- 
tomers from  the  big  airlines.  Industry 
analysts  have  recently  boosted  their 
earnings  forecasts  for  discount  king 
Southwest  Airlines  Co.  as  well  as  up- 
and-comers  JetBlue  Airways  Corp.  and 
AirTran  Airways. 

The  major  carriers  can't  blame  every- 
thing on  low-fare  competition,  though. 
True,  most  businesses  have  lifted  the 
restrictions  that  were  imposed  out  of 
fear  of  terrorism,  war,  and  sars.  But 
even  with  low-fare  options  and  the  econ- 
omy picking  up  speed,  many  companies 
still  aren't  letting  their  employees  fly 


NEWARK.  N.J.: 
SUNNIER 
DAYS  FOR 
CONTINENTAL 


as  they  try  to  bolster  the  bottom  line.  "I 
think  there's  a  new  standard  of  frugali- 
ty. And  it's  not  going  to  change  as  com- 
panies become  more  profitable,"  says 
Alex  V.  Wasilov,  president  of  travel 
agency  Rosenbluth  International. 
That  certainly  seems  to  be  the  case  so 


CLIMBING  ' 
OUT? 

AIRLINE  SECTOR.  "^ 

LOSSES  BY  QUARTER 
(TOP  TEN  CARRIERS)     -3 


lost  almost  $20  billion.  Although  th 
third  quarter  is  historically  the  indus 
try's  strongest,  the  top  carriers  are  e> 
pected  to  lose  up  to  $800  million  in  th 
current  quarter.  In  fact,  industryviid 
profits  won't  pick  up  before  20O4's  secon 
quarter.  "We  have  to  become  profitable 
says  Douglas  M.  Steenland,  president  c 
Northwest  Airlines  Corp.  "But  as  t 
when,  we're  not  prepared  to  say." 

Even  newly  profitable  Continent, 
sees  little  uptiim  in  business  travel.  Th 
number  of  trips  flown  by  its  50  bigge 
corporate  customers  has  fallen  sine 
2001.  Lawrence  W.  Kellner,  the  airline 
president,  predicts  business  travel  wi 
not  likely  get  back  to  its  heights  at  t 
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far.  General  Motors  Corp.  is  holding  its 
travel  budget  flat  at  2002  levels  by  con- 
ducting more  Webcasts  and  pushing  peo- 
ple to  drive  on  trips  of  less  than  four 
hours  each  way.  Hewlett-Packard  Co. 
stiU  bars  virtually  all  intra-company  trav- 
el, while  DaimlerChrysler's  Chrysler 
Group  is  sticking  with  a  two-year-old 
policy  allowing  only  essential  travel.  Then 
there's  PerkinElmer  Inc.  The  $1.5  bil- 
lion health-sciences  company  has  forgone 
big  meetings  and  turned  to  Web  travel 
sites  to  slash  its  annual  travel  budget 
to  $30  million  from  $50  miUion  in  2000, 
says  travel  director  Thomas  E  McCabe — 
aU  without  disrupting  business. 

All  that  penny-pinching  means  a  last- 
ing headache  for  the  airlines.  Since 
2000's  third  quarter,  the  industry's  most 
recent  profitable  period,  the  top  10  have 


turn  of  the  century.  Yet  without  morj 
business  travelers,  he  adds,  the  Houstoij 
airline  cannot  be  consistently  profitable 
"The  level  of  revenue  activity  we're  se 
ing  isn't  going  to  drive  a  recovery,| 
Kellner  says. 

To  be  sure,  some  companies  are  ur| 
ing  employees  to  get  airborne  agai 
Advertising  and  marketing  execs  at  Ii 
terpublic  Group  are  fljing  10%  to  15^ 
more  than  they  were  a  year  ago.  Busi| 
ness  trips  are  also  picking  up  at  Astr 
Zeneca  PLC's  U.  S.  subsidiary,  says  tra\ 
el  director  Clive  Armitage.  "We've  go 
new  products  coming  to  the  marketl 
place,"  he  says.  "People  need  to  travel.  I 
Too  bad  for  the  airlines  that  more  com} 
panies  don't  share  the  attitude. 

By  Michael  Amdt  in  Chicago,  unti\ 
Wendy  Zellner  in  Dallas 
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ventually,  they'll  go  off  to  college 
and  you'll  miss  this. 


NANCIAL  PLANNING    When  youVe  a  parent." the  future  comes 
;two  speeds.  One  minute  you  think  it  will  never  get  here.  The  next  it's 
jriving  before  you're  ready  for  it.  Today  your  MetLife  advisor  stands  ready 
;  help  you  plan  ahead,  and  secure  your  financial  freedom.  Because  the 
ture  is  what  it's  all  about.  For  more  information,  call  1-800-MetLife. 
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AN  EX-ENRON  EXEC 
GOES  UP  THE  RIVER 

THE  JUSTICE  DEPT.  LANDED  A 

high-level  conviction  in  its 
case  against  Enron,  but  the 
catch  won't  necessarily  lead 
to  bigger  fish.  Appearing  in 
U.  S.  District  Court  in  Hous- 
ton on  Sept.  10,  former  En- 
ron Treasvirer  Ben  GUsan  Jr. 
pleaded  guilty  to  federal  con- 
spiracy and  will  spend  the 
next  five  years  in  prison. 
Glisan,  37,  gave  up  nearly 
$940,000  in  ill-gotten  profits, 
but  he  won't  be  testifying 
against  former  Enron  Chair- 
man Kenneth  Lay,  CEO  Jef- 
frey Skilling,  or  even  indict- 
ed CFO  Andrew  Fastow. 
Justice  officials  say  Glisan 
refused  to  cooperate  in  their 
investigation  of  the  energy 
trading  company.  GUsan  ad- 
mitted a  role  in  arranging  il- 
legal transactions  for  two  off- 
balance-sheet  Enron  partner- 
ships in  an  effort  to  falsify 
the  company's  financial  pic- 
ture. His  attorney  did  not 
return  phone  calls. 
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DEBT-DEFYING  ACT 

Capital  One  Financial's  cred- 
it-card customers  must  be 
feeling  better — and  now  so 
are  its  shareholders.  Charge- 
offs  of  bad  debt  fell  sharply 
to  5.18%  in  August,  down 
from  5.87%  in  July,  the 
McLean  (Va  )  issuer  of  Mas- 
terCard and  Visa  said.  The 
report  sent  Capital  One's 
stock  up  5.1%  on  Sept.  10. 


50 

0 

AUG.  27,  03  SEPT.  10 

A  DOLLARS 

Data:  Bloomberg  Financial  Markets 


A  PAPERMAKER 
CHAHBES  THE  GUARD 

INTERNATIONAL  PAPER  SAID  on 

Sept.  9  that  President  John 
Faraci,  53,  vidll  become  chair- 
man and  CEO  after  John  Dil- 
lon, 65,  steps  dowTi  next 
month.  Faraci  takes  over  as 
the  Stamford  (Conn.)  paper 
and  forest-products  company 
copes  with  falling  prices  across 
the  industry.  On  Sept.  10,  the 
company  said  it's  scaling  back 
its  workforce  (page  37).  While 
Dillon  has  hardly  had  a  stellar 
record.  International  Paper 
has  endured  tough  times  im- 
der  his  watch,  and  analysts 
credit  the  38-year  veteran 
with  streamlining  the  company 
through  more  than  $3  billion 
in  asset  sales. 


TURNING  UP  THE 
HEAT  ON  GRASSO 

THERE'S  MORE  TROUBLE  FOR 

embattled  New  York  Stock 
Exchange  Chairman  Richard 
Grasso,  whose  $140  million 
payday  has  been  widely  con- 
denmed.  The  NYSE  disclosed 
on  Sept.  9  that  he's  entitled 
to  an  additional  $48  million 
that  he'll  forgo  in  an  effort 
to  defuse  the  controversy. 
The  latest  news  is  likely  to 
crank  up  the  pressure  on 
Grasso.  Normally  pliant  ex- 
change members  are  going 
public  with  criticism,  but 
Grasso  still  has  support  from 
his  handpicked  directors,  who 
approved  his  lavish  package 
in  1999.  Grasso,  who  says  he 
has  no  plans  to  resign,  raked 
in  $87  million  in  pay  and 
bonuses  from  1995  to  2002. 


NEW  OVERSIGHT  FOR 
FANNIE  AND  FREDDIE? 

FANNIE    MAE    AND    FREDDIE 

Mac  are  likely  to  get  a  new 
regulator  now  that  Treasury 
Secretary  John  Snow  has 
agreed  to  establish  a  Trea- 
sury bureau  to  oversee  the 
housing- finance  giants.  The 
odds  were  boosted  as  well 


HEADLINER:    BILL   JOY 


OUT  OF  SUN*S  ORBIT 


Known  as  techdom's  "oth- 
er Bill" — and  as  revered  in 
Silicon  Valley  as  Gates  is 
in  Redmond,  Wash. — Bill 
Joy's  departure  from 
Sun  Microsystems 
on  Sept.  9  is  a 
symbolic  blow  to 
the  beleaguered 
computer  maker. 

Joy  single- 
handedly  created 
the  computer  code 
that  helped  launch 
Sun  in  the  early  '80s. 
He  championed  efforts 
such  as  the  Java  language 
and  other  open-source 
technology,  always  stoking 
Sun's  rep  as  a  company  on 
the  leading  edge. 

But  Joy's  departure  will 
have  little  impact.  For 
years  he  has  worked  with 
a  small  team  in  Aspen, 


Colo.,  and  was  rarely  seen 
in  Sun's  Silicon  Valley 
(Calif.)  offices.  Sun  has  lit- 
tle to  show  from  his 
most  recent  efforts. 
So  why  is  he 
leaving  now?  "You 
should  ask  why  I 
stayed  so  long," 
says  Joy,  who 
first  thought 
about  leaving  in 
1987.  "I'm  ready  to 
take  a  break  after 
30  years." 
Joy  won't  say  what's 
next.  But  he's  thinking 
about  completing  a  book 
about  the  dangers  posed 
by  emerging  technologies, 
such  as  nanotechnology 
and  biotech,  and  even  left 
open  the  possibility  of 
starting  his  own  company. 
Peter  Burrows 


when  Senate  Banking  Com- 
mittee Chairman  Richard 
Shelby  (R-Ala.)  agreed.  Snow 
told  a  House  panel  on  Sept. 
10  that  Congress  should 
make  the  bureau  stronger 
than  the  existing  Office  of 
Federal  Housing  Enterprise 
Oversight  by  allowing  it  to 
set  capital  standards,  rather 
than  follow  those  now  man- 
dated by  law.  He  also  wants 
Treasury  to  approve  any  new 
Fannie  or  Freddie  ventures 
and  suggested  Congress  end 
the  President's  right  to  name 
Fannie  and  Freddie  board 
members.  The  Federal  Home 
Loan  Bank  System,  he  said, 
also  should  come  under  the 
new  regulatory  umbrella. 

SCHERING-PLOUGH 
SEHLES  UP 

SCHERING-PLOUGH  CEO  FRED 

Hassan  has  put  one  legal 
headache  behind  him.  On 
Sept.  9,  the  drugmaker  said 
it  had  settled  an  SEC  probe 


into  whether  Schering  dis 
closed  nonpublic  informatio 
to  big  investors  in  meeting 
in  2002.  Schering  will  pay 
$1  million  fine,  while  forme 
CEO  Richard  Kogan  will  pa; 
$50,000.  Under  the  pad 
Schering  and  Kogan  did  no 
admit  or  deny  the  charges 
Kogan's  attorney  said  Koga: 
did  not  buy  or  sell  stock  o 
profit  from  what  took  plac 
at  the  meetings.  Schering  sti 
faces  other  legal  troubles,  in 
eluding  a  federal  criming 
probe  into  some  of  its  mar 
keting  and  pricing  practices 


ETCETERA... 


■  An  FDA  panel  recommend 
ed  approval  of  Genentech' 
psoriasis  drug,  Raptiva. 

■  The  Federal  Communica 
tions  Commission  blessed 
deal  aimed  at  speeding  adop 
tion  of  high-definition  TV  set 

■  Microsoft  warned  of  a  ne\ 
security  hole  in  its  Window 
operating  system  software. 
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PREVIEW 


Even  the  smallest  error  in  communication  can  lead  to  confusion. 
Odds  are,  it's  affecting  your  revenue  in  a  big  way. 


Producing  and  delivering  business  commu- 
nications seems  simple  enough.  Why,  then,  do  so 
many  companies  so  often  send  bills  to  the  wrong 
people;  mail  important  packages  with  too  little 
postage;  and  lose  digital  documents  in  cyberspace? 
It  all  adds  up  to  a  logjam  that  prevents  revenue 
from  reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business,  including  a  sizeable  increase  in  profits. 


A  good  example:  BP.  Our  document  manage- 
ment solution  helped  them  shorten  billing  cycles 
and  enabled  rapid  receipt  of  payments,  freeing 
millions  in  working  capital. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/errorfree 

m  Pitney  Bowes 

Engineering  the  flow  of  communication 
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Amazon.com'  knows  the  power  of  SAS'  software... 


How  does  Amazon.com'  provide 
jm  millions  of  customers  such  a  large 
selection  and  such  low  prices? 


) 


1 


Jeff  Bezos,  Founder  and  CEO,  Amazon.com 


ENTERPRISE  intelligence 

SUPPLIER  INTELUGENCE 

ORGANIZATIONAL  INTELLIGENCE 

CUSTOMER  INTELLIGENCE 

INTELLIGENCE  architecture 


It  begins  with  your  first  visit  to  Amazon.com  and  continues  through  the  arrival  of  every  order.  *• 
The  unique  online  shopping  experience  you  deserve,  the  selection  you  demand  and  the  lowH 
prices  that  keep  you  coming  back  again  and  again.  SAS  is  proud  to  provide  the  analytic 
software  that  helps  Amazon.com  keep  costs  low-  and  pass  savings  on  to  its  customers- while 
providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stories,  ^* 
call  toll  free  1  866  270  5740  or  visit  our  Web  site. 

www.sas.com/amazon 
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CAN  HOWARD  DEAN 

SWIM  IN  THE  MAINSTREAM? 


The  Democratic  Establishment  has  reacted  to  former  Ver- 
mont Governor  Howard  Dean's  surge  to  the  top  of  the 
Democratic  Presidential  field  with  a  combination  of  shock 
and  awe.  They're  awed  by  the  Washington  outsider's  incred- 
ible ability  to  buUd  a  grassroots  organization  and  raise  more 
funds  than  better-known  rivals.  The  shock  is  their  fear  that 
Dean  could  lead  the  party  to  a  catastrophic  defeat  in  2004, 
uch  like  another  antiwar  insurgent,  George  S.  McGovem. 
Well  aware  of  those  tremors.  Dean  is  scrambling  to  trans- 


changes  as  an  open-minded  reevaluation  of  national  issues — 
not  as  politically  inspired  turnarounds. 

Dean's  personal  diplomacy  is  already  paying  dividends.  Such 
party  stalwarts  as  Gerald  W.  McEntee,  president  of  the  Amer- 
ican Federation  of  State,  County,  &  Municipal  Employees, 
have  gotten  a  hard  sell  from  the  governor.  Privately,  some  la- 
bor leaders  are  weighing  Dean's  argument  that  he's  the  most 
electable  candidate.  Dean  is  also  bidding  for  support  from  mi- 
norities, who  have  been  notably  absent  from  his  rallies.  He's 


brm  his  campaign  from  an  insurgency  to  the 

emocratic  center.  Privately,  he's  reaching  out 
o  party  elders,  from  union  heads  to  moderate 

andarins  like  former  Democratic  National 
Committee  Chairman  Bob  Strauss.  Publicly, 
le's  working  to  broaden  his  mostly  white,  hard- 
eft  coalition  to  bring  in  minorities,  moderates, 
independents,  and  even  pro-gun  conservative 
Democrats. 

But  Dean,  who's  at  the  head  of  the  pack  in 
Doth  New  Hampshire  and  Iowa  polls,  could 
discover  that  his  outreach  efforts  come  at  a 
steep  cost.  In  wooing  moderate  leaders,  Dean 
stresses  his  budget-balancing  record  in  Ver- 
■nont  and  his  pro-gun  stance — positions  that 
■night  surprise  some  of  the  left-wing  activists 
A^ho  have  stoked  the  fires  of  the  Dean  candi- 
iacy.  And  opponents  are  quick  to  accuse  him  of  DEAN:  Reaching  out 

lip-flopping  on  long-held  positions  on  fi-ee  trade,  

;he  Cuban  embargo,  and  Social  Security  reform  to  win  the 
jacking  of  key  voter  blocs. 

The  greatest  danger:  Dean  could  lose  his  image  as  a  tell-it- 
ike-it-is  outsider  in  the  mold  of  maverick  Republican  John 
McCain.  That's  particularly  risky  with  General  Wesley  K. 
piark  poised  to  challenge  Dean  for  the  anti-pol  mantle  (box). 
'You  can't  be  considered  the  straight  talker  if  you  look  as 
hough  you're  pandering,"  warns  retiring  Representative  Cal 
Dooley  (D-Calif.).  Dean's  challenge  is  to  portray  his  policy 


one  of  the  first  white  candidates  to  start  running 
spots  on  African- American  radio  stations. 

But  Dean  is  also  making  inroads  on  the  par- 
ty's right,  impressing  moderates  such  as 
Strauss  and  Representative  Charles  Stenholm 
(D-Tex.).  "I  said  when  McGovem  became  our 
party's  nominee  that  he  was  too  far  to  the 
left,"  recalls  Strauss,  who  was  chosen  to  clean 
up  the  mess  after  the  Dems'  1972  debacle. 
"When  you  look  at  it  issue  by  issue,  I  don't 
think  that's  the  case  with  Dean." 

On  some  of  those  issues,  however.  Dean 
could  be  courting  trouble.  His  Democratic  foes 
say  the  governor  has  backed  away  from  talk 
about  raising  the  Social  Security  retirement 
age — anathema  to  aging  baby  boomers — and 
has  dropped  his  opposition  to  the  embargo  on 
Cuba,  a  vital  issue  in  closely  divided  Florida. 
And  while  he  supported  NAFTA,  he  now  sounds 
more  like  a  unionist  fair  trader,  emphasizing  the  need  to  im- 
pose labor  and  environmental  standards  on  trading  partners. 
Six  months  ago,  as  one  of  the  longest  of  long  shots  in  an 
overcrowded  field.  Dean's  biggest  challenge  was  just  to  get 
noticed.  He  has  done  that — in  spades.  Now  he  has  to  keep  the 
base  that  he  energized  with  his  insurgent  campaign  while  ex- 
panding his  appeal  to  the  Democratic  mainstream.  Coming 
from  behind  may  be  easier  than  staying  in  front. 

By  Alexandra  Starr 


CAPITAL  WRAPUP 


READY  FOR  BAHLE 

►  One  of  the  Democrats'  longest-run- 
ning guessing  games  may  be  resolved 
on  Sept.  19,  when  retired  General 
Wesley  K.  Clark  appears  at  the  Uni- 
versity of  Iowa  College  of  Law.  Ac- 
cording to  associates,  the  former  NATO 
commander  will  toss  his  helmet  into 
the  ring,  becoming  the  10th  Demo- 
cratic Presidential  aspirant  in  an  over- 
stuffed field. 

Skeptics  say  Clark's  overreaching. 
He's  a  political  novice,  registering  in 
the  low  single  digits  in  polls,  without 


money  or  a  field  organization. 
"He's  a  smart,  talented  guy, 
but  his  organized  support  is 
Umited,"  says  independent 
New  Hampshire  pollster 
Richard  Bennett. 

But  the  Clark  camp  insists 
the  field  is  still  wide  open.  In 
polls,  two-thirds  of  Democrats 
can't  name  any  of  the  nine 

candidates.  Fans  say  Clark,        

59,  appeals  both  as  a  mihtarj^  leader 
(a  la  Dwight  D.  Eisenhower)  and  a 
quirky  outsider  (a  la  H.  Ross  Perot), 
And  Clark  could  be  the  Dems'  most 


LIKE  IKE?  Clark 


credible  critic  of  George  W. 
Bush's  Iraq  troubles. 

As  for  troops,  Skip  Ruther- 
ford, president  of  the  Clinton 
Presidential  Foundation,  says 
a  cadre  of  former  Clin- 
tonites — including  former 
White  House  Counsel  Bruce 
Lindsey  and  Chief  of  Staff 
Thomas  "Mack"  McLarty— is 
ready  to  bivouac  in  Little 
Rock.  "The  'Friends  of  Bill'  network  is 
alive  and  well — and  ready  to  become 
"Warriors  for  Wes,' "  Rutherford  says. 
By  Lee  Walczak 
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Is  Jean-Claude 
Trichet  the 
central  banker 
Europe  needs? 


It's  not  the  heavy  antique  desk  or 
centuries-old,  gilt-framed  portraits 
visitors  notice  when  they  enter 
Jean-Claude  Trichet's  elegant  first- 
floor  office  at  the  Banque  de 
France,  where  he  has  served  as  gover- 
nor since  1993.  What  immediately 
catches  the  eye  is  a  brightly  colored 
abstract  painting — a  prewar  work  by 
Hungarian-born,  Paris  School  artist 
Emile  Lahner — hanging  behind 
Trichet's  chair.  "It  represents  moderni- 


ty," says  the  incoming  head  of  the  Eu- 
ropean Central  Bank.  "You  sometimes 
need  reminding  of  that  in  an  institution 
that  is  more  than  200  years  old." 

Tiichet  says  he  may  take  the  painting 
with  him  when  he  moves  to  Frankfuil 
in  November  to  take  charge  of  the  five- 
year-old  ECB.  As  president  of  the  com- 
plex, multinational  organization  that  sets 
interest  rates  for  the  12  countries  using 
the  euro,  he  will  need  all  the  inspiration 
he  can  get.  In  his  new  job,  he  will  over- 
see monetary  policy  for  the  world's  sec- 
ond-largest economy,  home  to  305  mil- 
lion people,  and  will  head  the  only 
institution  with  a  mandate  to  set  eco- 
nomic policy  for  the  entire  euro  zone. 
Trichet  notes  that  there  is  no  European 
counterpart  to  the  U.S.  Treasury  that 
sets  and  manages  a  em-o  zone  budget. 
In  other  words,  the  ECB,  in  its  imique 
power  to  shape  Europe,  is  on  its  own. 

Trichet  is  expected  to  give  new  clout 
and  visibility  to  Europe's  young  central 


bank.  He  will  replace  Wim  Duisenberg,  aF  '■ 
tow^eiing,  white-hau-ed  Dutchman  knowr  J"^^' 
for  his  hawkish  monetary  policy  and  '^' 
early  in  his  term,  glaring  gaffes.  The  lat-  ^^\ 
ter  shouldn't  be  a  problem  for  his  sue-  *^^^ 
cessor,  who  is  famous  for  his  savoir  faire  p" 
But  will  Trichet  also  make  more  sub-  !** 
stantive  changes  at  the  ECB,  whose  four-  "'* 
year-old  euro  has  the  potential  to  be-  "^ 
come  a  global  reserve  currency?  Othei""'^^ 
central  bankers, 
along  with  busi- 
ness executives, 
politicians,      and 

pundits,        have  ■rtHIIIli^WSIfJ^'i 
been    trying    to  V|Y««!^^^HFID| 
read  the  Trichet  ^^IMul^^^^Rjrpr,, 
tea    leaves    ever 
since    it    became 
clear  he  w'ould  be 
exonerated  in  an 
investigation    of 
his  role  in  an  old 
scandal  involving 
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Jean-Claude 
Trichet 


Dec.  20,  1942,  Lyons, 
France 


EDUCATION 


Ecole  des  Mines,  1964;  In- 
stitut  d'Etudes  Politiques, 
1966;  Ecole  Nationale  d'Ad- 
ministration,  1969  to  1971 


CAREER  HIGHLIGHTS 


1961  Spent  three  months 
mining  coal  at  the  Auchel 
mine  in  the  Pas-de-Calais 

1971  Joined  Finance 
Ministry 

1985  Named  chairman  of 
the  Paris  Club 

1987  Appointed  head  of 


we  have  the  largest  central 
bank  in  the  world  after  the  Fed 
and  one  of  the  planet's  greatest 
central  bankers  will  now  head 
it,"  says  Daniel  Bouton,  chair- 
man of  Societe  Generale,  the 
large  French  bank.  "The  whole 
weight  of  the  ECB  is  going  to 
be  very  seriously  increased." 
Friends  and  admirers  are  cer- 
tain he  will  bring  a  fresh  style 
of  management  to  the  ECB.  He 
has  run  France's  central  bank 
with  aplomb.  In  that  post  he 
didn't  shrink  from  driving  inter- 
est rates  sky-high  to  protect  the 
franc,  or  from  confronting  pow- 
erful politicians  he  deemed  too 
fond  of  public  spending. 

That  toughness  indicates  to 
some  observers  that  TVichet  will 
be  a  much  more  activist  ECB 
head  than  Duisenberg.  They 
think  he  will  try  to  convince  his 
fellow  ECB  governors  to  spur 
growth  and  fight  inflation  with 


l^^.^^..l^^.^^.^.''y.. more  aggressive  interest-rate 

1993  Named  governor  of  the      moves.  They  also  think  he  will 


Banque  de  France 

2003  Cleared  of  wrongdoing 
in  Credit  Lyonnais  probe, 
setting  the  stage  for  his 
rise  to  president  of 
the  European  Central  Bank 
in  November 


FAMILY 


Married  for  38  years; 
two  sons 

Data:  Banque  de  France,  BusinessWeek 


e  Credit  Lyonnais  bank.  "The  ques- 
ions  are,  first,  whether  he  will  be  more 
f  a  hands-on  president  than  Wim  and, 
econd,  whether  he  vnll  favor  a  more 
exible  approach  to  monetary  policy," 
ays  one  official  at  a  non-euro  zone  Eu- 
ppean  central  bank. 

Trichet  is  not  tipping  his  hand.  Yet  his 
ery  statm-e  makes  his  appointment  a 
fiomentous  event  for  the  bank.  "Here 


go  beyond  his  strict  mandate  to 
ensure  price  stability  and  try 
to  influence  overall  euro  zone 
economic  policy.  A  lifelong  civil 
servant,  he's  known  as  much  for 
his  razor-sharp  political  instincts 
as  for  his  polished  diplomatic 
demeanor.  "To  have  real  power 
[at  the  ECB]  you  need  to  be  per- 
suasive and  wdn  people  over," 
says  Alexandre  Lamfalussy,  the 
former  head  of  the  Bank  for  In- 
ternational Settlements  and  also 
the  European  Monetary  Insti- 
tute, the  precursor  of  the  ECB.  "And 
Trichet  has  shown  that  he  has  the  abil- 
ity to  get  ideas  across."  One  area  where 
observers  think  he  may  seek  to  make 
his  mark  early  is  pushing  to  raise  the 
ecb's  2%  ceiling  on  inflation  tolerance  to 
promote  faster  grow1;h. 

Trichet  takes  over  at  a  particularly 
challenging  time  for  the  bank  and  the 
$7.7  trillion  euro  zone  economy.  Eu- 


rope is  underperforming,  pulled  down 
by  sluggish  growth  in  Germany, 
France,  and  Italy.  The  French  and 
Germans  are  squabbling  with  other  Eu- 
ropean Union  ministers,  who  are  irked 
that  the  euro  zone's  two  largest 
economies  are  breaking  the  rules  gov- 
erning the  size  of  their  budget  deficits. 
In  addition,  the  ecb's  mandate  will  soon 
expand  dramatically,  with  10  new  na- 
tions scheduled  to  enter  the  EU  in  May. 
All  of  them  are  expected  to  seek  ad- 
mission to  the  12-nation  euro  club  with- 
in five  years. 

To  address  these  issues,  many  think 
the  ECB  needs  a  hands-on,  Alan 
Greenspan-type  president.  Over  the 
past  five  years,  Greenspan's  Fed  has 
clearly  acted  more  aggressively  than 
the  ECB.  While  the  Fed's  benchmark 
rate  peaked  at  6.5%  in  May,  2000,  and 
fell  to  1%  in  June  this  year,  ECB  rates 
rose  to  4.75%  in  October,  2000,  falling 
to  2%  in  June,  2003.  Critics  of  the  af- 
fable Duisenberg,  who  likes  the  ECB  to 
reach  decisions  by  consensus,  say  his 
administration  moved  too  slowly  and 
timidly  over  the  past  two  years  to  fend 
off  recession. 

Proponents  of  change  want  the  ecb's 
new  president  to  forge  closer  ties  with 
EU  finance  ministers  and  encourage  a 
more  flexible.  Federal  Reserve-style  ap- 
proach to  monetary  policy  that  bases 
rate  movements  on  growlh  as  well  as 
inflation.  True,  under  the  terms  of  the 
Maastricht  Treaty,  which  paved  the  way 
for  economic  and  monetary  union  in  Eu- 
rope and  laid  down  the  ground  rules 
for  the  ECB,  the  bank's  primary  man- 
date is  to  ensure  price  stability.  But 
there  is  some  wiggle  room:  It's  up  to 
the  ECB  to  define  just  what  price  stabil- 
ity encompasses.  "The  markets  expect 
significant  changes  under  Trichet,"  says 
Austin  Hughes,  chief  economist  at  IIB 
Bank  Ltd.  in  Dublin. 

It's  a  testament  to  Trichet  that  the 
conservative  French  President  Jacques 
Chirac  and  ex-socialist  Prime  Minister 
Lionel  Jospin  both  backed  his  appoint- 
ment to  the  presidency  of  the  ECB  in 


THE  ECB  GETS  HIGH  MARKS  FOR... 

...BUT  STILL  NEEDS  TO  MAKE  IMPROVEMENTS  IN 

BIRTH  Masterminded  smooth  introduction  of  com- 
urrency  in  1999  and  Euro  notes  and  coins  in  2002 

ECONOMIC  GROWTH  Must  do  more  to  stimulate  the  euro 
zone,  where  expected  growth  is  stuck  at  0.7%  this  year 

FIDES  Established  credibility  in  financial  markets  with        EMERGENCY  OVERSIGHT  Needs  to  clarify  responsibility  for 
arency,  predictability,  and  respected  policymaking  calls        bank  crises  with  EU's  national  central  banks 

TION  SLAYING  Enforced  mandate  to  seek  price 
ty  by  keeping  inflation  at  or  around  a  2%  ceiling 

POLICYMAKER  PARTNERING  Not  enough  coordination  on 
monetary  and  fiscal  policies  with  EU  finance  ministers 

IDING  EAST  Set  clear  rules  for  accommodating  new 
;mbers  without  slowing  the  decision-making  process 


PUBLIC  RELATIONS  Must  do  a  better  job  of  communicating 
policies  and  goals  to  politicians  and  the  general  public 
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1998.  But  the  top  job  went  to  Duisen- 
berg,  who  was  strongly  supported  by 
Germany,  on  the  understanding  that 
Duisenberg  would  step  down  to  make 
way  for  Trichet  before  his  eight-year 
term  expired.  Those  plans  were  thrown 
into  disarray  in  early  2000,  when 
Trichet  was  impUcated  in  an  accounting 
scandal  at  formerly  state-run  Credit 
Lyonnais.  The  bank  had  used  account- 
ing tricks  to  hide  big  losses,  and 
Trichet,  as  head  of  the  French  Treasury 
in  1992,  had  signed  off  on  the  bank's 
accounts.  In  July,  2002,  he  was  ordered 
to  stand  trial.  His  delicate  legal  status 
forced  Duisenberg  to  stay  on  an  extra 
year  at  the  ecb's  helm.  But  Trichet's 
ordeal  ended  on  June  18,  when  he  was 
acquitted  of  all  charges. 

Trichet  has  been  a  forceful  adminis- 
trator of  the  Banque  de  France.  But 
that  doesn't  mean  he  can  dominate  the 
ECB,  which,  unlike  the  French  central 
bank,  grants  its  president  no  authority 
to  override  fellow  members  of  its  top 
policymaking  body.  "Perhaps  there's  an 
exaggerated  sense  of  what  one  man  can 
do,"  says  Hughes.  What  makes  the  ecb 
unique  among  central  banks  is  that  it's  a 
grouping  of  equals  rather  than  a  board 
run  by  a  chief  executive.  Of  its  18  gov- 
erning council  members,  12  are  there  as 
governors  of  the  euro  zone's  national 
central  banks;  the  other  6,  including  the 
president,  are  executive  board  members 
appointed  by  the  EU  Council,  which  is 
made  up  of  heads  of  government.  On 
the  governing  council,  the  chief  of  the 
Central  Bank  of  Luxembourg  has  as 
much  power  as  the  governor  of  Ger- 
many's Bundesbank,  and  both  are  con- 
sidered equal  to  the  president. 

Even  Greenspan  would  be  daunted 
by  such  a  setup.  The  ecb  president 
must  cope  with  12  countries,  9  lan- 
guages, and  myriad  political  and  eco- 
nomic systems.  There  isn't  much  of  a 
bully  pulpit  for  the  ecb  chief,  either. 
Duisenberg's  quarterly  testimony  be- 
fore the  European  Parliament  was  wide- 
ly ignored  by  the  European  press — 
nothing  like  the  media  excitement  that 
often  follows  Greenspan  to  Capitol  HUl. 

Still,  Trichet's  backers  are  convinced 
that  this  son  of  a  literature  professor  is 
the  man  who  can  create  public  recep- 
tivity for  much-needed  reform  in  Eu- 
rope. And  he  seems  ready  to  accept 
the  challenge.  "We  have  a  lot  of  home- 
work to  do,"  he  says,  "so  that  ordinary 
people  understand  the  need  for  change." 
It's  clear  that  Europeans  will  hear  a 
great  deal  about  economic  reform  from 
their  new  top  banker. 

By  David  Fairlamh,  with  John 
Rossant,  in  Paris 


GOOD  YEARS:  Now, 
state  pensions  can 
hit  $4^5,000  annually 


REVOLT 

OF  THE  YOUNG 

Germans  balk  at  the  heavy 
cost  of  supporting  retirees 

It  wasn't  the  sort  of  political  discourse 
Germans  are  used  to.  PhiUpp  Miss- 
felder,  chairman  of  the  youth  wing  of 
the  center-right  Christian  Democrats, 
griped  that  medical  care  for  old  folks 
was  creating  an  intolerable  financial  bur- 
den for  the  young.  It's  about  time  85- 
year-olds  started  paying 
for  their  own  hip  re- 
placements and  false 
teeth,  Missfelder  declared 
in  an  August  interview 
with  the  Berlin  daily 
Tagesspiegel.  'In  the  old 
days,  people  got  around 
on  crutches,"  he  said. 

In  consensus-oriented 
Germany,  Missfelder's 
comments  provoked  a  fu- 
rious backlash.  Within 
days.  Christian  Democ- 
rat elders  had  muzzled 
the  24-year-old  politician. 
Yet  it's  dawTiing  on  Ger- 
many's young  people  that 
the  retirement  years 
won't  be  nearly  so  com- 
fortable for  them  as  for 
their  elders.  Nowadays, 
Grandpa  and  Grandma 
typically  retire  by  60 
and,  if  they've  paid  into 
the  system  their  whole 
working  lives,  may  to- 
gether collect  a  govern- 
ment pension  of  more 
than  $45,000  a  year.  But 
nowadays,  30-year-olds 


The  Graying 
Of  Germany 
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25.6 
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29.2 
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48.5 

34.4 
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2040 

48.4 

35.2 

2050 


47.2      36.7 


•Current  average  retirement  age  in  Germany 
Data:  Federal  Statistics  Bureau 


may  have  to  work  unti 
70 — and  wind  up  col 
lecting  a  lot  less.  Mean 
while,  their  payroll  de 
ductions  largely  suppor 
today's  old  folks 
have  long  given  up  an] 
expectation  of  receivinj 
a  dime  from  the  govl 
emment  when  I'm  60, 
says  Amdt  Rautenbei 
the  36-year-old  man; 
ing  director  of  the  Ger 
man  unit  of  software  consultant  Sapient 
Stem  magazine  featured  the  aging  de 
bate  on  its  Sept.  4  cover,  which  describe; 
a  future  where  soaring  payroll  deduc- 
tions for  social  security  drive  even  mon' 
companies  and  workers  to  other  shores 
Chancellor  Gerhard  Schroder's  mail 
response  has  been  to  name  a  high-profil< 
panel.  The  group's  recommendations,  is 
sued  on  Aug.  28,  include  pushing  the  re 
tirement  age  from  65  to  67  starting  ii 
2011  and  reducing  benefits  in  line  witl 
declines  in  the  number  of  people  whi 
pay  into  the  pension  system.  Bu 
Schroder  was  noncommittal,  promising 
only  that  he  would  "thoroughly  exam 
ine"  the  proposals. 

Political  foot-dragging  irks  younj 
folks  already  frustratec 
by  red  tape  and  labo 
regulations  that  make  i 
hard  to  start  a  busines 
or  just  get  a  job 
Schroder's  harshest  crit 
ics  even  include  his  par 
ty's  youth  wing,  th 
Young  Socialists,  o 
Jusos.  They  accuse 
Schroder  of  spinelessl; 
orienting  policy  accord 
ing  to  headlines  in  th 
tabloid  Bild,  Germany' 
biggest  newspaper.  Ger 
many's  labor  law 
"above  all  protect  thos- 
who  are  already  ii 
a  completely  insured 
eight-hour-a-day  job, 
complains  Bjorn  Bohn 
ing,  deputy  chairma; 
of  the  Jusos.  True.  Bu 
considering  the  Germa; 
record  on  reforr 
so  far,  young  folk 
should  probably  star 
saving  up  for  that  hi 
replacement. 

By   Jack   Ewing   i: 
Frankfurt 
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AFGHANISTAN 


OPERATION: 
STABILITY 

Can  Afghans  create  enough  civic  order  for  free  elections? 


In  dusty,  desolate  Kandahar,  the 
roads  are  rubble  and  the  buildings 
are  ruins  of  brick  and  mud.  The 
city,  once  the  stronghold  of  the  Tal- 
iban, looks  as  though  it  died  when  the 
regime  deserted  it  after  the  U.  S. 
bombing  in  October,  2001.  There  are 
few  signs  of  life:  An  occasional  pickup 
truck  drives  by  with  armed  men  in  the 
back.  In  the  unusually  quiet  bazaar, 
merchants  sell  fruit  from  handcarts  or 
cheap  Chinese  electronic  gadgets  in 
tiny  shops.  Women  rarely  venture  out, 
and  when  they  do,  fear  still  compels 
them  to  cover  themselves  from  head 
to  toe  with  burqas. 

But  away  from  the  city  center  in  a 
heavily  guarded  building  that  serves  as 


the  headquarters  of  an  organization 
called  Afghans  for  Civil  Society,  a  more 
hopeful  scene  unfolded  in  early  Sep- 
tember. There,  31  Afghan  women  ac- 
tivists— some  illiterate,  others  educat- 
ed— shed  their  burqas  and  animatedly 
discussed  Afghanistan's  new  constitu- 
tion, expected  to  be  made  public  in  late 
September  by  Hamid  Karzai,  president 
of  Afghanistan's  transitional  government. 
The  women  are  hoping  that  the  docu- 
ment, which  is  supposed  to  set  the  stage 
for  national  elections  in  June,  2004,  will 
include  equal  rights  for  women  in  di- 
vorce, inheritance,  and  voting,  as  well  as 
mandatory  education  for  girls. 

These  are  exciting,  radical,  almost 
seditious  ideas  in  this  conservative  coun- 


PROGRESS 

Kabul  is  seeing 
construction  such 
as  this  school,  but 
other  areas  aren't 

try.  But  the  womer 
are  also  worriec 
about  the  reality  out 
side,  including  the 
ever-present  rule  oj 
the  gun.  "If  there  is 
no  security  in  oui 
country,  how  can  peo- 
ple participate  ir 
elections?"  fret^  Afifj 
Azim,  director  ol 
Afghan  Women': 
Network,  a  nonprofit 
organization  in  Kabul 
A  simple  ques- 
tion— and  one  impos- 
sible to  answer  right 
now.  Two  years  after 
the  U.S.  toppled  the 
fundamentalist  Taliban  regime. 
Afghanistan's  political  and  economic 
transition  is  lurching  forward.  The  next 
nine  months,  the  runup  to  the  coimtry's 
first-ever  free  elections,  will  be  critical 
In  a  schedule  agreed  upon  by  the 
Afghans,  the  U.  S.,  and  the  U.  N.  just  af 
ter  the  w^ar,  Afghanistan  must  by  next 
Jime  finish  drafting  its  constitution,  hole 
a  constitutional  loya  jirga,  or  grand 
covmcO,  to  ratify  it,  conduct  a  census, 
and  register  miUions  of  voters — most  oi 
w^hom  are  illiterate  and  have  never  cast 
a  ballot. 

Such  a  political  agenda  would  be  am- 
bitious under  any  circumstances.  But 
all  this  is  happening  at  a  time  when 
American  and  Afghan  security  forces 
are  battling  resurgent  Taliban  fighters 
in  the  country's  southwest.  The  Taliban 
have  been  conducting  frequent  am- 
bushes. In  the  first  week  of  Septem 
ber  alone,  four  employees  of  interna- 
tional contractors  working  on  the  new 
Kabul- Kandahar  highway  disappeared, 
while  six  were  killed.  Meanwhile,  a  pilot 
U.  N.  program  to  disarm  provincial  war- 
lords and  their  armies  has  been  de 
layed.  "Every  attempt  is  being  made 
to  meet  the  challenges,  but  the  chal 
lenges  are  enormous,"  acknowledges 
Sultan  A.  Aziz,  an  Afghan-American 
who  is  senior  adviser  to  Lakhdar  Brahi- 


By  next  June,  Afghanistan  must  draft  a  constitution, 
ratify  it,  conduct  a  census,  and  register  millions  of  voters 
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AT&T  Wireless  works. 


average 
20-40 Kbps 


Sprint  works  nearly  twice  as  fast. 


average 
50-70  Kbps 


Your  business  can  get  more  done,  faster,  in  more  places 
nationwide  with  the  Sprint  advanced  wireless  network. 

Compared  with  the  AT&T  Wireless  Next  Generation  network, 
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•35  million  more  people  covered 
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mi,  the  U.N.  special  rep- 
resentative for  Afghanistan. 

The  continued  instability 
is  one  reason  some  experts 
favor  postponing  the  elec- 
tions. "There  have  to  be 
very  major  improvements 
in  secmity  and  in  the  legiti- 
macy of  the  government  in 
certain  areas  of  the  coun- 
try," warns  Bamett  R.  Ru- 
bin, the  director  of  studies 
at  New  York  University's 
Center  on  International  Co- 
operation who  has  worked 
through  the  U.  N.  as  an  in- 
dependent expert  with  the 
Afghan  constitutional  com- 
mission. "Forcing  elections 
too  qmckly  could  create  con- 
flict," he  adds. 

So  far,  though,  most  officials  from 
Kabul  to  Washington  seem  determined 
to  keep  to  the  timetable.  In  fact,  the 
looming  election  is  spurring  efforts  to 
speed  up  reconstruction  and  reform 
projects,  from  revamping  the  banking 
system  to  vastly  increasing  the  size  of 
the  poHce  force  (table).  A  free  and  fair 
election  in  Afghanistan  next  Jime  would 
mark  an  important  success  for  the  Bush 
Administration,  just  a  few  months  be- 
fore President  George  W.  Bush  faces 
reelection.  That  is  why  Bush  plans  to 
double  the  amount  of  U.S.  aid  to 
Afghanistan,  to  $1.8  bilhon  a  year.  For 
their  part,  Afghans,  who  fear  aid  will 
slump  after  their  elections,  are  husthng 
to  make  as  much  progress  as  they  can. 

Indeed,  Afghanistan's  ministers  are 
working  overtime  to  meet  their  targets. 
At  Da  Afghanistan  Bank,  the  country's 


central  bank.  Governor  Anwar-ul-Haq 
Ahady  is  proud  that  he  has  stabilized 
the  afghani,  the  local  currency,  and  kept 
it  trading  at  arovmd  50  to  the  doUar  He 
recently  granted  hcenses  to  three  for- 
eign commercial  banks — Britain's  Stan- 
dard Chartered  Bank,  National  Bank  of 
Pakistan,  and  the  Geneva-based  Aga 
Khan  Foimdation's  First  MicroFinance 
Bank — ^to  operate  in  Kabul.  And  he's  set- 
ting up  84  branches  around  the  nation 
for  deposit  and  savings  accounts. 

Just  down  the  road  from  the  central 
bank,  in  Kabul's  18-story  telecommuni- 
cations tower — the  city's  tallest 
building — Communications  Min- 
ister Mohammad  Masoom 
Stanekzai  is  plotting  a  $100  mil- 
lion overhaul  of  the  country's 
phone  network.  Land  lines  no 
longer  work  in  Afghanistan,  and 
cell-phone   service   is   limited. 


Remaking  Afghanistan 


THE  PACE 
IS  PICKING  UP... 


POLITICAL  A  constitution  is  being 
drafted  that  would  set  the  stage  for 
national  elections  in  June,  2004. 

SECURITY  The  Kabul  government's 
goal  is  to  boost  the  police  force 
from  2,000  to  20,000,  while  ex- 
panding the  Afghan  army. 

INFRASTRUCTURE  A  $100 
million  project  to  overhaul  the 
telecom  system  is  under  way,  while 
work  on  a  major  highway  from  Kabul 
to  Kandahar  is  accelerating. 


...BUT  MAJOR 
CHALLENGES  REMAIN 


POLITICAL  Time  is  short  for  com- 
pleting a  census  and  voter  registra- 
tion before  the  elections. 

SECURITY  Resurgent  Taliban  fight- 
ers are  clashing  with  U.S.  and 
Afghan  forces,  while  provincial  war- 
lords still  run  private  armies. 

POVERTY  Despite  U.S.  plans  to 
boost  aid  to  $1.8  billion  a  year, 
Afghans  can  expect  to  live  in  dire 
conditions  for  years  to  come.  Annual 
per  capita  income  is  $125  or  less. 


Data:  BusinessWeek 


NEW  WAYS 

Women  studying 
English  in  Kandahar 

Phones  are  particularl; 
scarce  among  locals.  Bu 
the  new  system  will  com 
bine  satelUte  services,  eel 
ser\ices,  and  land  lines  t' 
connect  15  cities  by  mid 
2004  and  the  country's  3: 
provinces  by  2005. 

Some  visiting  business 
people  see  improvements 
When  U.  S.  executiv 
William  J.  Cleary  arrivei 
in  March,  "there  was  noth 
ing — no  roofs,  no  power,  n^ 
phones,"  he  says.  "But  i 
has  been  changing  at  lightning  speed, 
adds  Cleary,  who  is  working  with  Wash 
ington-based  consultancy  BearingPoin 
Inc.  to  advise  the  Finance  Ministry. 

Little  progress  can  be  seen  outsidi 
Kabul,  however.  With  average  annua 
per-capita  income  estimated  at  $125  o 
less,  Afghans  remain  desperately  poo 
Most  live  in  mud-pack  huts.  And  fou 
years  of  drought  have  destroyed  th* 
livelihood  of  farmers,  who  have  booste 
their  cultivation  of  illicit  poppy  far  abov 
last  year's  level  to  raise  their  incomes. 
The  poppy  crop  worries  Kandahar  Gov 
4  emor  Yvisouf  Pashtun.  He  blame 
opium,  Taliban  insurgents  fron 
Pakistan,  and  decades  of  ineffec 
tive  government  in  Kabul  for  on 
going  violence.  'Terrorist  activit; 
has  increased  in  the  region  be 
cause  the  government  has  failet 
to  be  present  here  for  20  years, 
he  argues.  Still,  Pashtun  hopes  t( 
bring  schools,  hospitals,  and  tele 
coms  to  his  pro\ince — to  improv 
living  standards  and  presumabb 
bmld  a  political  base  before  elections. 

Whether  Afghanistan  succeeds  in  car 
rying  out  democratic  elections  next  yea 
will  depend  on  how  the  Afghans,  U.  N 
officials,  and  the  Bush  Administratioi 
w^ork  together  in  the  coming  months 
A  key  step  will  be  completing  and  rati 
fying  the  constitution.  Although  it's  stil 
being  debated  behind  closed  doors  ii 
Kabul,  most  Afghanistan-watchers  hop< 
the  document  will  establish  a  directl; 
elected  presidency  and  two-chambe 
Parhament,  and  that  strict  sharia,  o 
Islamic  law,  won't  play  a  major  role 
That  would  likely  please  many  o 
Afghanistan's  14  million  women,  half  th< 
population.  But  they  will  still  have  t( 
worrj'  about  the  men  with  guns — an( 
the  fear  and  violence  they  bring. 
By  Manjeet  Kripalani  in  Kandaha 
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>9:32  am.  Martha  Watson  fills  an  order  for  one  of  CDW's  360,000  business  customers 
using  her  own,  signature  style. 
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Not  with  us  it  isn't. 


We  see  management  a 
little  differently  from  the 
rest  of  the  crowd. 
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At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows.. .or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

CIO  eBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  http://www.netiq.com/uk/manageability 
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Work  Smarter. 


©Copyright  2003  NetlQ  Corporation.  All  rights  reserved.  NetlQ  and  the  NetlQ  logo  are  registered  trademarks  of  the  NetlQ  Corporation. 
All  other  names  and  products  mentioned  herein  may  be  the  registered  trademarks  of  their  respective  companies. 


ismap 


mmmm 


SPECIAL     IAD  VERT  I  SING       SECT  1|  ON 


H^^^^Eh 

U 

mum 

fft 

t 

^'"^■w^        > 

1 

1 

i 

HH 

HP 

r 

31 

Iiii 

■L~.fl 

^^^^ 

^M 

Mrtlfl 

^1  1 

An  agile  network  requires  a  fresh  look  at  everything  from  d^a  standards  to  legacy  apps. 


INFRASTRUCTURE  isn't  just  simple  "plumbing." 
In  many  cases,  it's  the  key  to  making  your  business  more 
responsive  to  customers  and  partners.  No  wonder  the 
ever-more-pressing  demands  of  business  are  causing 
smart  companies  to  rethink  long-held  notions  of  how  to 
choose,  implement  and  manage  IT  infrastructure. 

Enjoying  the  advantage  of  an  agile  and  adaptable  end- 
to-end  infrastructure  isn't  simply  a  matter  of  selecting 
the  best  hardware,  software,  storage  and  connecting 
pipes.  Increasingly,  getting  the  right  kind  of  plumbing  in 
place  requires  new  kinds  of  plumbers  —  shaking  up  IT  and 
business  staffs,  re-evaluating  how  companies  judge  stan- 
dards and  network  components,  and  anticipating  changes 
that  will  place  greater  demands  on  the  infrastructure  than 
many  imagine  —  and  sooner  rather  than  later. 


SPECIAL      ADVERTISING      SECTION 


The  reality,  analysts  say,  is  that  most 
IT  infrastructures  are  out  of  control. 
CIOs  are  under  pressure  to  find 
quicker  and  cheaper  ways  to  access 
information.  The  obvious  fix  is  to  slap 
down  some  middleware  or  put  up  a 
new  portal.  And  that  works  —  for  the 
moment.  And  it's  certainly  faster  and 
less  expensive  than  sizing  up  new  in- 
frastructures or  striving  for  coramon- 
ality  of  applications  —  for  the  moment. 
The  problem  is  that  the  underlying 
complexity  grows  each  day.  And  so, 
little  by  little,  the  infrastructure  starts 
to  wheeze  under  its  own  weight. 

Experts  say  the  agility  and  per- 
formance that  companies  require 
from  their  networks  can  no  longer  be 
achieved  by  simply  adding  on.  Often, 
they  must  take  away  parts  of  the  in- 
frastructure or  change  their  ap- 
proach and,  certainly,  they  must 
think  for  the  long  term. 


Lack  of  Discipline 

Most  IT  infrastructures  have  become 
unwieldy  because  of  a  lack  of  disci- 
pline, experts  say.  Large  companies 
that  have  been  early  adopters  of 
data,  voice  and  video  networks,  for 
example,  should  begin  to  combine 
them  and  reduce  costs.  They  need  to 
step  back  and  look  at  the  makeup  of 
their  infrastructure. 

In  the  booming  1990s,  many  new 
application  projects  tied  their  ROI 
justification  to  the  cost  savings  from 
replacing  legacy  systems.  Compa- 
nies launched  new  client/server  applications  that 
did  away  v\rith  the  need  for  old-line  infrastructure. 
Of  course,  the  legacy  systems  kept  running  as  in- 
surance during  the  trial  periods  for  the  new  sys- 
tems. In  many  cases,  though,  the  old  apps  were 
never  shut  off  after  the  trial  ended. 

"The  problem  is,  the  business  line  never  said 
to  shut  the  applications  dovv^n  and  the  IT  de- 
partment didn't  have  the  authority  to  shut  them 
down, "  says  Colleen  Niven,  vice  president  of  re- 
search for  AMR  Research,  an  independent  re- 
search analyst  firm  in  Boston. 

And  so  those  now-unnecessary  legacy  sys- 
tems keep  going  —  and  so  do  the  costs  of  main- 


Clean  Up 
Network  Clutter 

1. 

Make  sure  older  apps 

are  shut  down  after  new 

apps  are  fully  tested. 

2. 

Discard  repetitive  data 

rather  than  build  new 

systems  to  store  it. 

3. 

Tie  data,  voice 

and  video  networks 

together  to 

reduce  costs. 


Bring  facilities  under 

the  aegis  of  IT  to 

improve  agility. 

5. 

Don't  wage  war  over 

standards  that  only 

affect  the  most  visible 

functions. 


tenance  and  software  licensing 
agreements.  The  only  thing  that  has 
disappeared  is  the  ROI  that  was  sup- 
posed to  be  gained  by  shutting  down 
the  legacy  systems. 

Infrastructure  is  a  long-term  pur- 
chase. The  ROI  should  be  considered 
in  terms  of  a  five-year  horizon  rather 
than  five  months.  "Infrastructure 
isri't  cheap  or  easy, "  says  Chuck  Hol- 
lis,  vice  president  of  storage  plat- 
form marketing  for  EMC  Corp.,  a 
storage  vendor  in  Hopkinton,  Mass. 
"It's  a  change  of  business  model.  If 
you  look  at  infrastructure  as  some- 
thing as  important  as,  say,  going 
into  a  new  market,  you  get  the  right 
level  of  senior  executive  involve- 
ment." The  ROI  model  for  infra- 
structure projects  should  have  both 
hard  attributes,  like  reduction  of 
churn,  and  soft  attributes,  such  as 
increased  flexibility. 


Wireless  Affects  Everything 

Over  the  next  18  months,  infra- 
structures will  be  struck  writh  an- 
other w^hammy:  the  proliferation  of 
wireless  devices  that  must  be  wired 
back  into  the  infrastructure. 

Many  companies  don't  appreci- 
ate that  some  of  the  most  trouble- 
some aspects  of  w^ireless,  such  as 
security,  are  really  matters  of  poli- 
cies and  planning  rather  than  tech- 
nology, says  Alan  Nugent,  chief 
technology  officer  for  Novell  Inc.,  a 
netw^orking  software  company  in 
Provo,  Utah.  "Before  companies  w^idely  adopt 
wireless  devices,  they  need  to  decide  on  their 
policies  for  using  these  devices  in  day-to-day 
business  activities,"  Nugent  says. 

Consider  the  problem  of  how  to  protect  valu- 
able information  that  executives  dowmload  to  their 
laptops  or  PDAs.  Some  companies  require  users  to 
input  a  separate  password  for  each  application 
on  a  wireless  device  in  addition  to  the  password 
they  use  on  devices  wired  to  the  infrastructure. 

"That  can  be  reaUy  burdensome, "  Nugent  says. 
"Your  policies  need  to  be  realistic,  because  you 
don't  want  the  user  to  ignore  the  security  proce- 

(continued  on  page  7) 
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If  they  come,  you  will  build  it 


NetworkAIR'  FM 

Modular  floor  mount 
precision  air  conditioninc 
for  environmentally 
sensitive  equipment  area 


Environmental 
Monitoring 

Local  or  remote 
monitoring  of 
temperature  and 
humidity  in  your 
enclosures. 
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id  manageable 
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Air  Distribution  Unit 

Delivers  equalized  airflow  from 
the  bottom  to  the  top  of  the 
enclosure  to  help  eliminate 
unequal  temperatures 
and  protect  sensitive  electronics. 


ay  as  you  grow  with  new  InfraStruXure'"'  architecture. 
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UPSs 


ional  data  centers  are 

ut  for  future  capacity  and 
e  a  large  amount  of  floor 
that  could  be  otherwise 
I.  High  power  density  racks 
dangerous  hot  spots. 


InfraStruXure*  lets  you  build  out 
capacity  only  as  it's  required  Save  up 
to  50%  CapEx  and  20%  OpEx*.  and 
reclaim  an  average  of  20%  usable 
space.  InfraStruXure  AIR  delivers 
cooling  directly  where  it  is  needed, 
eliminating  dangerous  hot  spots. 


InfraStruXure™  is  tiie  industry's  only  patent-pending, 
on-demand,  network-critical  physical  infrastructure  (NCPI). 

Build  out  capacity  only  as  it's  required  with  InfraStruXure's 
open,  adaptable  and  integrated  approach.  Select  standard- 
ized components  to  create  your  own  customized  solution. 

Finally,  you  can  target  availability,  pay  as  you  grow,  adapt 
to  change  and  maximize  efficiency  while  minimizing 
installation,  operating,  service  and  maintenance  costs. 

To  find  out  more  visit  us  online  at  www.apc.com,  or  see 
below  to  get  your  free  InfraStruXure  brochure  and  white 
paper  today. 

■Representative  savings  based  on  proiected  power  infrastructure  built-out  costs 
and  estimated  service  cost  per  unit.  Actual  savings  may  vary. 
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Bringing  SLAs  Inside 


^P  VVV  organizations  no  longer  have  the  lux- 
I  I  ury  of  servicing  only  internal  employ- 
■■  lAi  ees.  When  companies  expose  their 
infrastructure  directly  to  customers,  partners  and 
suppliers,  it  increases  both  the  complexity  of  the 
environment  and  the  need  for  maintaining  ser- 
vice levels. 

One  method  increasing  in  popularity  is  the  use 
of  formal  service-level  agreements  (SLAs)  be- 
tween IT  and  its  internal  customers.  "Adopting 
service-level  management  across  the  entire  IT  or- 
ganization gives  the  IT  staff  a  common  set  of  goals 
and  values, "  says  AMR  Research  Analyst  Dennis 
Gaughan.  "When  an  entire  organization  is  work- 
ing tov\7ard  the  same  goals,  it  becomes  more  aware 
and  proactive  in  delivering  quality  service. " 

A  fundamental  part  of  developing  effective 
SLAs  is  having  IT  work  closely  with  business  cus- 
tomers to  understand  their  requirements.  In  many 
cases,  though,  this  isn't  happening.  Consider  a 
survey  conducted  by  AMR  Research  of  58  com- 
panies across  many  industries  that  have  imple- 
mented internal  SLAs.  Only  53  percent  of  those 
companies  involved  line-of-busi- 
ness  counterparts  in  the  SLA  cre- 
ation process,  despite  widespread 
agreement  that  w^orking  wnth  cus- 
tomers was  a  critical  factor. 


Why  Executives 

Are  Changing 

Their  SLAs 


Change  is  Key 

To  create  successful  SLAs,  IT  or- 
gsmizations  often  need  to  change 
how  they  manage  and  measure 
service  delivery.  Traditional  mea- 
surement of  discrete  device  avail- 
ability, like  server  uptime,  doesn't 
reflect  business  performance  as  ac- 
curately as  key  business  services, 
like  order  management. 

"'What  to  measure?'  and  'How 
to  measure?'  represent  some  of  the 
biggest  challenges  in  the  successful 
implementation  of  SLAs,"  AMR's 
Gaughan  says.  "Working  closely 
with  the  customer  to  determine  the 
metrics  that  are  important  to  the 
business  is  a  critical  success  factor. " 

Another  key  point:  Because 


47% 

Change  in  Business 
Priorities 


business  is  constantly  changing,  there  definitely 
will  be  changes  to  w^hat  the  SLAs  measure. 

Unless  companies  focus  on  service-level  man- 
agement and  think  about  the  process  of  creating 
an  SLA,  they  tend  to  manage  their  infrastruc- 
tures in  a  reactive  —  rather  than  a  proactive  — 
w^ay,  says  Scott  Hollis,  senior  director  of  market- 
ing for  NetlQ  Corp.,  an  analytics,  systems  and  se- 
curity management  firm  in  San  Jose,  Calif. 

Too  often,  business  units  launch  and  manage 
their  own  Web  farms  until  they  realize  they  have 
built  a  mission-critical  Web  site,  at  which  pxjint 
they  turn  the  site  over  to  IT.  "IT  has  done  none  of 
the  pre-work,  nor  have  they  built  any  of  the  archi- 
tecture, so  they  have  to  try  to  manage  it  in  a  pro- 
duction environment  while  they  build  an  architec- 
ture that  they  can  effectively  manage, "  Hollis  says. 
This  is  especially  common  in  Linux  or  open- 
source  envirormients,  which  the  business  units 
think  are  less  costly  because  the  downstream 
management  issues  haven't  been  addressed. 

The  result  is  more  cost  and  poorer  perfor- 
mance until  the  new  architecture  is  constructed. 
Hollis  says  these  problems  can  be 
minimized  writh  better  planning. 
Business  units  need  to  think 
through  three  elements  before  de- 
ploying a  new  business  service 
v\7ithin  an  infrastructure:  assuring 
the  service's  availability;  optimiz- 
ing it  for  end  users  and  support 
staff;  and  supporting  it. 


39% 

Difficult  to  Measure 

35% 

Customer  Requests 

28% 

SLA  Terms  Too  Restrictive 

19% 

Compliance  Too  Costly 

Source:  February  2003  AMR 

Research  survey  of  58  companies 

across  rr)any  irKiustries 


Internal  SLAs  Work 

Even  with  some  faulty  measures, 
the  results  of  internal  SLAs  have 
been  impressive.  It's  important  to 
note,  however,  that  SLAs  don't 
necessarily  cut  costs.  A  third  of  the 
companies  in  the  AMR  Research 
survey  said  SLAs  actually  increased 
operating  costs. 

But  even  this,  experts  say,  can 
be  a  sign  of  success:  Higher  support 
costs  often  mean  the  company  has 
set  a  higher  bar  for  performance  and 
infrastructure  availeibility,  which 
pays  for  itself  in  the  long  riin.  ■ 
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The  New  Symmetrix  DMX 


EMC' 

where  information  lives 


The  world's  leading  information  storage  system  just  got  better, 
introducing  tlie  enlianced  Symmetrix"  DMX.  New  liigli-end  and  entry-level 
options.  The  industry's  best  non-disruptive  capabilities.  The  ability 
to  replicate  more  data,  more  cost-effectively  —  across  the  room  or 
across  the  ocean.  Rapid  innovation  from  EIMC,  where  information  lives. 

EMC.com/dmx   i.866.symm.dmx/i.866.796.6369 


The  Symmetrix  DMX  Series 


EMC  ,  EMC,  and  Symmetrix  are  registered  trademarlcs  and  Direct  Matrix  Architecture  and  where  information  lives  are  trademarks  of  EMC  Corporation. 
All  other  trademarks  used  herein  are  the  property  of  their  respective  owners.  ©  2003  EMC  Corporation.  All  rights  reserved. 
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(continued  from  page  3) 

dures  or  look  for  ways  to  bypass  them. "  Instead,  the 
company  might  decree,  for  example,  that  only  en- 
crypted data  can  be  stored  on  a  mobile  device.  Or 
it  might  implement  management  systems  to  render 
the  data  unusable  if  the  mobile  device  is  lost. 

Reshaping  IT  Departments 

Another  way  companies  are  looking  to  make  their 
infrastructures  more  responsive  is  by  reshaping 
their  IT  departments.  Over  the  next  12  months, 
AMR's  Niven  expects  to  see  a  return  of  charge- 
backs for  basic  infrastructure,  a  notion  largely 
abandoned  during  the  flush  1990s.  Rather  than 
clumping  infrastructure  into  one  big  budget  item. 


Upgrade,  Consolidate  or  lYansfomi? 


Where  will  companies  spend  their  infrastructure 
dollars  over  the  next  two  years? 


Year  1  HI 

Upgrade  existing 
enterprise  apps 

Consolidate 
infrastructure 

Install  or  upgrade  new 
operating  system 

Further  standardize  or 
consolidate  vendors 

Transform  IT  to 
business-centric  model 

Buy  new 
enterprise  apps 


Year! 


Source:  Forrester  Research  telephone  survey  of  122  fT  executive  worldwide 


system  and  service  management  tools  purchased 
from  major  vendors  will  break  down  the  cost  that 
a  specific  application  used  by  a  specific  business 
unit  has  to  infrastructure. 

IT  departments  are  making  stronger  connec- 
tions writh  facilities  departments,  too.  "Histori- 
cally, IT  and  facilities  departments  have  not 
meshed,"  says  Russell  Seneca,  solutions  manag- 
er for  InfraStruXure  at  American  Power  Conver- 
sion (APC)  Corp.,  a  power  availability  solutions 


INFRAJTRUaURE 
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American  i*pwer  Conversion  (APC) 

http://www.apc.com 

EMC  Corp. 

http://www.emc.com 

NetlQ  Corp. 

httpy/www.netiq.com 

Novell  Inc. 

httpy/www.novell.com 

AMR  Research 

http://www.amrresearch.com 


provider  in  West  Kingston, 
R.I.  "Facilities  became  the 
scapegoat  for  why  IT  could 
not  implement  projects 
quickly  enough. " 

Now,  companies  are 
creating  posts  such  as 
"Critical  Facilities  Direc- 
tors," whose  job  wiU  be  to 
determine,  say,  how  imple- 
menting an  Oracle  or  CRM 
tool  wnll  affect  facilities  to 
keep  that  department  from 
being  a  bottleneck.  Seneca 
says  thinking  of  facilities  as  infrastructure  could 
cause  companies  to  change  their  philosophy  for 
how  they  should  architect  cooling  and  power  sys- 
tems, for  example.  Typically,  those  systems  are 
overbuilt  based  on  predictions  of  the  lifetime  needs 
of  a  datacenter.  Now^,  more  companies  are  using 
modular,  highly  manageable  and  pre-engineered 
components  for  their  air  and  power  systems. 

More  From  Suppliers 

The  relationship  many  companies  have  with  their 
suppliers  is  changing,  as  well.  CIOs  have  been 
asked  to  cut  back  significantly  on  spending,  re- 
sulting in  only  20  to  30  percent  of  the  budget  going 
to  new  applications  and  infrastructure.  "Compa- 
nies are  reducing  the  number  of  suppliers  to  cre- 
ate more  leverage  with  remaining  suppliers, "  says 
Doug  Tuttle,  global  high-tech  leader  for  Deloitte 
Consulting  in  New  York.  "They  want  vendors  to 
help  with  infrastructure  consolidation  ideas." 

Companies  that  find  new  ways  to  work  with 
suppliers,  customers  and  colleagues  have  learned 
to  look  at  their  infrastructures  from  an  entirely  dif- 
ferent perspective.  And  this  has  allowed  them  to 
construct  robust  and  agile  infrastructures  that 
can  meet  the  growing  demands  of  business.  If  all 
goes  well,  that  should  give  them  an  advantage.  ■ 
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LINUX: 

Operating  system 

can  now  give  you  the  same 

buzz  it  gives  IT. 


lere  are  tech  reasons  to  love  Linux.  And  there  are  business  reasons.  With  new  Novell®  Nterprise™  Linux  Services,  you  get  both.  An  application  suite  that  helps  you 
iost  productivity.  And  gives  your  tech  staff  the  deep  support  they've  been  looking  for.  Bottom-line  types  will  appreciate  the  increased  efficiency  that  comes  from 
nning  an  array  of  applications  -  everything  from  secure  identity  management  to  remote  access  to  messaging  -  on  an  operating  system  that's  renowned  for  its  low 
ist  and  reliability.  And  while  everybody's  in  favor  of  better  financial  performance,  what's  really  going  to  get  your  tech  crew  jazzed  is  the  unprecedented  multilevel 
pport.  Right  on  down  to  the  actual  operating  system.  To  find  out  how  new  Novell  Nterprise  Linux  Services  can  free  your  business  to  be  more  productive,  call 
800-218-1600orvisitwww.novell.com/linux  @  we   speak  your   language. 
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Victory 

Capital  Management 


Powerful  investment  strategies  supported  by  strong 

fundamentals.  This  is  victory  Capital  Management.  Providing  you  the  strongest 
resources  and  expertise  to  offer  superior  long-term  risk-adjusted  returns.  How? 
Through  a  disciplined  and  repeatable  process  and  proper  diversification  with 
active  management.  And  above  all,  we  use  our  time-tested  philosophy  to  provide 
you  with  the  best  built  portfolio  —  depend  on  it. 

Responsible  risk.  Remarkable  returns.^ 


To  learn  more,  call  1-877-660-4400  or  visit  VictoryConnect.com 
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HOW  LONG  WILL  BEIJING 

KEEP  PLAYING  IT  COOL  ON  TAIWAN? 

down  their  rhetoric.  "Hu  Jintao  is  still  working  to  consolidate 
his  position,"  explains  John  Chang,  a  fellow  at  Taiwan  Re- 
search Institute,  a  Taipei  think  tank.  "The  timing  would  not 
be  good  for  him  to  do  anything  big." 

The  question  is,  how  long  Beijing  will  stay  on  its  best 
behavior?  Chen  was  elected  with  just  a  pluraUty  in  a  three- 
man  race  in  2000  and  has  since  presided  over  an  economic 
slimip.  He  is  not  popular  and  faces  a  unified  opposition.  So  he 
may  push  the  envelope  in  an  attempt  to  get  a  clumsy  Chinese 
response  and  thereby  rally  voters  to  him.  Lee  used  such 

tactics  in  1996,  when  the  Chinese 
fired  missiles  near  Taiwan. 

The  Chinese  may  also  find  it 
hard  to  stay  silent  as  policymakers 
in  Taiwan  and  the  U.S.  urge  a  re- 
sponse to  Beijing's  military  threat. 
The  Pentagon  recently  reported 
that  China  had  at  least  450  missiles 
pointed  at  Taiwan  and  was  adding 
75  a  year.  "There  is  no  question 
that  [China]  has  decided  to  step  up 
its  capabilities,"  says  Douglas  H. 
Paal,  director  of  the  American  In- 
stitute in  Taiwan  and  de  facto  U.  S. 
ambassador.  Some  Taiwanese  want 
missiles  capable  of  hitting  Shang- 
hai. "They  threaten  me,  I  need  the  ability  to  threaten  them," 
says  Li  Wen-chong,  a  DPP  legislator 

Chen  will  have  to  walk  a  fine  line.  Aware  that  Taiwan's 
high-tech  companies  depend  on  Chinese  factories  for  produc- 
tion, Chen's  government  recently  issued  proposals  to  improve 
economic  ties  with  China.  "Taiwan  needs  to  maintain  a  steady 
course  and  not  antagonize  the  800-pound  gorilla,"  says  Alexan- 
der Huang,  vice-chairman  of  Chen's  Mainland  Affairs  Council. 
Still,  come  election  time  in  Taiwan,  leaders  in  Taipei,  Bei- 
jing, and  Washington  will  again  struggle  to  keep  their  cool. 

By  Bnice  Einhom  in  Taipei 


fung  Chee-hwa,  the  Beijing-selected  chief  executive  of 
Hong  Kong,  surprised  the  former  British  colony  on  Sept. 
5  by  withdrawing  controversial  anti-sedition  legislation 
that  he  and  Chinese  leaders  had  been  promoting  for  months. 
The  move  marks  a  triumph  for  the  500,000  protesters  who 
demonstrated  against  the  bill  in  the  city's  streets  in  July. 

Yet  the  backdown  in  Hong  Kong  comes  just  as  Taiwan  is 
{entering  its  presidential  election  season.  In  past  elections,  Chi- 
pa  has  fired  missiles  and  held  war  games  to  scare  voters  away 
from  anti-Beijing  candidates,  which  has  often  backfired  as  Tai- 
wanese voters  rallied  around  poUti- 
ians  Beijing  disliked. 

This  time,  the  Chinese  regime 
seems  to  want  to  avoid  such  a  back- 
ash.  That  may  be  one  reason  why 

hina's  inexperienced  new  Presi- 
dent, Hu  Jintao,  allowed  Tung  to 
Dull  the  anti-sedition  bill.  The  Chi- 
lese  leadership  does  not  want  to 
pve  any  more  ammimition  to  Tai- 
wanese President  Chen  Shui-bian, 
the  Beijing  critic  who  has  used 
^ong  Kong's  civil-rights  battle  to 
Adn  support  for  his  reelection  bid 
lext  March.  Chen  is  leader  of  the 
Democratic  Progressive  Party,  long 
dentified  with  the  movement  to  declare  Taiwan  independent. 

Beijing  has  also  responded  mildly  to  recent  provocative 
noves  by  Taiwan.  On  Sept.  1,  Chen's  government  for  the  first 
'ime  issued  passports  with  the  word  "Taiwan"  printed  on 
|hem  rather  than  just  the  official  "Repubhc  of  China"  that 
oreserves  the  idea  that  the  island  remains  part  of  China.  A 
lew  days  later,  100,000  people  demonstrated  in  Taipei,  calling 
or  the  government  to  drop  the  China  name  altogether,  in  an 
hvent  led  by  ex-Taiwan  President  Lee  Teng-hui — one  of  the 
|>ols  China  loves  to  hate.  Normally,  such  moves  would  inspire 

vitriolic  response,  but  so  far  the  Chinese  have  ratcheted 


TAIWAN  FLAGS:  A  growing  move  for  independence 


GLOBAL  WRAPUP 


SHAKEUP  IN  BRITISH  SOCCER 


►  Roman  Abramovich,  the  wealthy 
Russian  businessman  who  bought  con- 
trol of  Chelsea  Football  Club  in  July, 
has  pulled  off  another  shocker.  On 
Sept.  9  he  lured  away  Peter  Kenyon, 
CEO  of  Manchester  United  PLC,  Brit- 
ain's best-known  and  best-managed 
sports  business.  Abramovich  has  spent 
$170  million  on  high-profile  players 
since  completing  the  Chelsea  deal  for 
an  estimated  $210  million. 

Analysts  speculate  that  Abramovich 
may  be  hoping  that  Kenyon,  a  former 


marketing  executive,  can  repeat  the 
successes  he  achieved  at  Man  U  in 
boosting  the  team's  brand  by  selling 
shirts  and  other  products  around  the 
globe.  Abramovich's  spending  is  Ukely 
to  put  further  pressure  on  British 
clubs,  several  of  which  are  struggling 
under  soaring  player  costs. 

CLASH  IN  COLOMBIA 

►  Colombian  President  Alvaro  Uribe, 
who  has  been  cracking  down  on  a  39- 
year-old  guerrilla  insurgency  and  the 
country's  cocaine  producers  since  he 
came  to  power  in  August,  2002,  is  now 


clashing  head-on  with  human-rights 
groups.  On  Sept.  8  he  publicly  blasted 
activists  for  criticizing  his  efforts,  call- 
ing them  "spokesmen"  for  terrorists. 

In  a  new  report,  Colombia's  leading 
nongovernmental  groups  allege  that 
the  Uribe  government  has  arbitrarily 
detained  more  than  2,500  people,  in- 
cluding labor  unionists  and  opposition 
politicians,  accusing  them  of  support- 
ing guerrillas.  The  verbal  slinging 
match  may  dent  Uribe's  popularity, 
but  it  is  unlikely  to  affect  U.  S.  aid  to 
Colombia,  which  has  totaled  $2.4  bil- 
lion since  2000. 
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SAMSUNG  DigitAll: 

Making  digital  convergence 
ceme  alive 

There's  a  party  going  on  with  every  wireless  phone  we  malce.  Want  to  i(now  - 
the  host?  it's  you-  and  every  time  you  picic  up  a  Samsung  phone,  you're 
joining  the  party.  So  join  the  DigitAll  celebration :  Everyone's  invited! 


Here's  the  thing  about  life  today:  total 
unpredictability.  What— and  who— can  you 
really  count  on?  The  most  important  thing 
is  to  keep  your  connection  to  the  people 
who  matter  most. 

Frankly,  there's  only  one  way  to  do  that. 
Now  that  the  world's  one  giant  global 
party,  you've  got  to  make  your  digital  tools 
dance  and  shout  and  sing  your  song- 
from  your  PC  to  your  mobile  phone  and 
TV,  even  your  washing  machine  and 
refrigerator.  Make  them  learn  to 
celebrate.  To  survive.  To  live  your  life  with 
all  the  passion  you  bring  to  it. 

That's  what  Samsung  does  for  me. 
Samsung  DigitAll  is  all  about  making  the 
promise  of  digital  convergence  come  alive 
no  matter  where  you  are,  who  you  are,  or 
what  you  do.  It's  TVs  made  for  websurfing 
(as  well  as  watching  hot  episodes  of  your 
favorite  TV  shows).  Refrigerators  that  keep 
your  food  cold  (and  let  you  watch  a  spicy 
cooking  DVD  wirelessly  from  your  DVD 
player  while  standing  at  the  stove.) 
Phones  that  let  you  see  as  well  as  talk  and 
listen  (and  make  it  seem  so  easy  you'll 
wonder  why  phones  weren't  always  like 
this.) 

Want  to  know  how  DigitAll  works  for  me? 
Let  me  tell  you  what  happened  last  week 
at  work... 

Even  before  I  began  working  for  the 
Company,  I'd  heard  about  Marvin  Derwish, 
its  CEO.  It's  hard  not  to.  Marvin  is 
everywhere— on  all  the  TV  news  and  chat 
shows  and  on  magazine  covers. 
Last  week,  I  even  saw  his  face  plastered 
on  the  side  of  a  bus,  advertising  his  latest 
book.  Marvin  is  about  as  rich  and  famous 
as  a  CEO  can  be  -  and  about  as 
demanding  as  you  might  imagine. 

Marvin  takes  being  connected  to  new 
heights.  The  day  I  joined  the  company 


I  was  issued  the  standard  company 
cellphone.  No  ordinary  phone  either:  a 
new  Samsung  Mobile  Intelligent  Terminal 
(MITs),  the  SPH-i700.  "Smart  workers, 
smart  phones,"  says  Marvin,  but  he  might 
as  well  have  put  me  on  a  leash.  The  i700 
is  such  a  cool  phone,  I  literally  can't  go 
anywhere  without  it.  It's  not  just  a  phone, 
it's  a  way  of  life.  And  not  only  because  it's 
fun  — I  mean  how  many  people  do  you 
know  have  40  polyphonic  ringtones  that 
ring  with  the  sounds  of  Radiohead?  But 
mostly  the  1700  is  just  so  useful.  With  the 
whole  suite  of  Pocket  PC  applications,  my 
whole  life  is  on  this  thing.  Last  week,  I 
found  myself  doing  a  business  proposal 
using  Pocket  Word  and  then  crunching 
some  numbers  in  Pocket  Excel— all  on  my 
lunch  hour.  And  all  on  my  phone. 


^ 


Naturally,  It's  also  fun  to  play  with  the  little 
300,000  pixel  camera.  (Marvin  always 
pushes  us  to  take  pictures  of  our  products 
anywhere  we  go;  $100  to  anyone  who 
finds  our  displays  out  of  order.)Likewise, 
the  dial-your-number-by-voice  feature 
comes  in  handy  a  lot:  now  my  wife  lets  me 
drive  and  talk  on  the  phone  at  the  same 
time.  But  you  haven't  really  lived  until  the 
boss  sends  you  an  instant  message  while 
your  three-year-old  is  pitching  a  tantrum  in 
the  supermarket  (that  would  be  the 
ice-cream  aisle.) 

Yet  no  matter  how  connected  Marvin 
wants  us  to  be,  there's  one  place  we're 
supposed  to  be  offline— when  we're 
meeting  with  Marvin.  'Turn  on  your  job  and 
turn  off  your  phone,"  is  the  first  thing  you 
hear  when  you  meet  Marvin. 

At  least  that  was  the  law  until  last  week 
when  I  got  a  call  from  his  assistant  asking 
me  to  step  into  his  office.  As  soon  as  I 
walked  in  I  saw  Marvin's  new  Samsung 
SPH-A600  lying  on  his  spotless  desk. 


HUM 


m 


He  looked  particularly  stern,  while  the 
phone  gleamed  distractingly.  I  was  sure  he 
was  going  to  fire  me,  although  I  couldn't 
figure  out  why.  "Do  you  know  why  I've 
called  you  here?"  he  said,  closing  the  door 
behind  him. 
"No  sir,"  I  gulped. 

Just  then  his  A600  rang.  I  was  a  little 
confused  for  a  second.  I  already  knew  it 
wasn't  my  phone— mine  was  much  thinner, 
for  one  thing— but  if  it's  a  crime  for  your 


phone  to  ring  when  you're  meeting  the 
boss,  what  are  you  supposed  to  do  when 
the  boss's  phone  rings? 

"Answer  it,"  he  commanded  with  a  snap  of 
his  hand.  "Now." 

I  reached  over  his  desk,  and  snapped 
open  the  phone.  It  was  light  as  a  feather, 
and  I  thought  I  was  going  to  drop  it.  "Mr. 
Derwish's  line,"  I  said,  a  little  foolishly.  And 
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just  then  I  saw  my  wife's  picture  on  the 
phone's  amazing  65,000  color  screen.  I 
thought  I  was  hallucinating.  For  one  thing 
the  screen  was  so  big.'  (Two  full  inches,  12 
lines  of  text,  I  learned  later).  For  another, 
my  wife  looked  like  she  was  on  the  cover 
of  a  magazine.  "Happy  birthday,  you  big 
dope,"  I  saw  her  message  as  I  looked  at 
her  huge  smile,  my  three-year-old 
beaming  from  her  lap.  "You  were  working 
so  hard,  I  didn't  know  if  I  was  going  to  see 
you,  so  when  I  ran  into  Mr.  Derwish  last 
week,  we  cooked  up  this  little  surprise." 

I  looked  at  Marvin's  phone,  looked  at  my 
wife,  and  realized  there  was  only  one  thing 
to  do.  Luckily,  the  A600-with  its  180- 
degree  pivoting  LCD  and  rotating 
camera— was  just  the  phone  to  make  it 
happen. "Thanks  Marvin,"  I  said,  pivoting 
the  camera  around  to  him  so  I  could  take  a 
photograph  of  this  momentous  (and  rather 
silly)  moment.  "Now  I'm  gonna  be  in  big 
trouble." 

"You  don't  know  just  how  much  trouble," 
said  the  big  man.  "If  you  think  you're  in 
trouble  now,  just  wait  till  you  see  what 
happens  when  you  get  home.'" 

It  suddenly  occurred  to  me  that  my  wife 
and  I  do  not  own  a  digital  camera— at 
least,  we  hadn't  when  I  left  home  this 
morning.  And  yet  here  she  was,  live  and  in 
color,  on  every  single  pixel  of  Marvin's 
phone. 

"Honey,  this  is  all  wonderful,  but  can  you 
tell  me  how  you're  taking  pictures  of 
yourself  on  a  camera  phone?" 

"Better  come  home  soon,  tiger,"  she  said. 
"You  don't  want  me  to  tell  all  my  tricks  in 
public  do  you?" 

It  was  time  to  thank  Marvin  and  get  home. 
The  real  party  was  just  about  to  begin. 

So  do  like  I  did:  grab  a  cool  drink,  turn  up 
the  music,  and  join  the  DigitAII  party  — 
everyone's  invited  to  share  our  vision  of 
tomorrow's  mobile  phones  right  now.' 
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COMMENTARY 

By  Catherine  Yang 


HOW  MICHAEL  POWELL  GOULD  HAVE  THE  LAST  UUGH 


Federal  Communications  Commis- 
sion Chairman  Michael  K.  Powell 
looks  like  a  man  on  the  run.  Since 
he  passed  sweeping  rules  in  June  en- 
abling greater  media  consolidation,  an 
angry  public  has  ignited  a  fast-burning 
backlash  against  his  deregulatoiy 
agenda.  On  Sept.  3,  at  the  urging  of 
public  interest  groups,  the  U.  S.  Court 
of  Appeals  in  Philadelphia  stayed  the 
rules  until  it  could  finish  reviewing  them. 
The  next  day,  the  Senate  Appropria- 
tions Committee  voted  to  bar  the  FCC 
from  implementing  a  new  rule  allow- 
ing TV  networks  to  own  stations  cover- 
ing up  to  45%  of  the  U.  S.  audience. 
But  while  the  opponents  of  media 
consolidation  seem  to  be  gaining 
ground  fast,  they  shouldn't  be  too 
quick  to  declare  victory.  In  fact,  Capi- 
tol Hill's  expected  repudiation  of  the 
networks'  45%  limit  risks  letting  the 
steam  out  of  the  debate — and  leaving 
Powell's  laissez-faire  legacy  intact.  Un- 
til now,  lawmakers  and  the  anti-Big 
Media  insurgents  have  focused  on  gut- 
ting this  one  rule.  The  45%  cap  has 
become  a  rallying  symbol,  but  the  reg- 
ulations that  would  truly  reorder 
America's  media  landscape  and  affect 
local  communities  have  flown  under 
the  radar.  These  would  allow  compa- 
nies to  snap  up  not  only  two  to  three 
local  TV  stations  in  a  market  but  also 
a  newspaper  and  up  to  eight  radio 
stations.  If  the  courts  and  Congress 
are  worried  about  the  dangers  of  me- 
dia consolidation,  they'll  have  to  re- 
sist calling  it  a  day  after  dispens- 
ing with  the  network  cap  and 
go  after  the  rules  with  real  bite. 
As  it  stands  now,  TV's  Big 


THE  MAKIHG 
OF  A  LOCAL 
MEDIA  GIANT 


Congress  is  expected  to 
overturn  a  media  rule 
expanding  how  many  local 
stations  a  TV  network  can  own. 
But  other  new  FCC  rules  are 
more  potent:  One  company  in  a 
medium-size  city  can  now  own  a 
newspaper,  two  TV  stations,  and 
eight  radio  stations. 


AGENDA  INTACT?  Some  of  Powell's 
new  rules  remain  under  the  radar 

Four  networks  will  be  losers  among 
media  outlets — ^thanks  mostly  to  vocif- 
erous lobbying  by  independent  TV  af- 
filiates. With  strong  ties  to  lawmakers 
w^ho  depend  on  them  for  campaign 
coverage,  the  affiliates  have  succeeded 
in  getting  a  House  vote  against  the 
45%  rule  and  will  likely  see  a  rerun  of 
that  episode  when  the  Senate  votes 
by  October.  But  with  Fox  and  CBS  al- 
ready each  owning  stations  that  cover 
about  40%  of  the  nation's  audience, 
"going  up  another  5%  isn't  going  to 
make  a  dramatic  difference,"  says 
Scott  A.  Stawski,  a  media  consultant 
at  Inforte  in  Chicago. 

In  contrast,  opening  the  floodgates 
to  allow  local  behemoths  to  combine 
newspapers,  TV,  and  radio  stations  un- 
der one  roof  would  change  media 
ownership  in  towns  and  cities,  concen- 


trating it  in  the  hands  of  a  few.  Even 
in  midsize  cities,  such  as  San  Antonio, 
for  instance,  one  company  might  own 
the  leading  newspaper,  two  TV  sta- 
tions, eight  radio  stations,  and  several 
cable  channels.  Powell  argues  the  ex- 
plosion of  cable  networks  and  the  In- 
ternet brings  a  wide  choice  of  media 
to  communities,  even  if  there's  a  spate 
of  mergers.  And — ^no  surprise  here — 
most  media  companies  agree. 

Yet  there's  little  doubt  that,  once 
given  the  go-ahead,  these  rules  would 
spur  local  consolidation.  Owning  a  sec- 
ond or  third  station  in  a  market  is  ir- 
resistible for  TV  station  owners,  which 
can  slash  expenses  by  a  third  by 
ditching  duplicate  cameramen,  studio 
technicians,  and  reporters.  The  eco- 
nomics of  newspaper-broadcast  cross- 
ownership  may  be  dicier,  but  publish- 
ers such  as  Tribune  Co.,  Gannett,  and 
Media  General  want  stations  where 
they  publish — ^if  for  nothing  more  than 
to  cut  costs  in  back-office  operations. 
True,  the  new  media  giants  could 
conceivably  plow  their  savings  back 
into  improving  local  news  coverage. 
But  public  companies  are  more  likely 
to  use  them  to  boost  returns  to 
shareholders.  "If  they  can  downsize 
the  operational  budget  through  hav- 
ing fewer  people  cover  the  news, 
they'll  do  it,"  says  Jill  Geisler,  head 
of  the  leadership  program  at  the 
Poynter  Institute,  which  promotes 
journalism  standards. 

But  even  asking  whether  TV  duopo- 
lies and  newspaper-TV  combos  can 
produce  better  news  may  be  be- 
side the  point.  "The  test  is  how 
many  different  voices  we 
have,"  says  James  F.  Good- 
mon,  CEO  of  Capitol  Broad- 
casting Co.,  a  Raleigh 
(N.  C.)-based  TV  station 
group  that  is  opposed  to  the 
FCC's  rules.  "What's  good 
news  to  you  is  bad  news  to 
me.  I'm  really  worried  about 
someone  deciding  what  good 
news  is."  The  courts  and  Congress, 
too,  should  guard  against  a  Powell 
doctrine  that  could  end  up  muffling 
more  voices  than  it  adds. 

Yang  covers  the  FCC  from 
Washington. 
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BORDERS  ARE  SO 
20TH  CENTURY 

High-tech  transnationals  take  "stateless"  to  the  next  level 


> 


When  the  first  reports  surfaced 
at  12:17  p.m.  Pacific  Time  on 
Aug.  11  that  the  Blaster  com- 
puter virus  was  on  the  loose, 
researchers  at  antivirus-software  com- 
pany Trend  Micro  Inc.  scrambled  to 
come  up  with  a  fix.  Meanwhile,  the 
company's  five  global  alert  commanders 
began  sizing  up  Blaster  via  cell-phone 
calls  and  e-mails.  At  1:55  p.m..  Ham- 
mud  Saway,  the  commander  based  in 


Japan,  declared  a  global  alert,  signal- 
ing that  this  virus  was  nasty  enough 
to  require  all  the  company's  resources. 
Just  51  minutes  later,  a  cure  was  ready. 
The  company  routinely  is  among  the 
first  responders  to  viruses,  often  deliv- 
ering 30  minutes  before  market  leader 
Symantec  Corp.,  according  to  gega  it- 
Solutions  in  Gtermany,  a  response  tester 
Trend  Micro  is  able  to  respond  so 
quickly  partly  because  it's  not  organ- 


MAGIC  MAN:    ized  like  most  companies. 
Chang's  It  has  spread  its  top  exec- 

Trend  Micro  utives,  engineers,  and  sup- 
is  one  far-  port  staff  aroimd  the  world 
flung  outfit  to  improve  its  response  to 
new  virus  threats — which 
can  start  anywhere  and  spread  like 
wildfire.  The  main  virus  response  center 
is  in  the  Philippines,  where  250  engi- 
neers are  willing  to  work  the  evening 
and  midnight  shifts  necessary  to  keep 
ever-vigilant.  Then  there  are  six  other 
labs  scattered  from  Munich  to  Tokyo. 
"With  the  Internet,  viruses  became 
global.  To  fight  them,  we  had  to  become 
a  global  company,"  says  Chairman  Steve 
Chang,  a  Taiwanese  who  started  the 
company  in  1988. 

Trend  Micro  is  among  a  new  breed  of 
high-tech  companies  that's  defying  con- 
ventional wisdom  about  how  corpora-' 
tions  ought  to  operate.  While  most  large 
companies  have  extensive  worldwide 
operations,  these  companies  go  much 
further — aiming  to  transcend  nationality 
altogether.  C.  K.  Prahalad,  a  professor  at 
the  University  of  Michigan  Business 
School,  calls  this  the  fourth  stage  of 
globalization.  In  the  first  stage,  compa- 
nies operate  in  one  coimtry  and  sell  into 
others.  Second-stage  multinationals  set 
up  foreign  subsidiaries  to  handle  one 
country's  sales.  And  the  third  stage  in- 
volves operating  an  entire  line  of  busi- 
ness in  another  country. 

What's  different  about  these  outfits — 
call  them  transnationals — ^is  that  even 
the  executive  suite  is  virtual.  They  place 
their  top  executives  and  core  corporate 
functions  in  different  countries  to  gain  a 
competitive  edge  through  the  availabil 
ity  of  talent  or  capital,  low  costs,  or 
proximity  to  their  most  important  cus- 
tomers. Trend  Micro's  financial  head- 
quarters is  in  Tokyo,  where  it  went  pub- 
lic; product  development  is  in  PhD-rich 
Taiwan;  and  sales  is  in  Silicon  Valley — 
inside  the  giant  American  market.  When 
companies  fragment  this  way,  they  are 
no  longer  limited  to  the  strengths,  or 
hobbled  by  the  weaknesses,  of  their  na- 
tive lands.  "This  is  very  new,  and  it's 
important,"  says  Prahalad.  "There's  a 
fundamental  rethinking  about  what  is 
a  multinational  company,"  he  says.  'T)oes 
it  have  a  home  country?  What  does 
headquarters  mean?  Can  you  fragment 
your  corporate  functions  globally?" 

There  has  long  been  talk  of  the  state- 
less corporation — BusinessWeek  even 
ran  a  cover  story  on  it  in  1990.  Yet  thi 
dispersal  of  key  corporate  functions] 
takes  the  idea  one  step  further,  and  it'i 
made  possible  by  advances  in  technolo- 
gy, especially  the  Internet.  Harvard 
Business  School  Professor  Christopher 
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WE  MOVE  THE  WORLD 


Information  Technology 


A.  Bartlett  says  improved  communica- 
tion is  allowing  an  evolution  toward  "an 
integrated  global  network  of  operations." 
To  deal  with  the  gaps  between  time 
zones  and  cultures,  these  tech  trans- 
nationals  operate  like  virtual  computer 
networks.  Thanks  to  the  Internet,  they 
can  communicate  in  real  time  via  e-mail, 
instant  messenger,  or  Web  videoconfer- 
encing. Over  time,  these  scattered  ex- 
periments could  coalesce  into  a  powerful 
new  model  for  business.  Bartlett  and 
other  management  experts  say  the 
strategy  of  truly  globalizing  core  cor- 
porate functions  is  applicable  for  all 
kinds  and  sizes  of  companies. 

Tech's  transnationals  are  popping  up 
all  around  the  world.  They  range  from 
business-intelligence-software    maker 


TECH'S  TRANSNATIONALS 

A  group  of  tech  industry 
companies  are  taking 
multinationalism  to  extremes — 
spreading  key  headquarters 
functions  around  the  world — 
in  an  effort  to  be  more 
competitive.  Here's  a  sampling: 


Business  Objects,  with  headquarters  in 
France  and  San  Jose,  Calif.,  to  Wipro,  a 
tech-services  supplier  with  headquar- 
ters in  India  and  Santa  Clara,  Calif.,  to 
computer-peripherals  maker  Logitech 
International,  with  headquarters  in 
Switzerland  and  Fremont,  Calif.  While 
no  one  tracks  the  numbers,  Business- 
Week intei-viewed  executives  at  a  dozen 
such  companies,  and  new  ones  keep  pop- 
ping up.  For  instance,  24/7  Customer, 
a  business-services  provider  with  head-" 
quarters  in  Los  Gatos,  Calif.,  and  Ban- 
galore, India,  just  raised  $22  million 
from  Sihcon  Valley  ventm-e  capitalists. 
Running  a  transnational  company  is  a 
tough  management  challenge,  though. 
Executives  are  separated  by  oceans  and 
time  zones,  making  it  difficult  to  main- 
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tain  basic  communications  and  routines  fw 
that  old-style  companies  take  for  grant 
ed.  Then  there  are  the  cultural  chasms    tr 
"The  curse  is  that  national  cultures  car  ar 
be  very  different,"  says  Trend  Micro's 
Chang.  "We  have  to  figure  out  how  to  ^ 
convert  everybody  to  one  business  cul- 
ture— no  matter  where  they're  fi-om.' 
That's  why  Chang  is  visiting  the  com- 
pany's 20-plus  sites  and  laying  out 
set  of  common  values.  Chang,  who 
learned  to  do  magic  tricks  when  he  per- 
formed at  his  parents'  bowling  alley  in 
Taiwan  during  his  youth,  breaks  the 
ice  by  performing  sleight-of-hand  with  b' 
cards  or  coins. 

In  spite  of  the  complexities  of  span-iiari 
ning  the  globe  and  a  sluggish  economic 
environment,  most  of  these  tech  trans-  5 
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TREND  MICRO 

Having  a  computer-virus  response  center 
in  low-cost  Manila  and  six  smaller  virus- 
response  labs  scattered  around  the  globe 
allows  this  Taiwanese/American/Japanese 
company  to  guarantee  delivery  of 
innoculations  against  major  viruses  in  less 
than  two  hours.  No  rival  virus  company 
has  such  international  reach. 


LOGITECH  I^^ERNATIONAL 

With  dual  headquarters  in  SwitzerlanlriiM 
Silicon  Valley,  Logitech  holds  its  ovwi  t\ 
against  mighty  Microsoft  in  compute: 
peripherals.  One  key  advantage:  The 
manufacturing  exec  is  in  low-cost  Ta 
That  helps  Logitech  make  quick  dec  ere 
about  whether  to  manufacture  produi  IS 
its  Chinese  factories  or  farm  them  01 


I  AM  A  CISCO  CATALYST  6500. 
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nationals  have  been  delivering  out- 
standing financial  results.  Of  the  dozen 
companies  BusinessWeek  studied,  the 
average  revenue  increase  last  year 
was  25.4%,  vs.  a  4%  decline  for  the 
overall  tech  industry,  says  market  re- 
searcher IDC. 

These  companies  use  geo-diversity  to 
great  advantage.  Logitech,  for  instance, 
has  placed  its  manufacturing  headquar- 
ters in  Taiwan  to  capitalize  on  low-cost 
Asian  manufacturing.  Meanwhile,  its 
business-development  headquarters  in 
Europe  has  lined  up  strategic  partner- 
ships that  have  kept  the  company  at 
the  cutting  edge  of  peripherals  design, 
particularly  for  optical  pens  and  mice. 
That  has  helped  Logitech  hold  its  ovm 
against  mighty  Microsoft  in  worldwide 
pfiarkets  for  peripherals. 
I  For  Wipro  Ltd.,  there  are  clear  plus- 
JBs  to  locating  sales  in  the  U.  S.  and  en- 


EWORLD 


To  help  deal  with  gaps  between 
time  zones  and  cultures,  transnationals 
communicate  in  real  time  over  the  Internet 


gineering  in  India.  Wipro's  vice-chair- 
man, Vivek  Paul,  is  based  in  Silicon 
Valley  to  be  close  to  the  mammoth 
U.S.  market.  At  the  same  time,  the 
company  can  underprice  Western  ri- 
vals because  17,000  of  its  20,000  soft- 
ware engineers  and  consultants  are  in 
India,  where  the  annual  cost  per  em- 
ployee is  less  than  one-fifth  that  of  Sil- 
icon Valley. 

There  are  even  some  unintended  ben- 
efits from  operating  transnationally.  To 
collaborate  smoothly  in  spite  of  the  ge- 
ographic barriers,  all  of  the  Wipro  man- 
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ompany's  vice-chairman  is  in  the 
90  he  can  schmooze  clients  in  the 
It  market  for  its  technolc^  services. 
^7,000  of  its  20,000  engineers  and 
Itants  are  in  India,  where  annual 
>er  employee  is  less  than  one-fifth 
tf  Silicon  Valley 


COGNOS 

The  Canadian/American  company's 
international  orientation  has  changed  the 
way  it  makes  software.  In  the  past,  it 
released  different  versions  for  each  country. 
This  month  it  will  ship  business  software, 
designed  for  multinational  customers,  that 
includes  all  of  the  major  languages,  plus 
data  on  local  cun'encies  and  tax  regulations. 


agers  file  electronic  activity  reports  with 
their  superiors  on  Monday,  who  in  turn 
pass  them  along,  via  e-mail,  until  sum- 
maries reach  Paul,  who  travels  nearly 
constantly.  Not  only  does  Paul  stay 
plugged  in  wherever  he  is,  but  the  re- 
port process  "steps  up  the  pace  of  the 
organization,"  he  says. 

This  next  big  step  in  globalization 
won't  be  steady — or  fast.  Expect  start- 
ups to  experiment  vdth  new  ways  of 
operating,  and  a  few  innovative  estab- 
Hshed  companies  to  tinker  with  their 
geographic  organizations.  But  being 
transnational  requires  fundamental  and 
difficult  shifts  for  the  giants  that  might 
not  be  worth  the  trouble.  Often,  the 
transformation  requires  a  unique  lead- 
er— and  extremely  flexible  business  unit 
managers.  Still,  given  the  necessity  to 
exploit  new  markets  and  to  operate 
ever  more  efficiently,  the  pressure  won't 
let  up  to  create  something  approaching 
a  corporation  without  a  country. 

By  Steve  Hamm 
in  New  York 


I  AM  A  SNARLING  PACK 
DF  DOBERMANS. 

AM  INTEGRATED  SECURITY.  I  HAVE  THE  POWER  TO  PROTECT  YOUR  NETWORK  FROM  THE  INSIDE, 
FHE  OUTSIDE  AND  FROM  EVERYWHERE  IN  BETWEEN.  I  ALWAYS  KNOW  WHO  IS  ON  THE  GUEST 
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Cisco  Systems 


THIS  IS  THE  POWER  OF  THE  NETWORK.  ROW. 
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Science  &  Technology 
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INNOVATION 


REINVENTING 
CORPORATE  R&D 


Now  even  companies 
with  big  research  budgets 
don't  try  to  invent 
everything  in-house 

Every  month  at  Merck  &  Co., 
groups  of  scientists  in  different  ar- 
eas of  disease  research  gather  to 
evaluate  the  latest  breakthroughs. 
But  the  innovations  they  haggle  over 
don't  come  from  Merck's  own  laborato- 
ries. They're  generated  someplace,  any- 
place, else:  journals,  conference  reports, 
patent  literature,  and  visits  to  other 
labs.  "We  scour  the  world,"  says  Merv 
Turner,  Merck's  senior  vice-president 
for  external  research. 

At  the  end  of  the  meetings,  each 
group  typically  flags  a  couple  of  innova- 
tions for  a  small  team  of  scientists  to  in- 
vestigate. Last  year,  one  of  the  brain 
trusts  tagged  Amrad  Corp.,  a  tiny  Aus- 
tralian biotech  company  that's  working 
on  a  promising  drug  to  treat  respiratory 


diseases.  By  June,  Merck  had  ponied  up 
$5  million  to  seal  an  exclusive  hcense 
and  a  mxiltiyear  research  collaboration 
with  Amrad  that  one  day  could  be  worth 
$112  milUon.  It's  just  one  payoff  from 
Merck's  "very  aggressive  antenna  func- 
tion to  survey  w^hat's  going  on  in  the 
outside  world,"  Turner  says. 

Welcome  to  the  future  of  corporate 
research.  In  recent  years,  there  has 
been  much  hand-wringing  over  the  slow- 
down in  industrial  spending  by  Ameri- 
ca's big  corporate  labs.  Legendary  sci- 
ence and  engineering  bastions  such  as 
Xerox  Corp.'s  Palo  Alto  Research  Cen- 
ter and  the  old  AT&T  Bell  Labs  have 
gone  through  painful  pruning.  And  for 
the  first  time  in  more  than  a  decade, 
there  could  be  an  actual  decline  in  over- 
all corporate  research  and  development 


funding— $192  bilhon  for  2003,  or  0.7% 
less  than  2002,  notes  F.M.  Ross  Arm 
brecht  Jr.,  president  of  Industrial  Re- 
search Institute  Inc. 

Rather  than  drying  up,  however,  in 
dustrial  research  is  bubbling  up  all  over 
the  place,  with  more  big  companies  fol 
lowing  Merck.  The  downsizing  by  in 
dustrial  giants  makes  headlines.  But  at 
the  same  time,  a  new  r&d  model  is 
emerging,  dubbed  open  innovation.  Com- 
panies of  all  sizes  are  rounding  up  more 
partners,  big  and  small,  than  ever  be- 
fore, and  they're  casting  wide  research 
nets,  snapping  up  work  at  diverse  cor 
porate,  government,  and  academic  labs. 

So  despite  the  gloomy  dollar-spend- 
ing nvunbers,  U.S.  R&D  may  be  head- 
ing for  a  healthy  makeover.  While  big 
companies  have  been  a  source  of  major 
breakthroughs,  small  and  midsize  com 
panies  have  always  been  the  main  font 
of  new  products.  Today,  they're  more 
innovative  than  ever — not  least  because 
the  rapid  growth  of  computer  power  has 
put  unprecedented  research  resources 
in  the  hands  of  thousands  of  teams 
around  the  globe. 

Furthermore,  scientists  everywhere 
are  increasingly  motivated  by  commer- 
cial payoffs.  As  a  result,  the  time  be-L 
tween  new  discoveries  and  product  roll- 
outs is  coUapsing.  "Fundamental  science 


GIANT  SUCKING  SOUND  One  worry: 
Many  research  jobs  could  go  offshore 


igi 


cr,: 


74  BusinessWeek  /  September  22,  2003 


mmm^im 


lyt,  cnsgctetuer  ipiscing  dmakrc 


i  I  I 

BLACKBERRY 

wtmrnf 


I 


>qytx  elied  diam  nonummy  nibh  eu 


Blacl<Berry6210™ 

It's  an  email  device  and  a  phone. 
Available  at  Cingular. 


Xcingular 

fits  you  best' 


igular  Xpress  Mail  Wireless  email,  secured.  When  you're  out  of  the  office,  your  data  has  to  travel  with  you. 
t  it  also  has  to  remain  safe,  uncompromised  and  secure.  Xpress  Mail  with  BlackBerry^runs  over 
igular's  Mobitex  and  GPRS  networks  with  plans  that  offer  unlimited  monthly  usage.  It  fully  supports  both 
tus"  Domino "  and  Microsoft'  Exchange,  keeping  you  connected  to  your  office.  It  also  utilizes  Triple  DES 
cryption,  protecting  even  your  most  sensitive  corporate  information.  To  learn  more  about  how  Cingular  can 


ild  wireless  solutions  that  fit  your  business,  call  877-335-8391  or  log  onto  www.cingular.com/business  today.    BLACKBERRY 


;kBer7  8frf  RIM  families  of  related  marto.  iwges,  and  symbols  am  'Jie  exclusive  wopetes  and  trademarfts  or  registered  trademaite  of  Reseafch  t-  Mocon  btnted  used  by  perm^s^an  The  BiackBeiry  6210  is  wt  avaiiabie  fo'  pJcKase  or  use  m  al!  amas.  Due  to  coverage  imitato^.s 
>e'  factor?,  ioformatior  rrvay  not  be  accessible  at  ail  times  The  graphic  icon  and  CTO'Jar  fits  )iC'j  best  are  Sewce  Uoi^  c'  CogJa' Wiieless  llC.  02003  Cnguiar  Wireless  LLC  AJ  cghts  rsservwj.  A!  ote  trsdeca'ta  and  sei"y;ce  rrarfe  ^f  re'ti  are  the  prjp^ffi  of  their  t«c»:t^«  c*ne- 


ii 


Science  &  Technology 


SCOUTING  FOR  TECH  Amid  faster  product  rollouts,  even 
powerhouses  like  P&G  have  to  look  outside  for  innovation! 


breakthroughs  now  have  fairly  rapid 
commercial  appUcations,"  says  Walter 
W.  "Woody"  Powell,  a  guru  in  organiza- 
tional behavior  at  Stanford  University. 
Meanwhile,  industry-university  consor- 
tiums are  spinning  off  engineering  start- 
ups at  a  quicker  pace  than  ever  before, 
says  J.  David  Roessner,  associate  direc- 
tor of  the  Science  &  Technology  PoUcy 
Program  at  SRi  International. 

At  the  same  time,  big  companies  are 
becoming  more  inventive  in  tapping  re- 
searchers employed  elsewhere  to  solve 
vexing  problems.  Giant  chemical  compa- 
nies such  as  Dow  Chemical  Co.  and  BASF 
are  posting  research  problems  at  a  Web 
site  run  by  Eh  Lilly  &  Co.'s  InnoCentive 
Inc.,  which  tries  to  match  scientists  with 
research  problems.  Even  Xerox,  which 
set  the  standard  for  do-it-yoiirself  re- 
search, has  turned  to  outsiders  to  help 
develop  optical-network  technology.  '^We 
were  definitely  not  doing  that  20  years 
ago,"  says  Herve  Gallaire,  Xerox'  chief 
technology  ofBcer.  Xerox  has  contributed 
its  expertise  in  imaging  technology  to  a 
joint  project  with  Intel  Corp.  that  pro- 
duced Intel's  latest  microprocessor,  an- 
nounced Sept.  10.  It's  tailored  for  appli- 
cations in  document  imaging. 

Chalk  it  up  mainly  to  corporate 
heavyweights  learning  that  they  can't 
develop  all  the  breakthroughs  in-house. 
"It's  very  hard  for  any  company,  even 
one  that  spends  as  much  as  we  do  on 
R&D,  to  do  everything,"  says  Favl  Horn, 
senior  vice-president  and  director  of  re- 
search at  IBM,  which  last  year  spent 
$4.8  billion  on  research. 

In  high  tech,  belt-tightening  also  is 
pushing  companies  to  find  cheaper  al- 
ternatives to  conventional  research.  A 
study  last  year  by  Massachusetts  Insti- 
tute of  Technology's  Technology  Review 
magazine  found  that  most  leading  com- 
panies in  struggling  industries — aero- 
space, computers,  semiconductors,  and 
telecommunications — had  trimmed  R&D 
outlays.  But  they  haven't  turned  their 
backs  on  innovation;  they've  just  farmed 
it  out.  "It's  not  necessary  for  compa- 
nies to  invest  in  basic  research  to  make 
money  from  it,"  says  Henry  W  Ches- 
brough,  a  Harvard  Business  School  pro- 
fessor and  author  of  Opeii  Innovation, 
widely  cited  by  research  execs  such  as 
Xerox'  Gallaire  and  IBM's  Horn. 

Is  there  a  danger  in  corporations  re- 
lying too  much  on  outside  help?  MerrUea 
J.  Mayo,  director  of  the  Government- 


University- Industry  Research  Round- 
table  at  the  National  Academy  of  Sci- 
ences, is  worried  because  so  much  re- 
search is  moving  offshore.  American 
innovativeness,  she  warns,  could  be  hob- 
bled more  by  loss  of  higher-skill  jobs 
than  by  those  lost  in  NAFTA.  "That  'giant 
sucking  sound'  that  Ross  Perot  heard  is 
now  happening  in  R&D,"  Mayo  says. 

Nobody  disputes  that  basic  research 
in  industry  is  taking  its  Mcks.  Major  sci- 
entific breakthroughs  come  mainly  from 
long-term,  well-funded  r&d  programs. 


DISTRIBUTED  INNOVATION 


Few  companies  can  meet  all  their  research 

goals  alone.  So  the  smart  ones  are  adopting  an 

"open"  research  model  that  allows  them  to 

pool  some  assets.  Here's  what  that  entails: 

SCOURING  THE  GLOBE  for  useful 
innovations,  rather  than  trying  to 
invent  everything  in-house 

LICENSING  INTELLECTUAL  PROPERTY 

to  other  companies — in  part  to  pay  for 

P.^l^.'.^.^.'^.^.^.^.^T.^'^. It  has  set  up  satellite  researcl| 

FORGING  TIES  WITH  UNIVERSITY  LABS  facilities  adjacent  to  Camegit 

even  if  this  means  sharing  prized  Mellon  University,  University 

intellectual-property  rights  "^  Cahforma  at  Berkeley,  Urn 

r....-.r. r. versity   of  Washington,    am 

COURTING  VENTURE-CAPITAL  FUNDING 
and  welcoming  the  discipline  VCs  impose 


"technology  scouts"  who  search  beyonc 
company  waUs  for  promising  innovations! 
Other  companies  are  scouting  Web-j 
based  research  services  for  talent.  A  ye 
ago,  Dow  Chemical's  Dow  AgroSciences| 
unit  turned  to  Lilly's  InnoCentive  Wei 
site  to  solve  a  dozen  research  riddles! 
InnoCentive  has  signed  up  30,000  scieni 
tists  worldwide  and  pays  bounties  of  uu 
to  $100,000  for  solutions  to  problems  post  I 
ed  on  the  site  by  Dow  and  other  seekers! 
Dow  just  made  its  first  payout — $50,000| 
It  was  a  bargain,  says  Mark  W.  Zettler 
manager  of  new-product  develj 
opment  for  Dow  AgroSciences 
Besides,  he  adds,  "I  woulcl 
rather  find  the  person  who  haJ 
the  answer  today  than  somel 
body  that  needs  to  work  foil 
three  to  six  months  in  our  lab.'I 
Since  it  was  laimched  in  midj 
2001,  InnoCentive  has  paid  outi 
roughly  $500,000  to  its  prob-j 
lem-solvers. 

Another  way  to  optimize  re  I 
search:  Be  more  innovative  irl 
cozying  up  to  universities.  InteJ 
is  pioneering  a  new  approach] 


ENCOURAGING  SPIN-OFFS  that  wil 
pursue  novel  ideas  and  take  risks 

Data:  Henry  W.  Chesbrough's  Open  Innovation,  BusinessWeek 

Companies  that  don't  spend  on  basic  re- 
search now  may  suffer  later.  "You  have 
a  bunch  of  people  with  stunted  vision," 
says  Nathan  Myhrvold,  Microsoft  Corp.'s 
former  chief  technology  officer. 

The  challenge,  then,  is  to  find  the  op- 
timum balance  of  research  and  develop- 
ment. Procter  &  Gamble  Co.  thrived  for 
years  relying  on  the  7,500  employees  in 
its  R&D  group  to  gin  up  new  products. 
But  as  the  pace  of  innovation  elsewhere 
increased,  p&g  faltered.  To  fix  the  prob- 
lem, CEO  Alan  G.  Lafley  has  decreed 
that  half  of  the  company's  ideas  must 
come  from  outside,  up  from  about  10% 
when  he  took  over  in  2000.  "We  are 
probably  as  good  as  the  next  guy  in  in- 
venting," Lafley  says.  "But  we  are  not 
absolutely  and  positively  better  than 
everybody   else."  Today,  P&G  has   53 


Britain's  Cambridge  Universi- 
ty. The  idea  is  to  move  tht 
brightest  minds  in  academic 
temporarily  into  these  "lablets' 
and  focus  on  long-term  proj- 
ects. "We're  only  going  to  cre- 
ate a  small  fi^ction  of  the  gooc 
ideas,  and  only  a  small  fraction  are  goin^ 
to  pass  through  our  labs  unless  we  takt 
extra  strong  action,"  explains  David  L 
Tennenhouse,  Intel's  director  of  research 
Ultimately,  when  the  corporate  R&i 
makeover  is  finished,  U.  S.  industry  maj 
be  in  its  best  fighting  trim  ever.  Amer- 
ica was  the  innovation  champ  long  be 
fore  companies  started  splurging  on  ba- 
sic research  in  the  postwar  era.  Receni 
cutbacks  in  corporate  funding  of  re- 
search are  disturbing  to  many  scien 
tists.  But  the  vibrant,  open  model  now 
taking    shape    will    make    the    U.S 
"tremendously  productive,"  says  IBM's 
Horn.  As  long  as  large  companies  don'iF 
forsake  the  quest  for  the  next  big  thing  j 
By  Jay  Greene  in  Seattle,  with  John 
Carey  in  Washington,  Michael  Anid\ 
in  Chicago,  and  Otis  Port  in  New  Yorll 
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You  trust  the  granite  bases  to  support  the  24-foot  high  Corinthian  columns, 
trust  nothing  more  than  eight  columns  to  sustain  a  i5,ooo-ton  dome  above  your  head. 
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Shouldn't  you  feel  the  same  way  about  your  digital  infrastructure? 


Verisign  delivers  critical  Infrastructure  services  that  make  the 
Internet  and  telecommunication  networks  more  intelligent, 
reliable  and  secure.  Every  day  Verisign  helps  thousands  of 
global  businesses  and  millions  of  people  connect,  communicate 
and  transact.  While  our  services  are  wide  ranging,  our  goal  is 
simple:  to  make  you  feel  as  confident  in  the  digital  world  as  you 
do  in  the  physical  one.  To  find  out  more,  visit  www.verisign.com 
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Nearly  everything  about  business 
seemed  easier  during  the  boom 
years  of  the  late  1990s,  including 
talent  management.  Strong  results  made 
every  hire  seem  like  a  great  hire,  and  in  the 
glow  of  the  bull  market,  every  mid-level 
executive  looked  like  CEO  material. 


Welcome  back  to  reality. 

Today's  challenging  business  environ- 
ment is  a  stark  reminder  to  corporate  lead- 
ers that  talent  management,  wherein 
employees'  skills  and  personalities  are 
appropriately  deployed  to  optimize  per- 
formance, is  a  critical  and  difficult  task.  Furthermore,  identi- 
fying and  developing  executives  who  have  leadership 
potential,  like  every  other  vital  strategic  function,  is  a 
demanding  process  that  is  equal  parts  art  and  science.  But 
now  more  than  ever,  businesses  rise  or  fall  on  the  strength  of 
their  people.  And  the  onus  to  build  and  nurture  this  strength 
is  on  Boards  of  Directors  and  senior-level  management. 

To  carry  out  this  mission  well  is  to  fully  appreciate  the  wide 
range  of  competencies  necessary  to  have  effective  leadership 
teams  that  can  withstand  the  test  of  time  and  market  ups  and 
downs.  Operating  excellence,  technical  competence,  marketing 
savvy,  passion,  energy  and  drive  are  always  important,  but 
today's  knowledge-  and  talent-intensive  organizations  also 
require  the  "soft"  people  skills  that  facilitate  execution  across 
functions,  departments,  regions,  and  operating  units. 

Understanding  and  Implementing 
Talent  Strategies 

Understanding  the  importance  of  all  these  skills  is  one 
thing;  being  able  to  put  this  understanding  into  practice  is 
another.  How  many  corporate  leaders  today  can  say  with  con- 
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fidence  that  their  management  cadre  has 
the  complete  package  of  skills  to  take  the 
company  forward?  How  many  are  certain 
that  their  executives  are  deployed  where 
and  when  they  can  put  their  specific 
talents  to  the  best  and  highest  strategic 
use?  And  when  a  leadership  need  arises, 
how  many  can  accurately  discern  whether 
it's  time  to  promote  an  individual  or  if  that 
executive  needs  further  development? 
Until  they  gain  strong  insight  into  the  tal- 
ent in  place  within  their  organizations, 
senior  managers  are  essentially 
flying  blind  when  it  comes  to  talent  strategy,  whether  the  task 
is  to  determine  current  needs  or  to  prepare  for  tomorrow's 
management  challenges  through  succession  planning. 

Compounding  the  difficulty  is  the  sheer  size  and  complexity 
of  many  contemporary  business  organizations,  which  make  it 
no  simple  undertaking  to  gather  the  information  that  will 
enable  senior  leadership  to  craft  a  winning  talent  strategy. 
And  without  robust  information  and  analysis,  leaders  have 
little  basis  for  deciding  when  and  who  to  develop  internally. 

Executive  Assessments:  A  Strategic  Tool 

One  information-gathering  tool  that  many  corporate  lead- 
ers are  finding  useful  is  the  executive  assessment,  which 
evaluates  and  measures  an  organization's  management  tal- 
ent in  three  key  dimensions:  against  the  organization's  cur- 
rent and  future  strategic  needs;  against  the  competition;  and 
against  the  overall  talent  marketplace.  Properly  performed, 
such  assessments  can  help  form  the  foundation  of  a  winning 
talent  strategy.  They  can  produce  the  information  that  corpo- 
rate leaders  need  to  put  the  right  people  in  the  right  positions 
at  the  right  time,  and  they  invariably  clarify  the  processes  that 
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monitor  performance  and  develop  capa- 
bilities. CorpoVations  can  use  executive 
assessments  to  build  a  database  to  model 
the  skills  and  competencies  that  their 
business  strategies  demand,  and  to  help 
them  determine  whether  they  have  talent 
in-house  to  match  their  needs  and  the 
level  of  professional  development  that 
may  be  needed.  Assessments  also  allow 
companies  to  maximize  the  value  of 
executive  education  programs,  creating 
custom-fit  learning  strategies  for  their 
next  generation  of  corporate  leaders. 

Most  importantly,  by  partnering  with  a 
third-party  expert  to  conduct  executive 
assessments,  senior  managers  can  coun- 
teract the  "in-house"  bias  that  all  too  often 
leads  to  suboptimal  decision  making. 
By  approaching  talent  management  in  this 
manner,  companies  can  better  target  reten- 
tion, career  development  and  succession 
planning  efforts  on  their  stars  of  the  future 

Heidrick  &  Struggles  is  one  of  the 
world's  foremost  proponents  of  execu- 
tive assessments  and  has  developed  an 
industry-leading  methodology.  Our 
objective  appraisal  of  a  company's  man- 
agement team  begins  with  a  consultative 
review  with  the  client  to  determine  current 
and  future  leadership  needs  based  on 
the  strategic  goals  for  the  organization. 
Executives  to  be  assessed  are  identified, 
informed  and  scheduled  for  their  in- 
depth  and  structured  competency-based 
interview  conducted  by  consultants  who 
have  been  rigorously  trained  and  have 
assessed  many  executives  in  the  client 
compamy's  industry  or  functional  area. 
Using  a  highly  specialized  framework, 
we  can  accurately  assess  an  executive's 
ability  to  learn,  think  creatively,  envision, 
engage  and  execute  -  the  competencies 
most  closely  linked  to  optimum  per- 
formance. Interview  results  are  com- 
bined with  feedback  from  professional 
and  objective  360-degree  referencing  - 
including  customers  and  other  key 
constituents  -  again  conducted  by  expe- 
rienced consultants.  The  outcome  is  a 
meaningful  evaluation  of  competencies, 
strengths,  and  areas  for  professional 
development. 

Executive  assessments  yield  a  rich 
trove  of  information  that  companies  can 
put  to  work  in  a  variety  of  ways.  They  can 
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be  especially  useful  in  developing  the 
capabilities  of  less  experienced  execu- 
tives who  may  have  earned  their 
positions  on  the  virtues  of  long  hours, 
specialized  expertise,  and  individual 
accomplishment.  For  all  their  talent  and 
promise,  many  high  achievers  lack  the 
softer  skills  required  in  leaders  of 
contemporary  corporations.  Their  com- 
munications, change  management, 
people  and  persuasion  skills  may  need 
development.  They  know  how  to  drive 
themselves  hard  in  pursuit  of  a  goal,  but 
may  have  insufficient  experience  moti- 
vating and  guiding  teams.  They  may  not 
have  been  able  to  take  the  time  to 
cultivate  the  relationships  needed  to 
manage  large,  complex  organizations, 
nor  develop  skills  that  keep  a  bewildering 
array  of  stakeholders  confident  in  the 
future  of  the  company.  And  their  very 
ability  to  focus  on  discrete  elements  of 
the  business  may  have  inhibited  their 
ability  to  think  across  the  enterprise. 

Therefore,  assessments  enable 
boards  and'or  senior  management  to 
intervene  in  promising  careers  and  craft 
development  plans  that  address  both  the 


needs  of  the  executive  and  of  the 
company.  Heidrick  &  Struggles,  through 
our  affiliation  with  Lore  International 
Institute,  a  premier  provider  of  leader- 
ship development  programs,  can  assist  in 
crafting  such  plans  with  specific  recom- 
mendations on  retention,  professional 
development,  executive  coaching  and 
executive  education. 

Using  Talent  Strategies  As 
A  Change  AGENT 

In  the  21st  century,  organizations  will 
not  survive,  much  less  grow,  unless  they 
evolve  from  a  collection  of  insular,  iso- 
lated business  units  into  coop>erative, 
collaborative,  synchronized  enterprises. 
Such  massive  change  efforts  require 
new  skills  and  competencies  of  their 
leaders,  yes.  but  also  something  more. 
Change  demands  a  new  vision  of  the 
organization,  one  that  recognizes  talent 
as  a  vital  component  of  strategy,  on  an 
equal  footing  with  technology,  finance, 
and  marketing. 

Talent  management  takes  on  a  new 
dimension  in  today's  competitive  market- 
place. It  requires  an  understanding  of 
corporate  strategic  goals  and  of  the  role 
that  talent  plays  in  reaching  them.  And  it 
requires  a  nimble  organization  with  the 
expertise  and  resources  to  identify  talent 
needs  and  quickly  decide  whether  to  meet 
them  from  within  or  draw  them  from  out- 
side. Indeed,  it  is  not  an  exaggeration  to 
say  that  the  future  belongs  to  businesses 
that  can  weave  talent  and  strategy  into  a 
seamless  whole,  and  in  the  process  build 
an  organization  with  not  only  optimized 
performance  but  also  with  a  significant 
competitive  advantage  as  well. 
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REFORM:  WHO'S 

MAKING  THE  GRADE 

A  performance  review  for  CEOs,  boards,  analysts,  and  others 
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On  a  humid  morning  in  late 
July,  lawmakers,  regulators, 
reporters,  and  half  a  dozen  TV 
crews  crowded  into  the  usu- 
ally ample  William  O.  Douglas 
room  in  the  basement  of  the 
Securities  &  Exchange  Commission  in 
Washington.  The  mood  was  jovial,  the 
speeches  full  of  backslapping  and  con- 
gratulations. Republicans  paid  tribute 
to  Democrats,  Democrats  applauded  Re- 
publicans. It  was  the  first  anniversary  of 
the  signing  of  the  Sarbanes-Oxley  Act, 
the  most  sweeping  overhaul  of  corporate 
securities  law  in  70  years.  "This  is  truly 
a  moment  of  celebration,"  gushed  Sena- 
tor Christopher  J.  Dodd  (D-Conn.),  the 
last  of  four  sponsoring  legislators  to 
take  a  turn  at  the  microphone. 

There  is  no  doubt  that  SarbOx  had 
given  reformers  a  powerful  tool  to 
scrub  down  and  reengineer  the  Ameri- 
can system  of  running  and  evaluating 
corporations.  In  the  two  years  since 
energy  trader  Enron  Corp.  went  beUy- 
up — revealing  a  morass  of  misman- 
agement and  accounting  abuse — 
regulators,      prosecutors,      and 
Congress  have  tripped  over  one 
another  in  a  push  for  punishment. 
Companies,  meanwhile,  have  spent 
at    least    $1    billion    adopting   new 
Sarbanes-Oxley  rules  meant  to  address 
the  crisis  of  confidence  that  wiped  out 
$35  billion  in  investor  wealth.  Corpo- 
rate audit  committees  are  gathering 
more  often  for  longer  meetings  and 
asking  tougher  questions.   Auditors 
are  for  the  first  time  bowing  to  the 
rules  of  a  regulator.  Bad  analysts  are 
being  fined  millions  of  dollars.  A  few 
rogue  executives  are  even  standing 
criminal  trial. 

But  hold  the  applause.  For  all  their 
apparent  \actories,  there  is  stiU  an  awfiil 
lot  yet  to  be  done.  The  Justice  Dept. 
has  been  pounded  for  its  failure  to  indict 
the  CEOS  involved  in  the  very  largest 


meltdovms,  such  as  Enron's  Jeffrey  K. 
Skilling  and  WorldCom's  Bernard  J. 
Ebbers.  Even  more  troubUng  are  the 
other  players,  including  investors, 
boards,  and  CEOs,  without  whom  any 
hope  for  permanent  change  is  doubtful. 
As  a  group,  their  performance  so  far 
has  been  disappointing.  Boards  have  yet 
to  rein  in  executive  pay,  with  one  of 
the  most  shocking  payouts — almost  $140 
million — going  to  a  regulator,  Richard 


A.  Grasso  of  the  New  York  Stock  Ex- 
change. Most  upsetting  is  a  sense  that 
the  scandals  continue  apace:  Freddie' 
Mac's  ex-CEO  Leland  C.  Brendsel  was 
accused  this  simimer  by  the  company's 
board  of  smoothing  earnings  to  boost 
future  performance.  (Even  so,  they 
agreed  to  honor  his  parting  package 
$54  milUon.) 

On  the  corporate  front,  many  CEOs 
and  CFOs  have  begun  to  exhibit  acute 
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WHAT'S  NEEDED 

Tougher  enforce- 
ment, particularly 
prosecution  of  the 
worst  governance 
and  accounting 
offenders 
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reform  fatigue.  They  argue  that  the 
;new  rules  have  gone  too  far,  that  they 
jare  stifling  risk-J;aking,  and  that  com- 
'panies  have  been  saddled  with  broader 
and  more  expensive  audits  and  higher 
bills  for  insuring  officers  and  boards.  A 
recent  PricewaterhouseCoopers  survey 
I  found  that  the  number  of  executives 
with  a  favorable  opinion  of  Sarbanes- 
Oxley  had  fallen  from  42%  last  Octo- 
ber to  30%  this  June. 

At  companies  where  the  tougher  re- 
views have  not  turned  up  new  prob- 
lems, CEOs  are  already  questioning  the 
cost.  "We  have  upwards  of  $6  billion  in 
sales  [and]  earnings  last  year  of  well 
over  $500  million,  and  our  auditors  are 
spending  a  lot  of  time  documenting 
items  that  would  be  in  the  several- 
hundred-thousand-dollar  area,"  com- 
plains Stephen  L.  Baum,  CEO  of 
■Sempra  Energy,  which  has  spent  more 
than  $1  million  on  Sarbanes-Oxley  re- 
K^uirements.  Are  CEOs  merely  impatient 
with  seemingly  petty  restrictions  or, 
as  some  worry,  is  there  a  deeper  re- 
jection of  the  corporate  cleanup?  Says 
Christopher  Davis,  portfolio  manager 
[at  Davis  Advisors,  which  oversees  $25 
[billion  in  mutual  funds:  "There  is  a 
[sense  that  if  the  capital  markets  simply 
Recover  and  the  stock  market  goes  up, 


ment  banks,  and  at  a 
much  brisker  pace  than 
the  usual  regulatory 
trudge.  New  York  City 
District  Attorney  Robert 
M.  Morgenthau  is  bring- 
ing   Tyco's    L.    Dennis 


chance  to  avoid  backslid 

ing  too  far,  however,  is  if  ^[[^  WholC  fOCUS 

regulators,  auditors,  and 

investors  keep  the  heat  QJ^  fiOVGrnSiRCG 

on.  "What  is  needed  now  " 

is  ongoing  and  perma-  y^\\  \q^Q  SteaiTl" 

nent  enforcement  and 
monitoring,"  says  New 
York  State  Comptroller 
Alan  G.  Hevesi,  who's  trying  to  get  in- 
stitutional investors  to  form  a  watch- 
dog group.  Here's  BusinessWeek's  re- 
port card  on  how  the  key  players  in 
corporate  reform  are  measuring  up: 

REGULATORS 

Luckily  for  investors,  there  is  a  mosaic 
of  enforcers  in  high  gear  today  with 
zealous  federal,  state,  and  local  agencies 
wrestling  one  another  for  the  mantle  of 
reform.  Investigations  by  New  York 
State  Attorney  General  Eliot  Spitzer 
have  brought  to  light  shocking  conflicts 
of  interest  at  mutual  funds  and  invest- 
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REPORT  CARD 

Far  too  much 
ducking  for  cover 
by  a  group  that 
is  still  paid 
astronomical 
sums... .  Lobbying 
hard  against 
certain  reforms 
including 
expensing  stock 
options 
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Attitude—          y^^^ 

even                /      P 
at  compa-       1       1 
nies  v\/hose      V       1 
history  is          ^^^ 
squeaky  clean,    ^^ 
it's  important 
to  take  the  lead 
on  reform 
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BRENDSEL: 
QUESTIONABLE 
ACCOUNTING  AT 
I  FREDDIE  MAC? 

this  whole  focus  on  gov- 
ernance will  lose  steam."  gayg  QRe  adviscr: 

That  makes  this  a  crit-  *^ 

ical  juncture  in  the  time   "Theie  IS  3i  SBRSC 

hne  of  reform.  As  with 

any  hastily  drafted  legis-  that  If  f  marketsl 

lation,    Sarbanes-Oxley  *■  „      „ 

isn't  perfect.  The  only  simplV  FBCOVBr,  ,  .    Kozlowski    to    trial    on 
n.\^r,nf>a.  fr.  ott/^i",^  Ko«L-eiiri_  t^  V  Sept.   29.   In   Alabama, 

U.  S.  Attorney  AHce  H. 
Martin  has  gotten  14 
plea  bargains  as  she 
storms  through  a  Health- 
South  investigation. 

But  at  the  sec — the 
pivotal  regulatory  agency 
— progress  has  been 
halting.  Last  fall,  besieged  by  allega- 
tions of  favoritism  toward  the  account- 
ing industry  by  then-Chairman  Harvey 
L.  Pitt,  the  commission  was  looking  like 
an  agency  in  need  of  its  owti  overhaul. 
The  SEc's  performance  has  improved 
since  former  Wall  Street  leader  William 
H.  Donaldson  finally  took  over  in  Feb- 
ruary. The  agency  completed  its  Sarb- 
anes-Oxley rule  making,  including  new 
requirements  that  CEOs  must  attest  to 
the  validity  of  financial  statements  and 
disclose  off-balance-sheet  transactions. 
It  also  launched  the  Public  Company 
Accounting  Oversight  Board  to  watch 
over  auditors,  and  it  embarked  on  a 
number  of  new  investigations  into  cor- 
porate wrongdoing.  "I  do  think  there 
has  been  a  gradual  recognition  that  the 
policeman  is  on  the  beat,"  says  Don- 
aldson. He's  even  contemplating  reforms 
that  go  beyond  the  law,  including  al- 
lovidng  investors  to  nominate  candidates 
for  boards  of  directors. 

Still,  in  one  vital  area — enforcement — 
the  commission's  grade  is,  at  best,  an  in- 
complete. In  the  past  23  months,  the 
SEC  has  filed  1,141  enforcement  actions, 
compared  with  987  in  2000-01.  But  the 
SEC  has  frequently  followed  its  tradi- 
tional path  of  allowing  individuals  and 
companies  to  settle  charges  with  a  fine, 
without  admitting  guilt.  The  Justice 
Dept.  has  also  come  in  for  some  criti- 
cism   that    it    is    acting    too    slowly. 
Notwithstanding  all  the  executives  ac- 
cused of  wrongdoing  at  Eru-on,  World- 
Com, Tyco  International,  Adelphia,  Xe- 
rox, and  HealthSouth,  only  one  CEO, 
ImClone  Systems'  Samuel  Waksal,  has 
been  convicted  and  sentenced  to  jail. 
"Until  you  see  people  paying  for  this 
behavior,  the  jury's  still  out  on  re- 
form," says  John  Keogh,  president 
of  National  Union,  the  directors 
and  officers  insurance  company. 

CEOs 

Corporate  chiefs  have  remained  too  qui- 
et, reacting  to  and  even  resisting  the 
drive  for  reform  rather  than  leading  it. 
The  number  of  companies  fighting  to 
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keep  shareholder  resolu- 
tions off  their  proxies 
skyrocketed  this  year. 
And  last  month,  Pfizer 
Inc.  CEO  Henry  A. 
McKinnell  wrote  to  the 
SEC  on  behalf  of  the 
Business  Roundtable 
opposing  proposals  to 
democratize  board 
nominations. 

While  a  few  managers 
have  taken  steps  to  im- 
prove disclosure  beyond 
SEC  requirements,  many 
chief  executives  ignore 
easy  improvements. 
Jeffrey  Rodek,  CEO  of 
Hyperion  Solutions 
Corp.,  which  makes  fi- 
nancial software,  notes  that  fewer  than 
half  of  the  100  largest  companies  issue  a 
quarterly  cash-flow  statement  at  the 
same  time  as  income  statement  and 
balance  sheet,  even  though  cash  is  an 
important  check  on  the  trustworthiness 
of  the  other  numbers.  Even  boards 
aren't  satisfied  with  their  company's 
disclosure.  A  recent  Hyperion  poll  of 
150  board  members  found  that  nearly 
40%  felt  their  management  was  not 
telling  them  enough  about  operations. 
Some  65%  were  not  satisfied  with 
the  accuracy  of  the  forecasts  they 
were  getting. 

Particularly  galling  is  that  it's  still 
standard  practice  for  companies  to 
buy  indenmity  policies  that  pay  the 
legal  costs  of  CEOs.  Exhibit  A:  John 
J.  Rigas,  accused  of  using  cable 
company  Adelphia  Communications 
Corp.  as  his  personal  piggy  bank, 
is  pressuring  the  company's  insurer 
to  cover  his  legal  costs. 


tutional  investors  who  would  together 
press  corporate  directors  and  executives 
for  clean  accounting,  good  audits,  and 
compensation  tied  strictly  to  perform- 
ance. He  held  an  initial  meeting  in  April, 
2002,  that  attracted  more  than  a  dozen 
industry  leaders,  including  Legg  Mason 
Funds  Management  Inc.'s  Bill  Miller. 
Meanwhile,  John  C.  Bogle,  the  founder 
and  former  CEO  of  Vanguard  Group  Inc., 
was  trying  to  form  the  Federation  of 
Long-Term  Investors. 


INVESTORS 

By  all  rights,  institutional  investors 
should  have  been  charging  an- 
grily to  the  front  lines  in  the 
battle  for  corporate  reform. 
They  control  more  than  half 
of  U.  S.  investing  dollars,  and 
their  clients,  the  individuals 
and  corporations  who  entrusted 
them  to  manage  mutual-fund  and 
pension  assets,  were  the  primary 
victims  of  the  accounting  and  com- 
pensation scandals.  Plunging  mar- 
ket values  even  cut  into  their  own 
fee  income  and  reputations. 

There  was  hope  early  on  that  in- 
vestors might  take  up  arms.  Last 
year,  money  manager  Davis,  who 
represents  the  third  generation  in 
family-run  Davis  Advisors,  set  out 
to  organize  a  group  of  leading  insti- 


REPORT  CARD 

Slow  to  demand 
governance  re- 
forms, fought 
movement  to 
release  votes 
on  important 
corporate 
issues 

NEEDS  WORK  Moni- 
toring the  boards 
and  management 
they  invest  with, 
dealing  with  con- 
flicts of  holding 
stock  in  a  company 
whose  pension 
fund  they  would 
like  to  manage 


REPORT  CARD 

Made  progress  on 
building  a  wall  be- 
tween investment 
banking  and  re- 
search, and  inject- 
ing skepticism  into 
company  analysis 

NEEDS  WORK  Forg- 
ing an  effective 
new  form  of  re- 
search and 
getting  more 
research  into 
investors' 
hands,  a  pro- 
vision of  the 
global  settlement 
that's  largely  unmet 


But  18  months  later, 
the  big  investors  still 
haven't  agreed  on  what 
to  do  next.  Bogle's 
federation  has  gone 
nowhere.  The  primary 
problem  is  that  many 
money  managers  are  too 
busy  trading  stocks  to 
care  about  long-term  is- 
sues of  corporate  gover- 
nance. On  average,  funds 
now  sell  stocks  less  than 
a  year  after  buying  them. 
There's  a  conflict  of  in- 
terest  at   work:   Many 

WAKSAL:  The  only  exec 
to  draw  jail  time  so  far 


money  managers  also  manage  pension' 
accounts  for  the  big  companies  they  in- 
vest in,  making  it  awkward  to  criticize 
management.  Fund-industry  leaders  at 
Fidelity  Investments  and  the  Invest- 
ment Company  Institute  have  also 
fought  moves  to  force  them  to  disclose 
their  votes  on  corporate  proxies.  "In- 
stead of  putting  the  owners  first,"  says 
Bogle,  "we're  putting  management  first." 
As  the  owners  of  these  companies,  in- 
vestors have  the  heaviest  hammer,  and 
they  should  use  it. 

ANALYSTS 

There's  no  doubt  Wall  Street  re- 
search analysts  are  feeling  the  heat 
of  reform.  Internal  sWAT  teams  are 
combing  through  analysts'  e-mail. 
"Chaperons"  are  listening  in  on 
their  phone  conversations.  Ratings 
changes  are  being  scrutinized  by 
extra  layers  of  bureaucracy.  One 
analyst,  concerned  about  getting 
caught  in  the  ethics  crossfire,  even 
asked  a  research  director  whether 
an  analyst  would  have  to  leave  a 
dinner  party  if  an  investment 
banker  were  there. 

The  brokerage  houses  that 
signed  the  $1.4  billion  research  set- 
tlement are  following  the  new  rules 
to  the  letter,  but  it's  less  certain 
that  they've  corrected  the  core 
problem:  putting  out  better  re- 
search. Today,  major  firms  cover 

less  of  the  market— only  23,000 

companies,   compared   with 

28,500  just  three  yeai-s  ago, 

according  to  Thomson  First 

Call.  But  roughly  one-third 

of  the  research  departments 

of  the  big  firms  have  been  laid 
off,  and  those  who  survived  the 
shakeout  are  being  asked  to  cover 
more  companies  with  increased  ac- 
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curacy  for  less  pay.  On  av- 
erage, a  senior  analyst  is 
now  expected  to  cover  nine 
companies  instead  of  six. 
One  element  of  the  settle- 
ment— that  banks  distrib- 
ute independent  research  to 
balance  their  own — has  yet 
to  be  fully  put  in  place. 

On  the  whole,  analysts 
seem  to  be  taking  a  more 
skeptical  look  at  the  com- 
panies they  analyze.  In  the 
late  1990s,  about  67%  of  all 
analyst  recommendations 
were  "buys,"  and  1%  were 
"sells."  Now,  only  41.7%  of 
recommendations  are  buys 
and  10.5%  are  sells.  But  not 
everyone  seems  to  have 
gotten  religion.  De- 
spite its  ad  campaign 
claiming  it  was  one 
of  the  few  honest 
researchers  around 
Prudential  Securities 
Inc.  had  sell  ratings  on  only 
3%  of  its  companies  on 
Aug.  25.  That's  far  below 
Morgan  Stanley,  Goldman 
Sachs,  and  Salomon  Smith 
Barney,  which  have  sell  rat- 
ings on  more  than  15%  of 
the  companies  they  cover. 
Prudential  says  the  3%  re- 
flected their  beUef  that  the 
market  would  chmb.  "They 
[Prudential]  haven't  changed  their 
spots,"  worries  Charles  L.  Hill,  veteran 
research  director  at  First  CaU. 

To  prove  they  deserve  their  role,  an- 
alysts must  follow  the  lead  of  those 
firms  working  to  force  a  more  effective 
new  form  of  research.  At  Merrill  Lynch 
&  Co.  and  Credit  Suisse  First  Boston, 
analysts  are  increasingly  working  in 
teams  that  mix  bond  and  stock  special- 
ists and  that  mix  analysts  who  cover 
suppliers  with  those  who  watch  their 
customers.  This  approach  is  designed 
to  avoid  situations  like  Enron,  where 
the  skepticism  of  bond  watchers  was 
ignored  by  equity  analysts. 

AUDITORS 

Accountants  are  climbing  out  of  the 
mud.  After  the  collapse  of  Arthur  An- 
dersen and  a  string  of  biUion-doUar  ac- 
counting breakdowns,  auditors  were 
derided  as  rubber  stamps  for  manage- 
ment, a  group  that  seemed  more  con- 
cerned with  milking  clients  for  con- 
sulting fees  than  truly  auditing  them. 
But  things  are  looking  up.  Auditors 
seem  to  be  pushing  for  more  financial 
restatements:  Some  158  companies  took 


REPORT  CARD 

Efforts  to  comply 
with  Sarbanes- 
Oxley  and  go  be- 
yond that  to  even 
deeper  reform  have 
helped  the  big 
firms  rehabili- 
tate a  badly 
tarnished 
"mage 

NEEDSWORK 

Must  show  that 
they  will  continue 
to  force  companies 
to  comply  with 
proper  accounting, 
even  after  the 
focus  on  reform 
dies  down,  and 
won't  try  to  co-opt 
their  new  regulators 


that  step  in  the  first  half 
of  2003,  well  above  the 
first  half  of  2002.  Certainly 
some  of  these  are  correc- 
tions of  the  often-costly  er- 
rors of  the  past  ,v  but  there 
is  some  reason  to  hope  the 
new  toughness  is  serious. 
At  Freddie  Mac,  it  was 
auditor  Pricewaterhouse- 
Coopers  that  raised 
questions  about  the  earn- 
ings-smoothing being  led 
by  then-CEO  Brendsel. 
Whether  it  was  out  of  fear 
of  going  the  way  of  Arthur 
Andersen  or  a  true  com- 
mitment to  change,  the 
major  firms  have  them- 
selves gone  well  beyond 
SarbOx  to  rethink  their 
business  in  more  funda- 
mental ways.  At  kpmg,  the 
auditors  are  now  re\T[ewed 
not  only  by  their  boss, 
who  focuses  on  business 
growth,  but  also  by  risk 
experts,  who  rate  how  well 
the  accountant  complied 
with  the  firm's  rules.  At 
Deloitte  &  Touche,  the 
partners  identified  400  au- 
dit clients  that 
appeared  to  be 
performing  far 
better  or  far 
worse  than 
their  industry.  They  took 
a  hard  look  at  why — and 
wound  up  resigning  from 
more  than  70  of  the  ac- 
counts in  question. 

Determining  how-  truly 
auditors  have  reformed 
falls  to  the  newly  minted 
Public  Company  Account- 
ing Oversight  Board,  a  cre- 
ation of  Sarbanes-Oxley. 
The  four  largest  firms  are 
already  undergoing  inspec- 
tion. "They  are  sajdng  the 
right  things.  What  our  in- 
spections will  indicate  is 
whether  they  are  also  do- 
ing the  right  things,"  says 
William  J.  McDonough,  the 


board's  new  chairman. 

BOARDS 

These  days,  when  an  insur- 
ance company  meets  with 
a  director  or  a  corporate 
executive  to  discuss  direc- 
tors' and  officers'  insurance, 
the  hot  topic  is  compensa- 
tion— what  kind  of  perks 


REPORT  CARD 

Meeting  more 
often  and  becoming 
more  independ- 
ent...audit 
committees  have 
particularly 
redoubled  their 
efforts 


NEEDS  WORK 

Compensation 
committees 
need  to  take 
control  of  executive- 
pay  excesses  and 
demand  more  pay 
be  tied  to  specific 
performance 
metrics 


executives  get,  the  loans  extended  to 
officers,  compensation  plans  they  took  to 
shareholder  vote,  and  how  high  a  per- 
centage they  won  by.  Enough  bad  an- 
swers and  an  insurer  will  walk  away, 
mostly  for  fear  of  Utigation. 

Despite  plenty  of  evidence  that  chief 
executives  didn't  come  close  to  earning 
the  outsize  paychecks  they  got  diiring 
the  days  of  the  bull  market,  not  to 
mention  some  apparent  out-and-out 
looting,  top  managers  are  still  getting 
top  dollar.  The  average  GEO  made  $2.4 
million  in  salary  and  bonus  last  year, 
compared  with  $2.3  million  the  year 
before.  And  while  CEO  pay  isn't 
growing  as  fast  as  it  once  did,  it's  still 
growing  faster  than  pay  for  non-execs. 
Even  once-burnt  companies  are  going 
right  along.  Despite  criticism  of  its 
generous  exit  package  for  William  T.^ 
Esrey,  for  instance.  Sprint  Corp.'s 
board  just  gave  his  successor,  Gary 
Forsee,  a  welcome-aboard  gift  of  $14.5 
million  in  restricted  stock  and  guaran 
teed  bonus,  on  top  of  a  $1  millio 
salary.  Sprint  says  most  of  that  awar^ 
is  stock  tied  to  performance  and  doesn't] 
vest  until  2007. 

But  if  boards  get  an  F  on  pay,  the; 
make  up  ground  in  their  other  key  role: 
overseeing  the  auditor.  Board  membersi 
say  they're  meeting  mor 
often  and  for  longer  peri 
ods,  and  auditors  sa 
they're  asking  toughe 
questions.  They  need  t 
bring  a  similar  disciplin 
to  compensation  if  they'r 
to  do  a  decent  job  as  th 
first  line  against  corporat 
backsliding. 

How  real  is  corporat 
reform?  The  test  will  com^ 
in  the  next  bull  market 
when  the  temptation  to  cu' 
corners    will    be    back    i 
force.  "Just  avoiding  jai 
should    not    be    the    goa 
here,"    says    William    W 
George,    former    ceo    o 
Medtronic  Inc.  and  a  boari 
member  of  NovartisJ 
Goldman  Sachs,  an 
Target.   "It   shoul 
be    building    great] 
companies."  That  wiL 
depend   on  w'hethei 
these  key  groups  havt 
embraced  the  spirit  of  re- 
form or  just  its  letter. 

By  Nanette  Byrnes,  ivi< 
David  Henry  and  Emily 
Thornton    in    New    York 
and     Paula     Dwyer 
Washington 


iri 


84  BusinessWeek  /  September  22.  2003 


mammmmm 


fpm. 


Enter  the  Autodesk  Desian  Awards  2003, 


Is  your  wor1c  inspired?  Prove  it  and  win  free  admission  to  Autodesk  University  in  Las  Vegas,  software,  and  more. 


■ 


t.OfKTWCTin' 


eJSRBieArchitectured  Record 


Ui 


The  Corporation 


STRATEGIES 


WHEN  WILL  THIS  STENT 
SEE  CIRCULATION? 

Boston  Scientific  must  clear  the  FDA,  among  other  hurdles 


James  R.  Ibbin  knew  he  was  speak- 
ing to  a  skeptical  crowd  of  ana- 
lysts last  January,  but  the  CEO  of 
Boston  Scientific  Corp.  took  the 
plunge  anyway:  He  boldly  predicted  that 
his  company  could  grab  75%  of  the  $5 
billion  coronary  stent  market — and 
trounce  the  mighty  Johnson  &  Johnson 
in  the  process.  The  response?  Snickers. 
After  all,  Boston  Scientific  then  had  just 
a  13%  share.  "Everybody  thought  we 
were  the  gang  that  can't  shoot  straight, 
that  if  we  were  lucky,  we'd  get  20%  mar- 
ket share,"  recalls  the  59-year-old  Tobin. 
"I've  never  believed  any  of  that." 

Today,  Wall  Street's  snickers  have 
turned  into  applause.  Boston  Scientific, 
which  last  year  sold  $3  billion  worth  of 
medical  devices,  such  as  catheters,  coils, 
and  sponges,  has  seen  its  stock  price 


rise  37%  this  year,  to  about  $59.  In- 
vestors saw  the  new  coronary  stent, 
Taxus,  perform  strongly  in  Europe  and 
move  toward  Food  &  Drug  Adminis- 
tration approval  early  next  year.  Ana- 
lysts now  think  the  new  device — a  drug- 
coated  metal  tube  about  the  size  of  the 
spring  inside  a  ballpoint  pen,  which  is 
inserted  into  blood  vessels  to  treat  coro- 
nary disease — could  add  $2.5  bilUon  in 
new  revenues  and  more  than  double 
the  company's  earnings  in  2004,  to  $1.2 
billion.  And  they  think  Taxus  can  back 
up  Tobin's  boast  of  grabbing  the  hon's 
share  of  the  U.S.  stent  market.  "This 
could  be  an  extraordinary  takeoff  point 
for  the  company,"  says  Merrill  Lynch 
&  Co.  analyst  Daniel  Lemaitre. 

How  can  Boston  Scientific  hope  to 
beat  J&J,  a  company  10  times  its  size 


whose  own  stent,  Cypher,  holds 
about  half  of  the  market?  To- 
bin's cheerleaders  are  betting 
on  Taxus  being  cheaper,  easier 
for  doctors  to  use,  and  just  as 
effective  as  Cypher.  Boston  Sci- 
entific may  ^o  tap  into  doc- 
tors' resentment  of  J&j,  which 
priced  its  stent  three  times 
higher  than  previous  versions 
and  could  not  supply  them  fast 
enough  to  all  the  patients  whi 
needed  them.  J&J  is  now  boost 
ing  supply  and  on  Sept.  8  cut| 
prices  by  about  10%. 

Yet  while  the  payoff  is  in| 
sight,  it  is  too  early  for  Bostoi 
Scientific  to  start  counting  cash, 
Besides  the  challenge  of  launch- 
ing Taxus,  the  company  faces 
slew  of  patent-infringemen 
lawsuits,  and  at  the  same  tim( 
is  being  investigated  by 
Justice  Dept.  over  whether  it 
violated  FDA  rules  when  it  su; 


TAXUS 


plied  data  for  an  earlier  stent.  And, 
course,  J&J  will  flex  its  muscles  to  staj 
ahead.  It  hopes  to  laimch  a  better  stent 
in  the  second  half  of  2004,  and  is  plan- 
ning head-to-head  clinical  trials  betweer 
Cypher  and  Taxus.  "We  feel  very  confi-l 
dent  of  our  position,"  says  Bob  Crocej^ 
president  of  Cordis,  J&j's  stent  unit. 

Just  getting  FDA  approval  for  Taxiisl 
presents  its  own  set  of  challenges.  Boston! 
Scientific  has  yet  to  learn  if  an  expert] 
panel  will  consider  its  application  in  Oc- 
tober or  at  a  later  date,  which  could  de- 
lay the  stent's  launch.  It  took  J&J  sixl 
months  after  its  expert  panel  met  to  re-l 
ceive  approval.  There's  no  telling  howi 
long  the  process  will  take  for  Boston! 
Scientific.  On  Sept.  15,  the  company  was! 
to  reveal  the  clinical  trial  data  it  sub-l 
mitted  to  the  FDA.  Analysts  believe  thati 
if  Taxus  keeps  arteries  from  recloggingi 
at  least  88%  of  the  time,  it  will  prove  the! 
device's  effectiveness.  But  unlike  J&J,I 
Boston  Scientific  doesn't  have  a  drugl 
partner  to  help  respond  to  FDA  queries.^ 
j&j's  Cypher  uses  rapamycin,  an  im- 
munosuppressant made  by  Wyeth.  Taxus,! 
by  contrast,  uses  a  generic  cancer  drug.f 
So  when  FDA  queries  arise,  it  may  takej 
longer  for  Boston  Scientific  to  reply. 

Further  resources  could  be  drawn| 
away  by  the  patent-infringement  law- 
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suits  filed  by  J&J,  stent  maker  Medtron- 
ic, and  Medinol  Ltd.,  a  former  partner  in 
making  a  stent.  If  Boston  Scientific  loses 
any  of  these  complex  cases — and  some 
analysts  don't  discount  that  possibility — 
damages  and  royalties  covild  total  hun- 
dreds of  millions  of  dollars.  Tobin  is 
combative  about  the  claims  that  other 
companies  own  technologies  behind 
Taxus,  calling  the  suits  "a  sideshow." 
"The  [stent]  is  ours.  We  developed  it 
from  scratch,"  he  says. 

The  Justice  Dept.  probe  doesn't  di- 
rectly involve  Taxus  but  bears  watching. 
Investigators  are  looking  into  whether 
Boston  Scientific  withheld  data  from  the 
FDA  for  a  stent  it  made  with  Medinol, 
which  was  recalled  in  1998.  The 
device  was  allegedly  linked  to  one 
death  and  more  than  20  injuries. 
Tobin  acknowledges  that  the 
probe  is  picking  up  steam.  He 
says  his  company  is  cooperating 
with  Justice  to  extend  the  statute 
of  limitations,  which  runs  out  at 
the  end  of  2003,  so  that  it  can  fin- 
ish investigating.  The  result  could 
be  criminal  indictments. 

Tobin  had  a  cleanup  job  on  his 
hands  when  he  arrived  in  March, 
1999.  Boston  Scientific,  which  be- 
gan in  1979  by  making  catheters 
and  angioplasty  balloons,  was 
smarting  fi*om  the  stent  recall  and 
an  accounting  scandal  at  its 
Japanese  subsidiary.  And  after 
years  of  acquiring  small  device 
makers,  it  had  no  head  of  quality, 
clinical  trials,  or  regulatory  affairs. 
Tobin,  former  CEO  of  Biogen  Inc. 
and  a  22-year  veteran  of  Baxter 
International  Inc.,  fixed  all  that, 
better  integrated  the  companies 
to  achieve  cost  savings,  and  upped 
the  research  budget. 

From  that  effort  in  the  labs  came 
Taxus,  now  going  mano-a-mano  with  J&J. 
Price  is  a  key  consideration.  In  Europe, 
both  stents  have  competed  since  Febru- 
ary. J&J  claims  it  has  half  the  market, 
while  Boston  Scientific  claims  it  holds 
two-thirds.  Boston  Scientific  is  undeni- 
ably winning  the  price  war.  Taxus  goes 
for  about  $1,800.  J&J  won't  confirm  a  Eu- 
ropean price,  but  analysts  say  Cypher  is 
priced  33%  higher  Boston  Scientific  hasn't 
set  a  U.  S.  price.  But  analysts  think  Taxus 
will  cost  $2,500  to  $2,750.  Cypher  lists 
for  $3,200,  though  J&J  now  says  that  dis- 
counts have  driven  the  average  cost 
down  to  $2,600.  Even  so,  j&j's  new  stent 
has  sent  some  doctors  into  sticker  shock 
^-older,  uncoated  stents  cost  only  $1,000. 

Johnson  &  Johnson  also  alienated 
doctors  by  not  having  enough  stents  on 
hand  after  Cypher  was  approved  earlier 


this  year.  The  problem:  It  made  to 
many  stents  too  early.  When  the  FD 
0.  K.'d  Cypher,  it  mandated  a  shelf  lil 
of  six  months.  Because  j&j  was  countin 
on  a  year,  much  of  its  inventory  ha 
already  expired.  It  had  to  toss  thoi 
sands  of  stents  and  couldn't  meet  d( 
mand.  "They  made  some  doctors  ar 
gry,"  says  Dr.  S.  Chiu  Wong,  director  c 
the  cardiac  catheterization  lab  at  Ne'' 
York-Presbyterian  Hospital.  "Suppl 
was  35%  to  40%  of  what  we  needed 
Boston  Scientific  claims  that  it  can  m: 
ufacture  stents  more  quickly  than 
and  wiU  dodge  that  problem.  J&J  co 
ters  that  it  is  ramping  up  producti^ 
and  win  meet  80%  of  projected  demi 


NOT  SO  FAST 


Before  Boston  Scientific  can  count  on  big 
sales  from  a  new  drug-coated  stent,  it 
has  to  overcome  three  key  challenges: 

REGULATORS 

The  FDA  could  still  withhold  or  delay 
approval.  A  delayed  launch  could  allow 
rival  Johnson  &  Johnson  to  dominate  the  $5 
billion  stent  market. 

INVESTIGATORS 

The  Justice  Dept.  is  investigating 
problems  with  an  earlier  stent,  which  may 
have  caused  one  death.  The  company  might 
face  criminal  charges. 

COURTS 

J&J  and  others  have  sued  Boston  Scientific 
for  patent  infringement.  A  loss  would 
subject  Boston  Scientific  to  millions  in 
damages  and  royalty  payments. 


by  yearend.  That,  it  believes,  will  hel 
heal  relations  with  doctors.  Says  Croc* 
"Is  Boston  the  overwhelming  favorit 
and  we're  the  overwhelming  underdo 
on  a  customer-relationship  basis?  I  hav 
a  hard  time  with  that  one." 

Even  if  he  grabs  a  lead,  Tobin  mus 
know  that  the  riches  fi-om  Taxus  wi 
begin  to  diminish  in  2006  as  new  con 
petitors  enter  the  market.  So  he  is  a 
ready  prowling  for  more  acquisition! 
Boston  Scientific  may  never  again  see 
potential  blockbuster  like  this  stent.  Fc 
Tabin,  not  looking  for  the  next  big  thin 
doesn't  seem  to  be  an  option. 

By  Faith  Amer  in  Natick,  Mas, 


BusinessWeek  online 


For  a  Q&A  with  Tobin,  goto 
www.businessweek.com/tnagazine/extra.htm 
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A  premium  Interactive  guide  that  helps  you 

choose  the  right  B-school  —  and  teaches 

you  the  best  strategies  for  getting  in. 


Get  ahead  of  the  competition: 

■  Which  schools  will  give  your  career 
and  salary  the  biggest  boost 

■  How  they  decide  who  gets  in  and 
what  you  need  to  do  to  make  the  cut 

■  The  truth  on  what  interviews  are  really  like 
and  actual  essays  that  made  the  grade 

■  Interact  with  alumni  mentors  and  learn 
what  makes  them  successful 


Now  available  online  at 
www.businessweek.com/mbainsider/ 


SUBSCRIBE  NOW 
for  the  annual  rate  of  $29.95 
and  we'll  include  complimentary  access 
to  the  complete  edition  of  BusinessWeek 
magazine  on  the  Web  for  a  full  year. 


WHAT'S  AN 


REALLY  WORTHS 

The  class  of  '92  gives  the  degree  high  marks  in  our 
exclusive  survey  of  B-school  alums,  by  Jennifer  merrih 


nee  the  holy  grail  of  business  education,  the  MBA 
has  become  increasingly  tarnished  over  the  past 
two  years.  B-schools  lack  the  academic  depth  of 
other  graduate  programs,  some  say.  The  MBA- 
wielding  manager  has  little  more  to  offer  a  com- 
pany than  those  who  rise  up  the  ranks  on  merit, 
charge  others.  Another  claim:  A  bunch  of  MBAs 
cooked  up  all  those  corporate  shenanigans.  The 
credential  that  came  of  age  in  the  late  1980s  and  early  1990s 
as  business  became  the  "it"  profession  has  been  taking  its 
lumps  right  along  with  Corporate  America. 

Then,  last  year,  Stanford  University  Graduate  School  of 
Business  Professor  Jeffrey  Pfeffer  turned  up  the  volume. 
Pfeffer  took  a  shot  at  B-schools  from  inside  the  ivory  tower 

with  his  con- 
troversial pa- 
per, "The  End 
of  Business 
Schools?  Less 
Success  Than  Meets  the  Eye,"  published  in  the  Academy  of 
Management,  Learning  &  Education  journal.  He  argued 
that  since  there  had  never  been  a  measure  of  the  long-term 
value  of  the  degree,  there  was  no  way  to  really  know  if  a 
pricey  B-school  education — tuition  and  lost  salary  often  top 


Cover  Story 


$175,000 — was  worthwhile.  And  he  posited  that  MBA  holdera 
seemed  no  more  successful  than  persistent  business  leadera 
without  the  degree.  "What  matters  over  time  is  not  whertl 
you  come  from  or  who  you  once  knew.  What  matters  is  whaij 
you  can  do,"  says  Pfeffer  The  paper  sent  shivers  down  ever 
dean's  back  and  caused  doomsayers  to  proclaim  the  mba's  igj 
nominious  end. 

Well,  hold  on  to  your  hat.  Professor  Pfeffer:  The  Class  o| 
1992  gives  B-school  a  big  thumbs-up.  In  BusinessWeek's  ex  I 
elusive  survey  of  MB  A  alumni,  nearly  1,500  alums  of  the  Clasjf 
of  1992  from  our  Top  30  B-schools  report  high  levels  of  sat] 
isfaction  with  their  careers  and  say  they  owe  much  of  thaij 
success  to  their  MBA  experience. 

This  spring,  BusinessWeek  set  out  to  assess  the  impact  ol 
an  MBA  on  grads  who  have  had  more  than  10  years  to  test] 
drive  their  skills.  The  survey,  developed  by  BiisinessWeek  anc 
Boston-based  Cambria  Consulting  Inc.  (which  has  assisted  th^ 
magazine  with  MBA,  executive  education,  and  executive  I 
rankings  since  1999),  quantifies  a  mosaic  of  information,  in  I 
eluding  averages,  anecdotes,  and  interviews  with  dozens  oj 
survey  respondents,  B-school  deans,  corporate  recruiters 
and  other  experts. 

Rather  than  a  ranking,  the  effort  yields  a  portrait  of  the! 
MBA's  value  as  seen  through  the  eyes  of  a  group  that  gradul 
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vice-president  of  marketing 

at  GameSpy  Industries 


1.  Warren  Buffett 

2.  Herb  Kelleher 

3.  Michael  Dell  and 
Bill  Gates  (tie)     s 

4.  Jack  Welch 

5.  Oprah  Winfrey 
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ated  at  a  time  when  a  business  degree  had 
become  highly  desirable.  So  what  does  that 
group  have  to  say?  That  the  MBA  is  worth  a 
lot.  Svire,  it's  not  a  perfect  degree.  It's  not 
always  good  for  all  the  things  it  sets  out  to 
teach.  But  in  an  increasingly  credential- 
crazed  society,  it  definitely  opens  doors — 
and  graduates  walk  through  them  with  a 
high  level  of  confidence. 

What's  more,  the  data  depict  a  managerial 
class  that's  in  a  truly  commanding  position. 
Their  salaries  and  bonuses  are  hefty  (page 
96),  and  they  occupy,  after  only  a  decade, 
top  posts  in  their  companies.  They  are  an 
enterprising  lot,  an  entire  cohort  of  ambitious  men  and  women 
who  have  started  hundreds  of  companies  and  created  nearly 
100,000  jobs — a  surprising  record  from  a  group  often  derided  as 
better  at  bean-coimting  and  consulting  than  actually  doing 
anything.  Today  among  the  class  are  chief  executive  officers, 
vice-presidents,  regional  managers,  and  directors  in  nearly 
every  comer  of  Corporate  America.  They're  loaded  vdth  man- 
agement responsibili- 
ties, overseeing  an  av- 
erage of  93  people. 
And  many  have  the 
wealth  and  desire  to  give  generously  of  their  riches  and  time. 
Overwhelmingly,  they  say  earning  the  degree  was  worth  it. 
Some  89%  say  they  would  go  for  the  MBA  again  if  they  had  it 
to  do  over.  And  nearly  80%  said  they  would  attend  the  same 
school.  Those  who  said  they  wish  they  had  gone  elsewhere  of- 
ten cited  schools  like  Stanford,  Harvard,  Kellogg,  and  Whar- 
ton as  their  dream  choices — pointing  to  the  enduring  strength 
of  those  well-known  brands.  Alums  largely  gave  the  level  of 
instruction  and  knowledge  they  gained  from  their  own  school 
high  marks.  "I  look  at  what  the  B-school  experience  did  for 
me,  and  I  would  have  paid  multiple  times  what  I  paid  for  the 
education,"  says  38-year-old  Sallie  L.  Kj-awcheck,  1992  Co- 
lumbia Business  School  grad  and  recently  appointed  chairman 
and  CEO  of  Citigroup  Inc.'s  Smith  Barney. 

For  Krawcheck  and  many  others,  the  sMUs  and  knowledge 
kicked  in  not  so  much  in  the  first  job,  but  in  the  second  or 
third.  Krawcheck  first  thought  she  would 
be  in  the  media  biz,  but  that  was  before 
she  realized  research  analysis  was  her 
natural  talent.  She  took  a  research  job  at 
Sanford  C.  Bernstein  &  Co.,  where 
she  quickly  rose  up  the  ranks 
to  run  the  firm.  In  fact,  some 
22%  of  her  '92  counterparts 
now  work  in  banking,  while 
16%  work  in  technology, 
15%  in  consumer  goods 
or  manufacturing,  and 
12%  in  consulting.  Many 
others  are  climbing  the 
ladder  in  fields  as  diverse 
as  education,  health  care, 
retail,  banking,  and 
biotech.  About  one-third 
occupy  one  of  the  top 
three  slots  in  their  com- 
pany. Still  others  are 
running  their  o\\ti  ship. 
There's  no  question 
the  MBA  catapulted 
most  of  the  class  into 
the  upper  reaches  of 
American 
society. 


MOST-ADMIRED 
BUSINESS  LEADERS 


Today,  the  members  of  the  Cla; 
of  1992  earn  an  average  salary  c 
more  than  $155,200 — up  from  th 
average  $56,600  they  earned  i 
their  first  post-MBA  job.  Add 
the  $232,400  in  average  bonus  an 
other  compensation — ^buoyed  par 
ly  by  windfalls  earned  by  a\uir 
working  in  banking  and  finance- 
and  compensation  for  the  class  la' 
year  was  $387,600  on  a\ 
erage.  Compare  that 
today's  average  salarj'  fc 
a  person  with  only  a  college  d(  p. 
gree — about  $43,400 — and  the  MBA  premium  comes  into  focu; 
It's  not  surprising  that  women  earn  less,  on  average,  or  th; 
some  are  out  of  the  workforce  entirely — if  only  temporarUy- 
to  tend  to  family  (table).  It's  true  that  the  MBA  premium  fc  ^^d 
women  falls  short  of  that  for  men,  but  most  women  say  th  ^5,  [ 
degree  was  worth  it. 

The  Class  of  '92  may  have  been  amply  rewarded,  but  tht  i}^ 
group  has  spread  the  wealth,  too.  About  75%  of  respondent  ^^i 
say  they  gave  to  charity,  with  contributions  totaling  an  in  jfSct 
pressive  $8.25  milUon  in  the  past  two  years,  or  more  tha  ^ 
$7,300  each,  on  average.  Nearly  a  dozen  alums  gave  $100,00 
to  charity,  with  a  handful  of  ^fts  over  $500,000.  Still  othei 
donate  their  time — some  7,000  total  hours  last  year,  or  abet 


CLASS  OF  1992:  PORTRAIT! 


wh 


Ofa 


1J!( 


MEN 


PERSONAL 


AGE 


JOB  OFFERS  AT  GRADUi 


38.6 1 38.1 


MARRIED 


2.3  1 2.1 


POST-MBA  EMPLOYE 


77. 


3%  1 67.4% 


SINGLE' 


2.8 1  2.9 1 


POST-MBA  PROMOTK 


2.9%  1 14.1% 

NUMBER  OF  CHILDREN 

2.6 1 2.2 


YEARLY  SALARY 


4.2  I  4.1 

EMPLOYEES  SUPERVlV, 


89 1  nil 


HOURS  WORKED  PER  V 


Bdlffl 


$168k  I  $117k         53.5  I  46.: 


OTHER  COMPENSATION  LAST  YEAR 

$273k  I  $84k 

FIRST  POST-MBA  SALARY 

$58k  I  $53k 


YEARS  AT  CURRENT  COft 


5.4  I  4.9 


VOLUNTARY  BREAKS  FROh 


1.4 1  2.1 


'Single  does  not  include  those  who  said  they  were  in  long-term  relationships,  divorced,  or  wk 
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7.2     PROBLEMATIC 


hours  per  month,  among  the  56%  who 
jlunteer.  A  few,  like  Gerald  Chertav- 
n,  do  both.  The  88-year-old  Harvard 
usiness  School  grad  13  years  ago 
rote  in  an  apphcation  essay  about  his 
sire  to  start  a  school  to  train  inner- 
ty  young  adults  for  the  work  world. 
2000,  he  did  just  that,  founding  non- 
ofit  YearUp  in  Boston  with  $500,000 
his  earnings  from  the  sale  of  a  soft- 
are  company  he  co-founded.  He  didn't 
st  write  a  check,  though — Chertavian 
gned  up  to  run  the  school  for  10 
bars.  "If  you  had  good  fortune  at  a 
hne  when  the  market  was  going  sky- 
^h,  you  have  some  responsibility  along  vdth  that,"  he  says. 
Of  course,  it's  impossible  to  know  what  the  members  of  the 
lass  of  1992  might  have  become  without  their  graduate  de- 
ees.  But  the  majority  of  respondents  beheve  that  while 
ey  probably  would  have  fovmd  some  success  without  the 
JA,  they  would  not  be  where  they  are  today.  When  James  M. 
rger  enrolled  in  the  University  of  Virginia's  Darden  Grad- 
ite  School  of  Business  Administration,  he  was  leaving  a  ca- 
er  in  computer  sales,  hoping  an  MBA  would  open  doors  to  a 
warding,  big-bucks  career  in  product  management  or  mar- 
'ting.  Unemployment  then  was  rising  steadily,  so  riding  out 
e  bad  times  in  B-school  seemed  like  a  good  bet. 


MBA  A  OECAOE  LATER 


1,100  men  and  396  women  respondents 


GROWING  SATISFACTION 


How  alums  rated  their  post-MBA 
job  choices: 


FIRST  JOB 

CURRENT  JOB 

44.4% 

GREAT 

58.3% 

29.9 

GOOD 

28.5 

12.6 

O.K. 

6.8 

2.8 


INDUSTRY 


CONSULTING 


EMPLOYMENT 


FULL-TIME  EMPLOYED 


3%  1 12.7%       83.7%  I  62.5% 


BANKING 


PART-TIME  EMPLOYED 


3%  1 17.3%       0.06%  1 8.4% 


TECHNOLOGY 


SELF-EMPLOYED 


0/ 


0 


13.8% 


ONSUMER  GOODS 


3.8%  1 12.8% 


INVOLUNTARILY  UNEMPLOYED 


9%  I  10.7%         2.7%  1 1.6% 


ENTURE  CAPITAL 

4%  1 1.4% 


MANUFACTURING 


OUT  OF  WORK  VOLUNTARILY 

1.8%  1 13.3% 


BUSINESSES  STARTED  POST-MBA 


0/ 


0 


6.6% 


2  11.6 


1ER  INDUSTRIES' 


BOSSES  WHO  HAVE  AN  MBA 


12%  I  37.5%       46.9%  1 46.7% 

otech.  education,  media,  and  pharmaceuticals 

lumbers  don't  total  100%.  Nonrespondents  and  those  on  leave  or  retired  make  up  the  balance 


It  took  a  while  to  pan  out.  Berger 
bounced  around,  starting  as  an  assis- 
tant product  manager  at  Dunkin' 
Donuts  Inc.  in  Randolph,  Mass.,  for 
$55,000  per  year.  Then,  at  Walt  Dis- 
ney Co.,  he  marketed  the  company's 
video  games.  Just  this  June,  the  38- 
year-old  Berger  landed  his  dream  job 
as  vice-president  of  consumer  products 
and  marketing  with  Irvine  (Calif. )- 
based  GameSpy  Industries  Inc.,  a  soft- 
ware company  for  online  games.  In 
little  more  than  a  decade,  he  has 
quadrupled  his  salary,  risen  through 
the  ranks,  and  ultimately  found  work 
that  back  in  1992  he  didn't  know  he  even  wanted.  "I  value 
[the  degree]  even  more  now  that  I  have  more  perspective," 
he  says.  "Those  two  years  of  rigor  don't  just  wash  away." 

That's  not  to  say  the  Class  of  1992  walked  off  with  all  of 
the  advertised  benefits  of  B-school.  Alumni  networks  are  of- 
ten marketed  as  B-schools'  great  secret  weapon,  but  even 
some  of  the  most  revered  schools  haven't  dehvered  on  the 
promise.  And  looking  back,  many  alums  saw  their  training  as 
too  grandiose — overly  focused  on  being  a  CEO,  rather  than  on 
the  more  likely  middle-manager  role — and  not  practical 
enough  to  prepare  them  for  tackling  everyday  problems. 
Some  areas,  like  international  business  and  entrepreneur- 
ship,  were  just  "average,"  many  noted. 

Still,  for  many  in  the  Class  of  1992,  the  MBA  experience  was 
a  life-altering  two  years.  That's  as  it  should  be,  says  Stanford 
University  Graduate  School  of  Business  Dean  Robert  L. 
Joss.  "We  want  them  to  be  different  people  when  they  leave. 
We  want  to  cause  them  to  think  differently,  not  just  learn  a 
particular  piece  of  knowledge,"  says  Joss,  dean  since  1999.  "If 
it  works,  students  leave  and  build  a  career  that  maybe  they 
never  thought  possible."  And  even  as  the  sluggish  economy  at 
the  time  offered  little  opportunity,  the  group  showed  drive. 
Many  say  the  MBA  allowed  them  to  move  freely  from  one  in- 
dustry to  another.  Indeed,  the  average  1992  alum  has  had 
three  different  post-MBA  employers,  along  with  four  promo- 
tions since  graduation.  About  25%  have  switched  fields  since 
their  first  post-MBA  job.  Though  2.5%  were  un- 
employed at  the  time  of  the  survey,  fewer  than 
15%  of  respondents  have  spent  time  unemployed 
since  graduation — this  despite  recent  rounds  of 
white-collar  downsizing. 

Most  '92  grads  agree  on  at  least 
one  thing:  Their  mbas  gave  them 
new  levels  of  self-confidence.  "B- 
school  removes  the  bhnd  spots 
about  business  at  a  high  level," 
says  Richard  Wong,  a  Massa- 
chusetts Institute  of  Tech- 
nology's Sloan  School  of 
Management  grad  who  is 
now  senior  vice-president 
for  marketing  at  Openwave 
Systems  Inc.  Many  of  the  re- 
spondents, like  Wong,  saw  B- 
school  as  a  place  where  they 
were  immersed  in  the  business 
world  and  felt  like  they  were 
suddenly  "in  the  know." 
Particularly    at    top-flight 
schools  Uke  Harvard  and  Stan- 
ford, alums  gave  more  credit 
to  their  school's  brand  name 
than  they  gave  to  any  body  of 
knowledge  gained  in  class.  Of 
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course,  that  points  to  Pfeffer's  criticism  that  the  schools  are  of- 
ten little  more  than  credential  mills.  As  things  stand  now,  "you 
get  further  toward  the  top  of  the  queue"  if  you  go  to  certain 
schools,  says  Pfeffer.  Admits  Boston  Consulting  Group  Inc.'s 
Kermit  King,  head  of  mba  recruiting:  "Frankly,  it's  a  useful 
placement  service  for  us." 

Moreover,  alums  across  the  board  said  they  had  counted  on 
fabled  alumni  networks  but  had  been  largely  disappointed. 

When  it  came  to  ad- 
vice, job  leads,  and 
lifelong  connections, 
alums  gave  their 
schools  low  marks — a  mere  5  (out  of  10)  overall.  Even  schools 
like  Harvard  and  Stanford,  tight-knit  Dartmouth  and  Kellogg, 
and  techno-giant  MIT  scored  only  slightly  above  the  aver- 
age. And  alums  at  Washington  University  in  St.  Louis,  Uni- 
versity of  Texas,  Indiana  University,  and  Emory  University 
gave  their  alma  maters  a  4  or  lower.  Says  a  University  of 

Rochester's  Simon  School  of 
Business  alum:  "It's  even  diffi- 
cult to  find  information  on  other 
alums."  Top  B-schools  are  aware 
that  their  alumni  networks  are 
undernourished.  In  the  past  two 
years,  some,  including  Harvard, 
KeUogg,  and  University  of  Penn- 
sylvania's Wharton  School  have 
launched  initiatives  to  strength- 
en alumni  connections — ^with  the 
school  and  with  each  other. 

But  if  alums  haven't  always 
been  there  for  each  other  pro- 
fessionally, that  wasn't  the  case 
while  school  was  in  session.  "The 
topics  of  a  class  I  might  forget, 
but  not  the  discussions,  not  the 
way  people  challenged  me  to 
think  in  ways  I  hadn't  before," 
recalls  Darden  grad  Berger  And 
some  alums  formed  lasting  personal  friendships.  Kevin  Sidders 
(Kellogg  '92),  now  a  partner  at  banker  Thomas  Weisel  Part- 
ners LLC,  says  he's  in  weekly  contact  with  a  handful  of  class- 
mates-tumed-friends,  sees  another  dozen  about  once  a  year, 
and  attends  quarterly  cocktail  parties. 

It  wasn't  always  that  way.  B-schools  were  long  dominated 
by  a  mostly  white,  male,  and  hypercompetitive  culture — 


FAST  FOOD 


Alums  spend  an 
average  of 
$115.50  per 
week  eating  out 
socially 


SHAKING  UP  B-SCHOOLS 

Stanford's  Pfeffer  questioned  the  MBA's  value 
in  a  2002  paper 

most  students  hailed  from  finance  and  engineering  bae 
grounds.  Disdain  for  the  sharp-elbowed  types  led  many  e 
ployers  in  the  1980s  to  complain  loudly  about  mbas  W. 
didn't  know  how  to  cooperate.  By  the  early  1990s,  top 
schools  had  responded  by  diversifying  student  bodies,  dr; 
ing  from  more  far-flung  fields  like  marketing,  consumer-proc 
uct  management,  and  manufacturing,  and  encouraging  wome 
and  minorities  to  apply.  The  new  cadre  of  students  and  th 
push  to  more  team-oriented  programs  led  to  a  transformatio 
in  B-schools  that  was  nearly  complete  by  the  time  the  Clas 
of  1992  arrived  on  campus. 

Even  as  they  were  learning  about  teamwork,  they  als 
would  have  benefited  from  more  extensive  preparation  i 
entrepreneur  ship,  international  business,  and  informatio 
technology,  say  alums.  Granted,  in  1992  the  Internet  wa 
still  in  its  infancy,  globalization  was  not  the  buzzword  it  is  tc 


HOW  WE  CONDUCTED  THE  SURVEY 


This  spring,  BusinessWeek  sur- 
veyed the  Class  of  1992  from 
the  Top  30  MBA  programs  to 
find  out  how  much  alumni  valued 
their  degrees.  We  reached  about 
4,800  alums  (out  of  a  total  grad  pool 
of  approximately  5,700),  and  1,496 
responded,  or  31%. 

To  contact  the  class,  we  asked 
schools  to  provide  e-mail  addresses 
for  an  online  survey  or  mailing  in- 
formation for  a  pa- 
per version  to  be 
sent  to  1992  gradu- 
ates by  Business- 
Week. Several 


GLOBAL  REACH 


368  respondents 
are  not  U.S.  citizens 


schools,  citing  privacy  concerns,  in- 
stead forwarded  the  survey  on  the 
magazine's  behalf.  About  three- 
quarters  of  the  surveys  were  com- 
pleted on  the  Internet.  They  were 
administered  by  Cambria  Consulting 
Inc.,  and  the  results  were  tested  for 
statistical  soundness. 

Several  institutions — Harvard 
Business  School,  University  of  Penn- 
sylvania's Wharton  School,  MIT's 

Sloan  School  of  Busi- 
ness, Yale  School  of 
Management,  and 
University  of  South- 
em  California's  Mar- 


shall School  of  Business — did  not 
want  their  alums  to  be  surveyed  and 
therefore  declined  to  assist  Business- 
Week in  reaching  the  1992  class.  In 
those  instances,  BusinessWeek  com- 
piled a  list  of  1992  graduates  via 
publicly  available  information.  We 
were  able  to  reach  more  than  half  of 
the  '92  class  at  Harvard.  For  MIT, 
Wharton,  and  Yale,  we  reached  about 
one-third.  The  response  rates  aver- 
aged about  30%.  At  use,  we  were 
able  to  contact  less  than  25%  of  the 
class,  and  fewer  than  30%  of  those 
responded,  so  use  alumni  feedback  is 
included  only  in  aggregate  data. 
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No  one  hates  to  see  an  employee  hurt  more  than 
we  do.  (Accident  prevention  is,  after  all,  our 
obsession.)  But  even  at  the  safest  companies 
there  will  sometimes  be  disabling  injuries.  And 
when  they  happen,  we'll  be  there  with  innovative 
programs,  helping  employees  recover  and  get 
back  to  work  as  quickly  as  possible.  At  the  same 
time,  we'll  be  reducing  employer  costs.  Last  year, 
for  instance,  we  saved  our  clients  over  $100  million, 
thanks  to  Liberty's  extensive  PPO  network. 
Employers  and  disabled  employees  will  also  benefit 
from  programs  that  bring  occupational  therapists 
into  the  workplace. 

Unlike  traditional  therapy  that  only  simulates 
job  tasks,  our  therapists  assist  injured  employees 
with  their  actual  job  duties.  Ultimately,  this 
translates  to  lower  medical  costs.  But  most 
importantly  it  means  an  accelerated  and  more 
successful  return  to  work.  Something  we  can  all 
feel  a  little  better  about. 


'S  MORE   THAN   INSURAN 


S  INSURANCE  in  ACTIO|J!, 


For  further  information  on  our  return  to  work  pro  grams, just  visit  www.libertymutual.com/business 


©  2003  Liberty  Mutual  Group 


SCHOOL  TIES 


17.9%  say  they  got  a  job 
through  an  alum 

75.2%  say  they  have  not 


day,  and  the  highest 
computer  processor 
speed  was  a  mere  25 
megahertz.  B-schools 
have  long  claimed  to 
be  thought  leaders, 
with  their  faculties 
producing  cutting- 
edge  research.  But  few  schools  in  1992  anticipated  the  tech- 
nological revolution  that  came  a  few  years  later — and  alums 
feel  they  missed  out. 

And  though  they  said  their  preparation  to  face  entre- 
preneurial issues  was 
merely  so-so — and  at 
some  schools,  poor — 
that  didn't  squash 
their  creative  spirit.  More  than  85%  of  the  Class  of 
1992  helped  launch  at  least  one  business  in  the  past  decade 
(page  98). 

Perhaps  the  loudest  complaint  was  about  just  how  ill-pre- 
pared alums  felt  when  faced  with  the  politics  and  challenges 


TIME  OFF 


Alums  had  an  average 
of  26.7  vacation  days — 
and  used  only  21.2 
of  them 
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of  managing  in  th 
middle.  Many  sa 
they  should  have  bee 
forced  to  take  mor 
organizational  beha\ 
ior  classes,  thoug 
"it's  like  trying  to  gi 
someone  to  eat  the: 
spinacK,"  concedes  40-year-old  Charles  W.  Breer,  a  Univers 
ty  of  Michigan  B-school  grad  who  has  spent  most  of  h 
post-MBA  career  working  for  Northwest  Airlines  Corp.  Stil 
actual  office  politics — the  tricky  mix  of  sociology,  personalit 
and  corporate  cultirre  that  exists  in  every  workplace — ca 
make  a  mockery  .of  B-school  theory.  Breer  says  his  harden 
times  were  managing  a  12-person  staff.  "At  a  minimum 
wish  someone  had  told  me  this  would  be  one  of  the  bigger 
challenges,  and  then  given  me  some  tips,"  says  Breer. 

Another  issue  still  facing  B-schools  today  came  throug 
loud  and  clear  from  the  Class  of  1992:  Women  MBAs  inhab 
something  of  a  world  apart — starting  with  pay.  They  repor 
ed  making  an  average  of  $50,000  less  in  salary  than  their  ma 


BIG  SALARIES-AND  SOME  REALLY  BIG  BONUSES 


So  how  did  the  Class  of  1992  do 
when  it  came  to  paychecks?  It 
turns  out  that  of  the  alums  who 
responded  to  the  bonus  question  in 
the  Busi7iessWeek  survey — 1,047  of 
1,496  reported  their  2002 
bonus  and  other  compen- 
sation— ^the  answers  cov- 
ered a  wide  range.  By  and 
large,  the  group  is  a  high- 
ly compensated  collection 
of  executives  in  a  wide 
field  of  professions,  from 
investment  banking  to 
construction.  Nearly  half — 
48% — received  bonuses 
and  other  compensation 
topping  $100,000. 

There  are  also  some 
surprising  extremes  that 
skew  the  averages  at  sev- 
eral schools.  Forty-three 
alums  reported  eaining  $1 
million  or  more  in  bonus 
and  other  compensation, 
while  64  tallied  between 
$500,000  and  $1  million. 
Of  those,  many  are  CEOs 
or  other  top  officers  in 
sectors  such  as  portfolio 
management,  software, 
telecom,  and  consulting, 
where  bonuses  can  be 
eye-popping  while  salaries 
are  more  dowm-to-earth. 
In  some  cases,  the  av- 
erage bonuses  stand  out. 
At  Georgetown,  the  46 
respondents  included  sev- 
eral who  earned  more 
than  $750,000,  mostly  in 


investment  banking,  and  one  who  re- 
ported an  $11  million  bonus.  Among 
Harvard's  107  respondents,  six  alums 
earned  bonuses  of  more  than  $1  mil- 
lion, including  one  who  raked  in  $22 


RAKING  IT  IN 


The  schools  whose  grads  earn  the 
most;  average  salaries  and  bonuses 


SALARY 


BONUS 


SCHOOL* 

CURRENT 

YEARLY  SALARY 

AVERAGE 

STANFORD 

$265,160 

HARVARD 

215,386 

UCLA 

196^69 

VIRGINIA 

191406 

DARTMOUTH 

185463 

DUKE 

170,595 

NORTHWESTERN 

168,561 

NYU 

158,082 

COLUMBIA 

156452 

CHICAGO 

150,509 

CORNELL 

143,363 

GEORGETOWN 

137,057 

UNC-CHAPEL  HILL 

136,561 

ROCHESTER 

132,781 

CARNEGIE  MELLON 

130398 

2002  BONUS  AND 

OTHER  COMPENSATION" 

SCHOOL*                                  AVERAGE 

HARVARD 

$632,045 

GEORGETOWN 

575,384 

DARTMOUTH 

369,050 

COLUMBIA 

353,317 

INDIANA 

308,530 

STANFORD 

302,024 

CORNELL 

288350 

DUKE 

247370 

CHICAGO 

246,176 

NYU 
UCLA 

217/484 

NORTHWESTERN 

213,679 

VIRGINIA 

182,462 

ROCHESTER 

163^267 

UNC-CHAPEL  HILL 

119,473 

*UC-Berkeley,  USC.  Yale,  MIT.  Maryland,  Purdue,  Wharton,  and  Michigan  State  were  not 
included  because  of  too  few  responses  to  salary  and  bonus  questions.  Complete  list  online 
**lncludes  a  few  extremely  high  sums  at  some  schools 

Data:  BusinessWeek,  Cambria  Consulting  Inc. 


million.  Of  the  64  Indiana  alums  who 
gave  bonus  information,  one  landed 
compensation  of  $1.3  million  and  an- 
other received  $10.3  million,  thrust- 
ing that  school,  with  a  number  of 
alums  in  international 
banking,  up  the  list. 

Indiana  may  be  some- 
thing of  an  exception 
among  Midwestern 
schools,  where  many 
alums  gravitate  toward 
less  high-flying  fields  like 
manufacturing  and  con- 
sumer products.  Bonuses 
among  Northwestern 
altuns  weren't  in  the  top 
reaches,  for  example,  re- 
flecting the  preponderance 
of  careers  in  consumer 
goods,  health  care,  and 
other  related  sectors. 

Some  schools  known  for 
catapulting  grads  into 
high-paying  careers  aren't 
on  the  Ust — University  of 
Pennsylvania's  Wharton 
School  and  MIT,  for  exam- 
ple. That's  because  too 
few  responded  to  salary 
and  bonus  questions  to 
make  the  data  reliable. 

Of  course,  there  are  al- 
ways a  few  exceptional 
grads  who  outrun  the 
pack  and  make  millions, 
skewing  the  norm.  Every 
school  has  its  share,  and 
the  Class  of  1992  is  no 
exception. 

By  Jennifer  Merritt 
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YOU'RE  LOOKING  AT  THE 

MOST  POWERFUL  ECONOMIC 

FORCE  IN  THE  COUNTRY: 

THE  AMERICAN  DREAM. 


The  population  is  growing  and  with  it  the  American  Dream  of  homeownership.  In  fact,  every 
eight  seconds  a  baby  is  born  in  this  country  —  that's  four  million  babies  a  year.  This  combined 
with  the  millions  of  families  that  move  to  our  country  in  pursuit  of  the  American  Dream  makes 
for  a  population  that  we  anticipate  will  grow  by  30  million  by  20I0.  And  when 
they  dream  of  owning  a  home,  we'll  be  there.  Because  as  the  American  Dream  grows,  so  do  we? 
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^  FannieMae 

www.fanniemac.com 
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counterparts  (counting  only  women  who 
are  working).  They  also  switched  em- 
ployers more  often  and  took  twice  as 
many  breaks  from  full-time  work.  A  full 
13%  of  female  respondents  are  out  of  the 
job  market  voluntarily;  8%  work  only  part 
time.  By  contrast,  only  2.4%  of  the  men 
who  answered  fall  into  either  category. 

Cornell  University's  S.  C.  Johnson 
Graduate  School  of  Management  alum  Pa- 
tricia Friar  is  typical.  She  left  her  high-powered,  travel- 
heavy  job  as  vice-president  of  marketing  for  a  Texas-based 
company  to  stay  at  home  with  her  three  young  children. 
After  she  quit,  she  first  worked  part-time,  helping  to  launch 
DrKoop.com,  a  health-related  Web  site  founded  by  the  former 
Surgeon  General,  C.  Everett  Koop.  But  then  Friar  un- 
plugged— literally.  She 
got  rid  of  her  pager 
and  cell  phone  and  did 
not  read  e-mail  for  a 
year.  Last  fall,  the  46-year-old  went  back  to  work,  choosing  a 
lower-paying  job  with  less  responsibility.  But  Friar  and  many 
other  female  mbas  say  the  degree  gives  professional  women 
more  freedom  and  marketability  to  move  in  and  out  of  the 
full-time  cubicle  set. 

Most  alums — men  and  women  alike — have  found  their 
way  to  the  upper  echelons  of  management,  but  not  without 
some  painful  comeuppances  along  the  way.  Marching  into 
jobs  as  smug  know-it-alls,  they  soon  found  out  that  "you 
don't  just  step  into  a  CEO  role  after  two  years  of  business 
school,"  says  MIT  alum  Wong.  "What  some  people  don't  re- 
alize [when  they  graduate]  is  that  being  a  top  manager  is  an 
earned  right." 


CHANGING  PLACES 


Alums  travel  to  other 
countries  an  average  of 
1.4  times  per  year  for 
personal  reasons  and  3.2 
times  per  year  for  b\isiness 


Cover  Story 


Surely  Wong  and  his  fellow  classmat< 
have  come  a  long  way  since  their  youtl 
fill,  arrogant  days.  Over  the  past  decad 
most  have  lived  the  MBA  dream.  The 
have  climbed  the  corporate  la^ 
der,  struck  out  on  their  ow 
and  made  themselves  a  pla( 
in  the  global  economy.  Ar 
while  it's  not  an  insurance  po^ 
cy  against  layoffs,  the  degrt 
has  helped  unemployed  gra( 
find  their  way  back  into  tl 
workforce  more  quickly  the 
many  white-collar  workers.  Tl 
success  of  the  Class  of  19^ 
also  helped  solidify  the  gro\ 
ing  MBA  culture  in  Corporate  America.  These  mbas  offer 
glimpse  of  the  potentially  powerful  and  productive  busine; 
talent  that  spills  forth  from  U.S.  B-schools  every  spring, 
those  "mills"  continue  to  adapt  to  the  ever-changing  econon^ 
and  challenges  of  doing  business,  the  value  of  the  degrt 
won't  long  be  a  subject  for  debate. 

With  Kate  Hazelwood  in  New  Yo\ 


BusinessWeek  online 


For  more  information  from  the  alumni  survey,  including  extensive 
tables  and  additional  stories  on  unemployed  alums,  the  philanthropistj 
and  international  graduates,  as  well  as  profiles  of  several  class 
members,  go  to  www.businessweek.com/bschools/. 

And  subscribe  to  BusinessWeek^  newest  feature,  MBA  Insider,  for  In 
depth  guides  to  several  majors,  plus  admissions-interviews  tips,  winnin 
application  essays,  and  more,  at  www.businessweek.com/mbainsider/. 


STRIKING  OUT  ON  THEIR  OWN 


Every  morning,  Thomas  F.  Shan- 
non walks  to  his  Park  Avenue 
South  office,  two  short  blocks 
from  his  brownstone  in  Manhattan's 
tony  Gramercy  Park.  Chances  are, 
he  will  arrive  at  work  on  the  late 
side— about  10:30 
a.m. — and  almost 
inevitably  it's  be- 
cause he  was  out 
late  at  a  bowling 
alley  the  night  be- 
fore. He  wasn't 
bowling,  though. 
Rather,  amid  nacho 
drippings  and  the 
clattering  of  bowl- 
ing pins,  he  was 
surveying  his  $30 
million  empire. 
Shannon  has 
come  a  long  way 
since  he  graduated 
from  the  Universi- 
ty of  Virginia's 
Darden  School  of 
Graduate  Business 
Administration  in 
1992  and  watched 


his  fellow  graduates  march  off  to 
high-paying  consulting  and  invest- 
ment-banking jobs  on  Wall  Street. 
He  took  a  different  path — an  unsexy 
gig  at  a  Pennsylvania  can  factory.  It 
was  the  only  job  he  was  offered. 


THE  ENTREPRENEURIAL  URGE 


Some  1,300  alums  were  Involved  in  more  than  2,600  startups  and  gave 
details  about  more  than  600  of  their  ventures,  from  biotech  to 

animal-massage  therapy.  More  than  three-quarters  of  them  survived  the 
stock  market  bust  and  today  employ  a  total  of  98,000  v\/orkers. 


NEW  VENTURES 


ROLE  OF  ALUMS 


TECHNOLOGY,  SOFTWARE, 
INTERNET,  SECURITY 


OWNER/ 
INVESTOR 


SERVICE,  RETAIL, 
ENTERTAINMENT  PUBLISHING 

PORTFOLIO  MANAGEMENT 
CONSULTING,  FINANCE 

MANUFACTURING,  SUPPLY 
CHAIN,  ENERGY 

OTHER:  RESTAURANTS, 
HEALTH  CARE,  MEDIA,  ETC. 


21 

26 

5 

16 


KEY  IDEA 
PERSON 

KEY  SALES 
PERSON 


KEY  TECHNICIAN, 
OPERATIONS  PERSON 


OTHER,  ALL^ORE  THAN 
ONE  OF  THE  ABOVE 


Data:  BusinessWeek  Mumn\  Survey 


But  he  didn't  stay  long,  instead 
setting  off  for  the  Big  Apple,  where 
he  struggled  for  two  years  before  he 
took  a  job  as  CEO  of  a  small  health- 
club  chain  in  1995.  Then,  in  1997, 
with  the  help  of  a  small-business 
loan,  his  fortunes 
turned  and  he  be- 
came the  proud 
owner  of  Bowlmor 
Lanes,  an  aging 
bowling  alley  in 
Greenwich  Village 
with  only  $1  million 
in  revenues.  Three 
bowling  alleys  and 
a  nightclub  later, 
Bowlmor  Lanes, 
now  a  Lower  Man- 
hattan hot  spot,  is 
the  flagship  proper- 
ty of  Shannon's 
company.  Strike 
Holdings. 

When  Shannon 
and  his  colleagues 
graduated  in  1992, 
it  was  still  a  time 
when  sweat  equity 


11% 
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Open  standards  and 
the  taming  of  the  screw. 


Can  you  see  it? 


f 


Tony  Menezes,  IBM  facilitator  of  open  practices,  financial  industry 


In  1864,  a  bolt  or  screw  made  in  one  machine  shop  wouldn't  fit  a  nut  made 
in  another  machine  shop.  Everything  was  proprietary.  In  short,  a  mess. 

Until  William  Sellers  proposed  a  standard,  uniform  screw.  So  one  part  could 
be  made  down  the  street,  and  another  made  across  town,  and  assembly 
could  happen  anywhere.  Everything  worked  together. 

Apply  that  same  logic  to  IT  and  you  arrive  at  open  standards  like  Linux! 
Universal,  open  "languages"  that  let  everything  IT  talk  to  everything  else  IT 
Vendors,  systems,  partners  —  anyone  —  can  be  plugged  into  or  unplugged 
from  the  open  standards  "pegboard."  Open  standards  is  also  the  antidote 
to  being  locked  into  the  high  costs  of  any  one  vendor.  The  business  results? 
Speed,  responsiveness,  flexibility,  readiness. 

Open  standards.  The  unifying  thread  behind  on  demand  business. 


On  demand  business 

starts  with  on  demand  thinking. 


IBM  is  home  to  thousands  of  people  who  live  and  breathe  Linux. 
Specialists  who  can  bring  open  standards  (and  all  its  benefits)  to  just  about 
every  industry.  Our  IT  expertise,  coupled  with  deep  business  know-how, 
can  deliver  real  change  across  your  company.  On  demand  business.  Get 
there  with  on  demand  people.  Call  800  IBM  7080  (ask  for  thinking)  or  visit 
ibm.com/services/thinking 


3  IBM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  Linux  is  a  registered  trademark  of  Linus  Torvalds. 
A  Corp.  All  rights  reserved. 


and  sacrifice  were  the  entrepreneur- 
ial expectation.  Steady-wins-the-race 
was  the  mantra  then,  before  the  In- 
ternet bubble  inflated  all  those  flashy 
whiz  kids.  Even  so,  the  '92ers  were 
highly  entrepreneurial.  Fully  86.6% 
of  the  respondents  to  BusinessWeek's 


Cover  Story 


alumni  survey  have  helped  to  start 
at  least  one  business — and  often 
more  than  one. 

Their  companies  range  from  the 
kinds  expected  from  MB  as  (consult- 
ing, money  management,  and  tech- 
nology) to  the  less  MBA-conventional, 
like  wedding  consulting, 
restaurants,  and  animal 
massage.  Of  the  625  ven- 
tures alums  detailed,  80% 
are  still  in  business  and 
employ  an  average  of  215 
people,  for  a  total  of  nearly 
98,000  employees.  Mitch 
Roberts,  an  MIT's  Sloan 
School  of  Management 
grad,  employs  700-plus 
workers  in  his  14  New 
England-based  Panera 
Bread  franchises. 

And  although  the  Class 
of  1992  was  post-main- 
frame but  pre-Intemet, 
there  is  a  strong  tech  di- 
mension. When  he  couldn't 
find  a  job  after  graduation, 
Vanderbilt  University's 
Owen  Graduate  School  of 
Management's  Aneel  M. 
Pandey,  who  developed 
training  software  for  peo- 
ple taking  the  Microsoft 
Corp.  certification  exam.  In 
2000,  he  sold  the  company, 
Transcender  Inc.,  for  $60 
miUion  in  cash  to  Stamford 
(Conn.)-based  Information 
Holdings  Inc.  and  remains 
Transcender's  ceo. 

Typical  of  small-business 
owners,  alums  have  many 
stories  about  scrambling 
for  financing,  hke  that  of 
the  University  of  Michigan's  Jim 
Solomon,  owner  of  the  Fireplace 
restaurant  in  Brookhne,  Mass.  After 
a  miserable  six-month  stint  in  corpo- 
rate finance  at  Citigroup,  he  em- 
barked on  17  food-service  jobs, 
countless  attempts  to  raise  money, 
even  a  move  back  into  his  mother's 
house.  With  the  $100,000  he  salted 
away,  a  government  loan,  and  the 
help  of  his  father  and  a  friend  from 
Citi  days,  the  restaurant  opened — al- 


most 10  years  later — in  2001.  Today 
it's  booked  solid  almost  nightly,  with 
$2.25  million  in  sales  in  2002. 

Most  prevalent  in  the  class  are 
entrepreneurs  who  did  things  sensi- 
bly, paying  down  their  school  debt 
by  working  in  the  corporate  world 
before  striking  out  on  their  own. 
Kellogg  MBA  Lloyd  Cheu  intended  to 
run  his  own  small  architectural  firm 
but  was  instead  lured  at  graduation 
time  by  the  perks  of  an  offer  from 
financial-services  provider  PubUc  Fi- 
nancial Management  in  Memphis. 
But  after  a  decade  in  corporate  life, 
Cheu  started  up  his  own  custom- 
kitchen-design  company  in  New 
York  City,  dusting  off  an  old  busi- 


ness plan  he  had  submitted  in  a 
class  at  Kellogg.  "I  figured  if  I  could 
structure  a  $350  billion  bond  deal,  I 
could  put  29  design  elements  in  a 
kitchen,"  he  says. 

International  students  have  shown 
a  similar  entrepreneurial  flair,  with 
74%  having  started  at  least  one  busi- 
ness. Harish  Todi,  a  University  of 
North  Carohna's  Kenan-Flagler 
School  alum,  started  a  clothing-manu- 
facturing company  in  his  native 


Nepal.  His  biggest  customers?  Gap 
and  its  Old  Navy  vmit.  Georgetown 
University's  Antonio  Pena  started  a 
construction  business  out  of  his  car 
and  now  owns  one  of  Mexico's 
largest  packing-materials  makers. 

Entrepreneurial  successes  weren't 
always  attributed  to  B-school  influ- 
ence. Some  alums  criticize  their 
schools  for  training  students  more  to 
consult  than  to  run  a  business.  "The 
assumption  was  always  that  we 
would  be  able  to  raise  all  the  money 
we  wanted.  But  how  do  you  run  the 
business  if  you  have  significantly  less 
cash  than  you  need?  That  is  real 
life,"  says  Dartmouth's  Tuck  School 
alum  Marwan  Naja,  who  heads  a 

THE  FAST  LANE 

Shannon  transformed 
an  aging  bowling 
alley  into  a 
Manhattan  hot  spot 

network-security  software 
company. 

To  be  fair,  entrepreneur- 
ial education  has  undergone 
a  revolution  of  sorts  since 
1992,  as  schools  have  hus- 
tled to  create  real-world 
covirses,  extracurricular  of- 
ferings, and  intensive  in- 
ssiss;    temships.  And  many  alums 


ssi^si    insist  that  when  it  came 

time  to  lure  venture  capital 
or  present  their  case  to  fi- 
nancial institutions,  the  de- 
gree gave  them  credibihty 
and  invaluable  financial 
i    .     modeling  skills.  They  also 
W        garnered  more  subtle  assets 
from  their  programs — confi- 
k  I     dence,  leadership  ability, 
and  their  school's  cachet. 
Of  course,  no  program 
can  truly  prepare  an  entre- 
preneur for  the  school  of 
hard  knocks.  When  he 
started  his  business,  Vir- 
ginia grad  Shannon  had  no 
money,  took  no  vacations, 
and  didn't  even  own  a  car,  while 
many  of  his  classmates  had  big  jobs 
and  big  houses.  But  10  years  later, 
he's  carting  home  milhons  from  a 
business  that  has  turned  out  to  be 
recession-proof,  while  fellow  grads 
have  watched  their  corporate  jobs 
implode.  For  the  Class  of  1992,  some 
of  the  risky  ventures  have  turned 
out  to  be  pretty  safe  after  all. 

By  Kate  Hazelwood 
in  New  York 
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No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone, 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers 
a  wide  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 

Call  1  888  MY  mLIFE"  or  visit  attwireless.com 


ame  phone,  same  number,  tha 


AT&T  Wireless 


003  AT&T  Wireless.  All  Rights  Reserved.  Requires  new  activation  on  a  qualified  plan,  credit  approval,  a  $36  Activation  Fee,  one  or  two-year  agreement,  compatible  device 
a  $175  cancellation  fee.  Service  and  features  not  available  on  all  devices,  rate  plans  or  available  for  purchase  or  use  in  all  areas.  Service  and  rates  only  available  in  select 
rnationa!  locations.  Calling  to  certain  countries  is  blocked.  Not  all  devices  contain  all  international  networks'  frequencies.  Most  worldwide  coverage  when  using  the 
nens  S46.  Usage  is  rounded  up  to  the  next  full  minute.  Unused  monthly  minute  allowances  lost.  Roaming,  additional  minute  and  long  distance  charges,  and  other  restrictions, 
■ges,  universal  connectivity  charge,  surcharges,  assessments  to  defray  costs  for  government  programs,  and  taxes  apply.  Availability  and  reliability  of  service  are  subject  to 
ismission  limitations.  You  will  be  bound  by  the  General  Terms  and  Conditions  and  rate  plan  and  promotional  materials.  Available  countries  and  rates  are  subject  to  change, 
to  attwireless.com/international  for  current  coverage  and  rate  information. 
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NOW  TO  FIX  THE 

MUTUAL 
FUNDS  MESS 

Hidden  fees,  lax  boards,  and  now 
scandal.  Here's  what  has  to  be  done 


Used  to  be,  the  worst  you 
could  say  about  a  mutual 
fund  was  that  it  lost  money. 
Nowadays,  there's  worse:  los- 
ing money  dishonestly. 
Thanks  again  to  the  crusad- 
ing efforts  of  New  York  State 
Attorney  General  Eliot  Spitzer,  some 
mutual-fund  managers  have  made  the 
growing  list  of  investment-industry  pro- 
fessionals ■walling  to  sacrifice  investors' 
best  interests  for  the  sake  of  profits. 


On  Sept.  3,  Spitzer  tore  the  veneer 
from  the  almost  pristine,  79-year-old 
fund  business.  In  a  $40  million  settle- 
ment with  hedge  fund  Canary  Capital 
Partners,  he  outlined  a  series  of  im- 
proper practices  in  the  trading  of  mutu- 
al-fund shares.  Not  only  were  four  blue- 
chip  companies  implicated — Bank  of 
America,  Bank  One,  Janus  Capital  Group, 
and  Strong  Capital  Management — but 
dozens  of  others,  Spitzer  suggested, 
schemed  to  bilk  investors  of  billions  each 


CORPORATE 
GOVERNANCE 


"WTiere  were  the 

^^^^^1  directors?  At  the 

^^^^Kf^  fund  famiUes  im- 

^^H  '   pUcated    in    the 

^^V  latest      scandal, 

m^H  there  apparently 

^J^B^  -,  wasn't         much 

^i^^pj^  oversight — and 

^^  no    wonder.    A. 

Max  Walker,  tlie  Sl-year-old  chairman  of 

Bank  of  America's  Nations  P''unds,  sits  on 

the  boai'd  of  8.5  funds.  At  another,  Janus, 

the  chairman  is  a  director  for  113. 

Unusual?  Not  really.  "^Tiile  many  gov- 
ernance experts  recommend  corporate 


directors  sit  on  no  more  than  five 
boards,  fund  directors  typically  sit  on 
dozens.  By  law,  each  fund  must  have  a 
board.  Most  fund  famihes  use  the  same 
set  of  directors  for  every  fund  in  their 
stable.  It's  more  efficient,  they  reason, 
because  funds  operate  similarly.  Some 
277  of  Fidelity  Investments'  funds,  for 
example,  share  a  common  board. 

The  SEC  requires  that  a  majority  of 
those  busy  directors  be  independent. 
But  many  so-called  independent  fund 
directors  have  ties  to  the  fund  man- 
agers. The  legal  definition  of  "independ- 
ence" is  squishy:  The  statute  lets  rela- 
tives of  fund  managers  serve  as 
independent  directors  as  long  as  they 
aren't  members  of  the  immediate  family. 
Former  employees  of  the  fund's  invest- 
ment adviser  may  also  serve  as  inde- 


pendent directors  just  two  years  aftt  eI- 
tirement.  It's  a  nice  perk:  In  2002,  th« 
dian  total  pay  for  directors  at  the  big 
groups  was  $113,000,  according  to  coi ; 
ants  Management  Practice  Inc. 

Little  surprise  that  directors  rarely  Ltf 
their  authority  to  challenge  the  fund'>« 
viser.  Many  routinely  approve  manage  | 
contracts  at  fees  that  are  twice  what| 
sion  funds  pay  for  stock-picking  ser 
And  they  are  slow  to  insist  that  in|ioii5 
ment  advisers  cut  loose  portfolio  man; 
vdth  lousy  records.  It  took  the  boar 
Putnam  Vista  Fund  and  F*utnam's  o 
Emerging  Growth  Fund  three  years  tji 
place  managers  in  each  fund,  after  1) 
that  averaged  24%  and  44%  a  year  thi 
2002,  respectively,  ranking  both  at  tht 
tom  of  their  peer  group.  Fund  goventr. 
is    "fundamentally   broken,"    says     \ 


'kl 
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year.  "Looks  like  they  are  taking  ad- 
vantage of  investors  like  everyone  else 
on  Wall  Street,"  says  James  Punishill, 
an  independent  analyst  with  Cambridge 
(Mass.)-based  Forrester  Research  Inc. 

Spitzer's  is  just  the  first  salvo.  Since 
then,  the  U.  S.  Attorney  for  the  Southern 
District  in  New  York,  James  B.  Comey 
Jr.,  launched  his  own  fund-trading  inves- 
tigation. Representative  Richard  H.  Bak- 
er (R-La.),  the  author  of  a  mutual-fund  re- 
form bill  watered  down  after  pressure 
fix)m  industry  lobbyists  earlier  this  year,  is 
sharpening  his  pencil.  And  the  Secvirities 
&  Exchange  Commission — ^ah-eady  miffed 
over  negligent 
boards,  hidden  fees, 
and  conflicts  plaguing 
both  the  mutual  and 
hedge-fund  business- 
es— ^plans  a  rulemak- 
ing push  in  coming 
weeks.  It  has  now 
requested  details 
from  large  broker- 
dealers,  transfer 
agents,  and  the  80 
largest  U.S.  mutual- 
fund  famflies  on  their 
trading  practices. 

At  stake  is  the 
reputation  of  an  in- 
dustry entrusted  with  nearly  $7  trillion 
of  the  public's  money.  More  than  95  mil- 
lion ordinary  folks  rely  on  funds  to  fi- 
nance the  American  dream:  a  house,  col- 
lege tuition  for  the  kids,  and  a  comfy 
retirement. 

All  of  those  goals  are  a  little  further 
off,  thanks  to  a  vicious  bear  market. 
The  average  stock  fund  lost  12%  a  year 
in  2000,  2001,  and  2002,  yet  funds  paid 
$62  biUion  in  fees  just  for  stock-pick- 
ing services  alone  over  the  same  period, 


DISILLUSIONED? 

Investors  are  putting  much  less  new  money 
into  mutual  funds 

350 

300 
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Data:  Investment  Company  Institute 


says  consultant  Max  Rottersman  of 
FundExpenses.com.  Worse,  funds  pay 
another  $100  billion  a  year  just  in  trans- 
action costs — according  to  online  trading 
outfit  for  fund  managers,  LiquidNet — 
partly  the  result  of  high  commissions, 
poorly  executed  buy  and  sell  orders, 
and  unnecessary  trading. 

Who's  watching  out  for  you?  Certain- 
ly not  the  fund's  board  of  directors.  Most 
rubber-stamp  management's  recommen- 
dations, and  few  bother  to  negotiate  low- 
er fees.  The  largest  mutual  funds,  in  fact, 
pay  money-management  advisory  fees 
that  are  more  than  twice  those  paid  by 
pension  funds. 

Investors'  best 
hope  of  reform  lies 
with  the  SEC.  So  far, 
the  agency  has  most- 
ly tinkered  with  the 
rules  under  the  wide- 
ly shai-ed  assumption 
that  the  industry 
was  largely  clean. 
That  may  be  chang- 
ing. BusinessWeek 
has  learned  that  the 
SEC  is  planning  with- 
in weeks  to  push 
through  stricter  rules 
on  deceptive  ad  prac- 
tices and  timeliness  of  portfolio  reports, 
and  to  propose  new  rules  on  disclosure  of 
fees  and  revenue-sharing  deals  with 
brokers. 

Still,  that's  not  likely  to  be  enough. 
The  industry  itself  needs  to  overhaul 
its  practices.  And  shareholders  have  to 
be  more  vigilant  themselves.  Here  is  a 
blueprint  for  regulators,  fund  compa- 
nies, and  shareholders  to  refurbish  a 
business  that's  too  big  and  too  important 
to  fail  us. 


isler,  co-author  of  The  Great  Mutual 
nd  Trap.  "Directors  too  often  think 
:he  fund  company — not  the  real  in- 
ters in  the  funds — as  their  client." 
Lt's  time  to  shake  up  fund  gover- 
ice  the  same  way  that  the  2002  Sar- 
les-Oxley  Act  gave  corporate  boards 
'^ake-up  call.  To  start.  Congress  must 
Iten  the  definition  of  independence 
fund  companies  can't  use  board  po- 
ons  as  retirement  benefits  for  their 
icutives.  And  the  sec  should  require 
Bctors  to  seek  the  best  investment 
iser,  based  on  cost  and  perform- 
e,  and  to  justify  the  selection  to 
reholders  annually.  Directors  should 
sely  monitor  the  performance  of 
ir  investment  adviser  year  after 
ir. 
The  fund  industry,  for  its  part,  must 


limit  directorships.  Many  funds  in  the 
same  category  operate  similarly,  so  al- 
lowing directors  to  sit  on  10  or  even 
20  boards  may  be  viable.  But  directors 
who  oversee  50  or  more  risk  becoming 
lapdogs  instead  of  watchdogs.  Outside 
directors  must  take  control  of  meeting 
agendas.  To  shake  up  the  clubby  cul- 
ture, they  might  insist  that  meetings 
be  held  offsite.  Boards  should  require 
that  compliance  officers  report  to 
them — and  adhere  to  a  zero-tolerance 
pohcy  for  violations  of  fund  rules. 

Investors  must  make  their  voices 
heard,  too.  If  they  think  performance 
is  weak  or  fees  too  high,  they  should 
look  at  the  prospectus  for  the  inde- 
pendent directors  and  call  them  to  de- 
mand an  explanation.  Directors  are  weU- 
paid;  let  them  work  for  that  money. 


DISCLOSURE 


Mutual-fund 
managers  de- 
mand all  sorts  of 
disclosures  from 
the  companies 
they  invest  in. 
Yet  funds  keep 
their  own  share- 
holders in  the 
dark  about  expenses  that  lower  their 
returns. 

Take  the  cost  of  trading  stocks  in  a 
portfolio,  one  of  a  fund's  biggest  ex- 
penses. It  isn't  broken  out  or  included 
in  the  expense  ratios  that  funds  re- 
port. Funds  do  tell  investors  how  often 
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they  turn  over  stocks,  but  the  ratio — 
110%,  on  average — is  buried  in  the 
prospectus  and  may  not  mean  much  to 
shareholders.  (It  means  that  a  $100 
million  fund  will  make  $110  million 
worth  of  trades  in  a  year.)  If  they  saw 
what  that  frenetic  activity  was  costing 
them  in  dollars,  says  University  of  Mis- 
sissippi law  professor  and  ex-SEC 
lawyer  Mercer  E.  Bullard,  they  might 
demand  that  funds  trade  much  less. 
That  would  benefit  investors:  Studies 
show  that  higher-trading  strategies 
yield  lower  returns. 

Soft-dollar  payments  aren't  disclosed, 
either.  Soft  dollars  are  created  when 
fund  managers  pay  their  brokers  a 
higher  commission  than  they  have  to. 
Those  extra  doUars  work  like  frequent- 
flier  miles,  with  fund  managers  using 
them  to  get  research  reports,  data 
feeds,  and  other  aids  for  picking  stocks. 
But  the  practice  can  create  conflicts  of 
interest.  Managers  may  chum  their  ac- 
coimts  to  generate  more  soft  dollars  in 
order  to  buy  services  such  as  stock  re- 
search that  investors  shouldn't  have  to 
pay  for. 

Fimd  managers'  compensation  is  also 
a  tightly  held  secret.  But  investors 
need  to  know  what  the  manager's  in- 


centives are.  Is  the  pay  based  on  pre- 
tax returns  or  aftertax  returns,  beating 
an  index  or  just  beating  the  fund  peer 
group,  or  returns  for  the  quarter  or 
longer  term? 

Lastly,  most  funds  report  their  hold- 
ings to  shareholders  only  twice  a  year, 
not  enough  for  investors  to  gauge 
whether  they're  overexposed  to  a  sec- 
tor or  stock.  And  too  often,  their  quar- 
terly reports  offer  broad  summaries 
that  don't  explain  key  stock-picking  de- 
cisions that  affect  returns.  "It's  very 
difficult  for  even  a  well-educated  in- 
vestor to  have  a  comprehensive  under- 
standing to  compare  funds,"  says  Bak- 
er, chairman  of  the  House  capital 
markets  subcommittee. 

The  SEC  has  already  proposed  rules 
for  mutual  funds  to  report  their  hold- 
ings quarterly  and  give  investors  more 
useful  data  on  fees  every  six  months. 
It's  likely  to  adopt  these  rules  within 
weeks.  It  should  further  insist  that 
funds  calculate  transaction  costs  so 
investors  can  see  whether  managers 
are  engaging  in  rapid-fire  trading  de- 
spite pledges  to  "buy  and  hold."  In 
addition,  the  agency  should  trim  the 
list  of  services  that  funds  may  buy 
with  soft  dollars,  and  demand  they  tell 


investors    what    is    purchase 
Funds  must  start  telling  investc 
how  they  compensate  portfolio  mi 
agers — or  at  least  what  performar 
measures  they  use. 

Investors  who  aren't  satisfied 
the  information  they  get  must  s 
up.  The  fond  industry  is  a  lobbying  ji 
gemaut  and  will  fight  hard  to  sque^ 
most  new  disclosure  requirements, 
by  making  their  views  knoAvn  to  tl 
SEC  and  lawmakers  can  investors  ov<f 
come  the  industry's  self-interest. 

FEES 

One  of  the  fu| 

industry's  favor 
parlor  games 
debating  detr^ 
tors   who   arf 
that  fund  fees 
too  high.  The 
vestment  Comt 
ny  Institute, 
mutual-fund  trade  group,  says   the 
jority  of  stock-fund  investors  pay  ( 
0.99%  of  total  assets  a  year  in  fees, 
because  that  doesn't  include  such  coij 
as  brokerage  commissions,  one 


A  BLUEPRINT  FOR  REFORM 


PROBLEM 

CORPORATE 

FUNDS  DON'T 

FEES 

SALES 

FUND  PRICING  IS 

GOVERNANCE 

GIVE  INVESTORS 

ARE  TOO 

PRACTICES 

STILL  STUCK  IN 

IS  WEAK 

ENOUGH 
INFORMATION 

HIGH 

ARE  SOMETIMES 
DECEPTIVE 

THE  1940s 

SEC 

Seek  authority  to 

Require  funds  to 

Force  funds  to 

Require  the  NASD  to 

Require  funds  to  dis 

SHOULD: 

tighten  definition  of 

reveal  holdings 

disclose  costs  in 

ban  broker  sales  con- 

courage arbitrage 

independent  director; 

quarterly,  trading 

personalized  state- 

tests and  regulate 

across  time  zones  by 

require  boards  to 

costs,  and  extra 

ments;  end  market- 

broker and  branch- 

updating  overseas 

justify  fees  and 

commissions  paid 

ing  fees  allowed  by 

manager  compensa- 

share prices  to  reflec 

choice  of  investment 

to  brokers,  called 

law,  called  12(b)-l 

tion.  Force  funds  and 

market  conditions. 

adviser. 

soft  dollars. 

fees. 

brokers  to  reveal  rev- 
enue-sharing deals. 

FUNDS 

Limit  number  of 

Disclose  portfolio 

Work  through 

Reduce  the  number 

Embrace  similar  fair 

SHOULD: 

funds  that  directors 

managers'  pay  and 

Investment  Company 

of  share  classes  for 

value  pricing  for  the 

may  oversee,  and 

how  they  measure 

Institute  to  develop 

each  fund. 

benefit  of  their 

crack  down  on  mar- 

performance. 

an  investor-education 

customers. 

ket-timing  abuses. 

program  on  how  fees 
affect  returns. 

SHAREHOLDERS 

Demand  more 

Counter  industry 

Use  Web  sites  and 

Realize  brokers  are 

Shun  funds  that  alio 

SHOULD: 

accountability  from 

lobbying  by  writing 

calculator  tools  to 

salespeople  first,  ad- 

time-zone arbitrage. 

independent 

to  SEC  and  Congress 

better  understand  how 

visers  second.  Ask 

directors  and  look  for 

in  favor  of  better 

fees  and  sales  charges 

brokers  how  they  are 

funds  whose  boards 

disclosure. 

are  calculated  and 

being  paid  and  why 

respond  to  investor 

their  impact  on 

they  recommend  one 

* 

interests. 

returns. 

fund  over  another? 

108  BusinessWeek  /  September  22.  2003 


"Can  you  say  Z3?" 


II 


>^= 


,. .,    -^^     -.\  ^V  ^'.    .   ^-i  ,'■,■«   '.  "^    .>^  , 


V?.'',?^ 


Certified  glee. 

Certified  leasing  and  financing. 

Certified  6-year/100,000-mile  warranty.* 

Certified  by  BMW. 

Certified  only  at  an  authorized  BMW  center. 


=  Certified  Pre-Owned 

^^^HH^i^^al  by  BMW  BSmOSSmSi 


Ve  have  the  BMW  you're  looking  for.  Search  the  entire  inventory  in  your  area  at  bmwusa.com 

or  visit  your  local  authorized  BMW  center. 


BMW 

Certified 

Pre-Owned 


bmwusa.com 
1-800-334-4BMW 


Q 


The  Ultimate 
Driving  Machine" 


anty  Protection  Plan  provides  coverage  for  up  to  2  years  or  50,000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50.000-mile  BI\/IW  New 
cle  Limited  Warranty  See  participating  BMW  center  for  details  and  vehicle  availability.  For  more  information,  call  1-800-334-4BMW,  or  visit  bmwusa.com.  ©2003  BMW 
orth  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 


Finance 


fund's  largest  expenses,  Van- 
guard Group  founder  and  in- 
dustry critic  John  C.  Bogle 
thinks  the  ici's  number  is  off 
by  a  mile. 

Whether  fees  are  up  or 
down,  investors  should  under- 
stand this  immutable  truth: 
High  fees,  like  weights  on  a 
runner's  ankles,  reduce  per- 
formance. The  difference  be- 
tween a  0.5%  and  1.5%  fee 
may  seem  minuscule,  but  on  a 
$10,000  investment  returning 


THE  HIGH  COST  OF 
EQUITY  FUNDS 


Investors  pay  a  range  of  feei  that  are 

charged  as  a  percentage  of  their 

investment.  Some  are  disclosed... 

■  Average  annual  nnanagement,  administra- 
tive, and  distribution  fees,  including  12{b)-l 
marketing  fees  1.44% 

■  One-time  sales  charge  levied  by  half  of 


5%  over  10  years,  the  lower     .^^^l^^lV ..•:i:^ana8ed. f iJnds 0;2% .TO  8.7% 


planning 


*Annual 


fee  puts  $1,489  more  in  the 
investor's  pockets.  Or  look  at 
a  recent  Lipper  Inc.  study  of 
money-market  mutual  funds. 
The  study  of  263  funds  over 
the  last  five  years  shows  that 
investors  could  have  increased 
their  income  by  51%  simply 
by  investing  in  one  of  the  25 
lowest-cost  funds. 

In  the  long  run,  fees  can 
make  the  difference  between 
investment  success  and  fail- 
ure. Problem  is,  it's  almost 
impossible  for  investors  to  cal- 
culate what  a  fund's  total  costs  are 
(table).  And  the  industry,  with  the  SEC's 
backing,  seems  to  prefer  it  that  way. 
There  are  one-time  transaction  costs, 
such  as  sales  loads  and  redemption  fees, 
that  don't  appear  in  the  expense  ratio — 
the  measure  of  costs  that  most  investors 
focus  on. 

And  the  expense  ratio — ^which  includes 
recurring  costs  such  as  management  and 
marketing  fees — can  be  inscrutable  be- 
cause investors  never  get  a  bill.  Instead, 
the  costs  are  deducted  from  the  fund's 
assets  and  expressed  not  in  dollars  but 
as  a  percentage  of  total  assets.  In  other 
words,  what  you  personally  pay  is  near 
invisible.  That's  a  boon  for  the  industry, 
quips  ex-SEC  lawyer  Bullard:  "More  fee 
information  would  make  funds  more  com- 
petitive, and  that  in  turn  would  drive 
down  fees." 

That  should  be  the  goal.  The  sec 
must  require  that  funds  disclose  the 
cost  of  owning  a  fund — in  dollar  terms, 
not  as  a  percentage  of  assets — in  a  per- 
sonalized quarterly  statement.  Share- 
holders should  see  how  much  of  their 
money  went  in  and  out  of  a  fund,  much 
like  a  brokerage  account. 

Some  fees  should  just  be  eliminated. 
The  SEC  should  ask  Congress  for  au- 
thority to  ban  marketing  charges  that 
funds  are  foisting  on  shareholders.  Also 
called  12(b)-l  fees  after  the  1980  rule 
that  created  them,  such  fees  were  sup- 
posed to  be  temporary,  to  help  new 


■  Redemption  fees,  usually  charged 
when  fund  shares  are  held  less  than  about 
three  years  0.7%  to  6% 

...Many  are  not  disclosed* 

■  Portfolio  trading  costs  0.5%  to  1% 


Capital-gains  taxes  due  to  poor  tax 


1%  TO  2% 


■  Extra  commissions  paid  to  brokers, 
including  "soft  dollars"  paid  in  exchange  for 
services  UNKNOWN 


Data:  BusinessWeek,  Morningstar 

funds  defray  distribution  costs.  Today, 
they  are  used  to  pay  brokers  and  finan- 
cial planners  who  sell  the  bulk  of  funds. 
Why  shoulder  the  burden  of  seUing  your 
fund  to  other  investors? 

While  the  SEC  agrees  that  more  fee 
disclosures  would  help,  it's  not  pushing 
for  individual  dollar  figures,  nor  is  it 
asking  funds  to  reveal  trading  costs. 
And  while  it  suggested  three  years  ago 
that  12(b)- 1  rule  changes  were  overdue, 
the  SEC  has  not  acted.  Just  ask  any  in- 
vestor: Fees  are  too  confusing.  The  sec, 
with  the  help  of  industry,  could  do  a 
lot  to  bring  about  some  order. 

SALES 

PRACTICES 

With  almost  as 
many  equity  mu- 
tual funds  as  ac- 
tively traded 
stocks,  the  indus- 
try has  become  a 
marketing  ma- 
chine. Today, 
most  funds  have 
given  up  selling  directly  to  investors 
and  turned  to  brokerage  firms  and  fi- 
nancial planners  to  distribute  their 
products.  But  such  intermediaries  now 
hold  all  the  aces  and  are  extracting 
ever-higher  fees — which  investors  pay. 


What's  worse,  this  new  landscape 
littered  with  sales  practices  that 
sloppy  at  best  and  deceptive  at  woi 
In  July,  the  sec  settled  a  case  agai 
Prudential  Securities  Inc.  alleging  t 
head  office  managers  improperly  sup 
vised  brokers'  mutual-fund  sales.  P 
dential  did  not  admit  or  deny  guilt, 
few  months  earlier,  a  study  by  regi 
tors  of  43  brokerage  firms  concluc 
that  fund  customers  were  routinely 
ing  cheated  out  of  volume  discour 
And  studies  show  that  brokers 
boosting  their  pay  by  herding  invest 
into  funds'  so-called  B-shares,  those  t, 
levy  marketing  fees  for  up  to  six  ye 
instead  of  a  one-time  sales  charge. 

Revenue-sharing  is  probably 
biggest  worry.  This  involves  fund  cc 
panies  paying  brokerage  firms — $1.5 
lion  a  year  by  some  estimates — ^to  gu 
antee  they're  on  a  select  list  of  fun 
Brokers  almost  never  reveal  to  cUe 
that  they  are  being  paid  more  to  pi; 
clients  in  certain  funds.  And  while  fm 
reveal  in  prospectuses  if  they  have  si 
arrangements,  they  don't  say  who  g 
paid  or  how  much. 

In  August,  the  nasd  said  it  woi 
propose  rules  to  clamp  down  on  sh^ 
space  fees,  but  it  didn't  go  far  enou 
The  NASD  would  require  brokers  to 
cUents  about  revenue-sharing  deals  1 
not  the  amounts  being  paid  to  the  fi 
or  individual  broker.  This  is  crucial 
formation  to  customers,  who  deserve 
know  that  their  broker  earned  that 
sales  charge  and  didn't  just  choost 
fund,  Chinese-menu-style,  off  a  list. 

The  NASD  also  must  work  harder 
close  numerous  loopholes  in  existi] 
brokerage  rules.  It  can  start  by  b 
ning  all  broker  sales  contests  and  q 
tas — ^inducements  that  can  result  in  b 
kers  pushing  inappropriate  funds 
unsuspecting    investors.    Regulate] 
should  also  ban  granting  higher  c^ 
missions  to  brokers  selling  the 
own  funds,  which  often  have  lower 
turns.  And  the  NASD  must  reguhl 
branch  managers'  compensation.  Becai 
many  branch  honchos  are  paid  a  bor| 
based  on  how  many  select-list  fu 
their  offices  sell,  they  can  place  um 
pressure  on  brokers  to  bend  the  rul^ 

Another  common  selling  practi 
Fimds  increasingly  offer  multiple  clas!| 
of  shares,  each  with  different  up-fr( 
or  backend  sales  charges.  The  array 
classes  is  baffling  to  most  investors. 
PIMCO  Total  Return  Fund,  for  instanl 
has  seven  share  classes.  The  fund  indi 
try,  on  its  own,  could  end  the  confusil 
Not  only  are  there  too  many  classes,  \ 
for  some  classes  there  are  no  comnr 
definitions.  Thus,  what  may  be  the  b 
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Who  would  have  thought 

that   500  years  later, 

moving  goods  around  the  globe 


WOULD    S 


BE    JUST    AS    SCARY? 


Svirc.  rhc  monsters  ha\c  changed,  bur  rhe  tear  is  manaj^e    invenrones    and    distribute    products 

the  same:  something;  is  lurkin^;  out  there  uaitini;  around  the  world.  We  otter  unparalleled  experfise 

to  suailow  ui^  \(uir  suppK  chain.  What  do  \ou  do;  in  air  and  ocean   treij^ht  toruardinii.  3rd   and 

1  ind  a  partner  who  knows  the  waters,  with  the  4th   part\-  logistics.   suppl\-  chain   technolo^^ies 

\ision  to  anticipate  problems  before  the\   arise,  and  inteei'-ued  customs  and  trade  solutions.  lor 

A  partner  like  Menlo  Worldwide.  We're  constantK"  more  mtormation.  e"  t"  menloworldw  ide.com. 

finding:  more  etticient  \\a\s  to  transport  supplies.  In  the  meantime,  kee}^  \-our  e\es  on  the  hon/on. 
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class  for  the  investor  at  one  company 
may  be  the  worst  at  another. 

The  industry  also  can  do  more  to  re- 
store its  image  as  a  steward  of  other 
people's  money.  Fund  companies  should 
act  sooner  to  deny  entrance  to  new  in- 
vestors once  a  fund  reaches  a  critical 
size.  More  funds  should  take  their  cues 
from  Wasatch  Advisors,  a  small-cap  fund 
manager  in  Salt  Lake  City  that  just 
turned  off  the  spigot  to  six  funds;  one 
was  closed  to  additional  investors  after 
it  took  in  $65  million  on  its  opening  day. 
While  that  limits  Wasatch's  management 
fees,  it  shows  the  company  is  putting  in- 
vestors first.  Small-cap  funds  must  keep 
total  assets  fairly  low  to  be  effective. 
There  are  only  so  many  good  invest- 
ment opportunities  in  that  sector,  and 
buying  indiscriminately  merely  to  put 
tons  of  money  to  work  is  likely  to  lead 
to  mediocre  returns — or  worse. 

With  most  fund  groups  hungry  for 
money,  Wasatch  is  turning  it  away. 
That's  the  kind  of  competitive  advan- 
tage all  funds  should  strive  for. 


PRICING 


The  law 
governs  mut 
funds  was  ad(  ion 
ed  in  1940,  j  ibr 
in  one  respi  mu! 
the  indusi  e.tl 
thinks  it's  s  mev 
back  in  the  '^  icu 
''  Fund  compar  lea 
price  their  shares  no  more  than  one  nes 
day.  And  with  rare  exceptions,  ti  ig 
sell  and  redeem  shares  at  prices 
at  4  p.m.  New  York  time. 

This  sets  up  a  huge  opportunity 
sharp  traders  in  U.  S.  funds  full  of  '. 
ropean  or  Asian  stocks  that  stop] 
trading  in  their  home  markets  hd  gjiJi 
earlier.  Buying  these  funds  at  lo> 
prices  ahead  of  overseas  gains  alrrL 
assured  by  rallies  in  the  U.S.,  tradl 
divert  $4  billion  a  year  from  other  fi[ 
customers,  estimates  Stanford  Uni\| 
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COMMENTARY 


By  Gary  Weiss 


FOUR  WAYS  TO  LIMIT  THE  DAMAGEl 
HEDGE  FUNDS  CAN  DO 


■9 


Here  we  go  again — another  hedge- 
fund  scandal.  These  investment  ve- 
hicles for  the  wealthy  engage  in 
cutting-edge,  highly  leveraged  trading 
strategies  to  generate  superior  returns. 
But  their  trading  can  be,  well,  a  bit  too 
aggressive — so  much  so  that  it  puts 
them  into  periodic  conflict  with  regula- 
tors. That  is,  when  the  hedge  funds  are 
caught.  Fund  managers  say  the  kind  of 
trading  employed  by  Canary  Capital 
Partners  LLC,  which  may  have  profited 
at  the  expense  of  mutual-fund  investors, 
has  been  used  by  various  hedge  funds 
for  years. 

So  what  can  be  done  to  rein  in  hedge 
funds?  Quite  a  lot — ^if  the  Securities  & 
Exchange  Commission,  which  has  been 
investigating  the  industry,  has  the  will 
to  do  so.  Some  fund  managers  them- 
selves recognize  that  the  $700  billion  in- 
dustry is  crying  out  for  some  selective 
policing  to  eliminate  the  bad  apples. 
"What's  needed  is  sparing  and  smart 
regulation,"  says  Harry  Strunk,  a  long- 
time fund  consultant  who  runs  Aspen 
Grove  Capital  Management  LLC,  a  hedge 
fund  that  invests  in  other  hedge  funds. 


Here  are  some  steps  to  addr 
ills  of  hedge  funds,  both  for  th 
their  customers  and  the  marke 
REGISTHATION  At  a  minimum, 
fund  managers  should  register 
vestment  advisers,  an  idea  bein: 
by  the  sec.  Registered  manage: 
required  to  open  their  books  to 
tors  for  periodic,  sometimes  un: 
nounced  inspections.  Such  spot  (Jj^jr 
may  turn  up  red  flags,  such  as  < 
of  rapid-fire  trading  of  the  kind 
ed  by  Canary,  an  SEC  official  obi 
The  fund  wasn't  registered  with 
or  any  state,  but  industry  estim 
show  that  some  70%  of  hedge  fi 
agers  are  already  registered  wit 
al  or  state  regulators. 
DISCLOSURE  Hedge  funds  shouj 
confidentially  disclose  their  trac[ 
strategies,  and  use  of  borrowed  i 
to  regulators  and  their  investoil 
vestors  now  get  little  informati  [ 
fund  managers — something  thal| 
to  be  disastrous  at  Long-Term  1 
Management,  whose  highly  lev(| 
trading  strategies  almost  blew  \ 
the  financial  system  in  1998.  Rt| 
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'  business  professor  Eric  Zitzewitz. 
^"\ind  companies  and  the  sec  did  little 
ut  this  until  scholars  began  calcu- 
ng  the  damage  in  the  late  1990s. 
2n  now,  only  half  of  international 
ds  have  taken  serious  steps  to  stop 
rhe  most  common  response  is  to  pe- 
ze  traders  who  sell  within  weeks  of 
ing.  But  that's  hard  to  enforce  be- 
se  orders  are  often  bunched  togeth- 
Dy  brokers.  It  also  hurts  customers 
)  must  sell  for  legitimate  reasons, 
rse,  the  penalties  can  be  waived,  as 
'omey  General  Spitzer  noted,  for  fa- 
ed  customers. 

i)ne  answer:  Follow  the  lead  of  the 
nness  Atkinson  Funds,  which  stops 
ing  orders  on  Asia  funds  when  U.  S. 
hkets  open  at  9:30  a.m.  But  the  best 
.tion  is  for  the  sec  to  press  the  funds 
\o,  in  essence,  what  the  traders  do: 
tiate  the  fund's  price  according  to 
kt  U.S.  markets  do  after  overseas 
hanges  close.  This  "fair-value  pric- 
['  can  virtually  eliminate  the  chances 
[exploitative  trading.  Zitzewitz,  who 
Hed  moonhghting  for  a  pricing  serv- 
after  his  research  drew  attention, 
about  two  dozen  fund  companies — 


representing  one-third  of  assets  in  in- 
ternational funds  and  including  Van- 
guard, Fidelity,  and  T.  Rowe  Price — al- 
ready use  fair-value  updates. 


Mutual-fund  companies  have  had 
three  years  of  watching  their  stock 
portfolios  plunge,  and  fees  along  with 
them.  That  has  tempted  some  to  get 
creative  about  enhancing  their  profits, 
which  has  gotten  them  into  hot  water 
with  regulators.  "Salesmanship  and  not 
enough  stewardship"  rule  the  day, 
quips  Vanguard's  Bogle.  While  no 
credibility  crisis  is  well-timed,  this  one 
strikes  just  as  investors  are  returning 
to  the  fold,  encouraged  by  the  market 
rally.  After  yanking  a  record  $27  billion 
out  of  equity  funds  in  2002 — the 
biggest  pullback  in  15  years — ^investors 
are  now  channeling  in  more  than  they 
have  in  almost  four  years.  The  speedy 
restoration  of  integrity  will  ensure  buy- 
and-hold  investors  will  keep  doing  just 
that. 

By  Mara  Der  Hovanesian  and  David 
Henry  in  New  York,  atid  Amy  Borrus 
and  Paula  Dwyer  in  Washington,  with 
Anne  Tergesen  in  New  York 


chard  H.  Baker  (R-La.),  chair- 
le  House  capital  markets  sub- 
e,  recently  endorsed  more  dis- 
ie  should  push  for  it. 
REQUIREMENTS  SEC  Chairman 
i.  Donaldson  has  correctly  de- 
widespread  mass-marketing 
funds.  Just  10  years  ago,  says 
manager,  they  were  almost 
ly  marketed  to  multimillion- 
id  if  they  were  ripped  off,  w^ho 
3ut  that?"  But  now,  many  fund 
barely  meet  the  regulatory 
ent— earnings  of  least  $200,000 
■  a  net  worth  of  $1  million.  The 
d  ratchet  up  those  numbers, 
id  back  in  1982,  to  ensure  that 
istors  have  the  financial 
,0  put  their  money  into  such 


potentially  risky  vehicles. 
TRADING  CURBS  After  the  LTCM 
fiasco,  a  move  to  restrict  or  at 
least  quantify  the  use  of  bor- 
rowed funds  quickly  fijzzled.  The 
SEC  should  take  a  fresh  look  at 
curbs  on  leverage  and  also 
specifically  outlaw  the  kinds  of 
trading  that  unfairly  disadvan- 
tage other  investors,  such  as  the 
mutual  funds  in  the  Canaiy  case. 
All  this  would  go  well  beyond 
the  steps  currently  contemplat- 
ed by  the  sec.  But  one  kind  of 
regulation  that  should  be  avoid- 
ed is  any  effort  to  coddle  in- 
vestors who  can  afford  to  play 
the  hedge-fund  game.  Sure, 
fund  prospectuses  are  a  minefield  of  ex- 
cessive fees  and  onerous  provisions  such 
as  multiyear  "lock-ups"  in  which  in- 
vestors can't  get  their  money.  Some 
fund  practices  that  hurt  both  investors 
and  the  market  should  be  curbed.  One 
example:  managers  paying  themselves 
performance  fees  based  on  their  quar- 
terly and  not  yearly  performance.  That 
encourages  aggressive  short-term  trad- 
ing that  can  be  destabilizing. 

The  hedge-fund  industry  is  right  that 
their  investors  are  generally  sophisticat- 
ed and  able  to  look  out  for  themselves. 
The  SEC  doesn't  need  to  wield  a  hatch- 
et— but  it  should  look  out  for  the  rest  of 


us. 


With  Amy  Borrus 
in  Washington 
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TIS  THE  SEASON 
FOR  A  CORRECTION 

The  Street  is  sensing  that  this  rally  is  due  for  a  dip 


It's  noon  and  the  Charles  Schwab 
branch  at  Rockefeller  Center  in  Man- 
hattan is  bustling.  At  least  five  people 
are  filling  out  account  applications  while 
10  others,  watching  the  electronic  ticker, 
wait  to  meet  with  account  reps.  "A  lot 
more  folks  have  been  coming  in,"  says 
branch  manager  Keith  Huber.  "They 
want  to  participate  in  the  rally." 

No  wonder.  Despite  a  couple  of  re- 
cent down  days,  the  market  has  been  on 
a  tear.  The  NASDAQ  Composite  Index 
reached  an  18-month  high  on  Sept.  8. 
The  Dow  Jones  industrial  average  is 
now  in  its  seventh  straight  winning 
month  and  the  Standard  &  Poor's  500- 
stock  index  continues  its  ascent,  posting 
a  15%  gain  so  far  this  year  and  a  26% 
gain  from  its  March  low. 

But  this  might  be  as  good  as  it  gets, 
at  least  for  a  while.  Market  signals  point 
to  a  likely  correction  by  the  end  of  the 
month — of  as  much  as  15% — before 
stocks  resume  their  upward  swing,  per- 
haps toward  the  new  year.  "The  recent 
rally  has  just  been  delaying  a  much- 
anticipated  correction,"  says  Richard  Mc- 
Cabe,  chief  market  analyst  at  Merrill 
Lynch  &  Co.  He  believes  that  the  market 
is  "overbought" — ^that  is,  the  10-day  mov- 
ing average  of  advancing  issues  are  out- 
numbering declining  issues  by  a  ratio  of 
about  1.7  to  1  (1.5  to  1  is  getting  lofty,  he 


says).  Also,  since  1998,  rises  in  the  s&P 
after  March  of  10%  or  more  have  lasted 
an  average  of  79  trading  days.  But  this 
one  has  lasted  125  days,  making  it  "too 
long  in  the  tooth,"  says  McCabe. 

Of  course,  there  are  sound  reasons 
why  stocks  are  climbing.  The  economy 
is  improving — some  economists  are  even 
predicting  5%  growth  in  gross  domestic 
product  for  the  second  half  of  this  year. 
Productivity  is  high — good  for  corpo- 
rate profits.  And  the  dollar  has  recov- 
ered much  of  its  losses  of  the  spring. 

But  investors  often  overplay  good 
news.  The  ndr  Crowd  Sentiment  Poll 
from  Ned  Davis  Research  in  Venice, 
Fla.,  now  stands  at  about  67% — near 
the  high  end  of  its 
range.  That  figure  in 
the  past  has  led  to 
puUbacks  of  7%  to 
10%,  says  Tim  Hayes, 
global  equity  strategist 
a^  the  firm.  "It's  Ukely 
that  a  correction  will 
take  place"  this  month, 
he  says. 

Indeed,  September 
and  October  are  his- 
torically the  market's 
worst  months.  Since 
1945,  the  Dow  has 
posted  the  worst  re- 


BRACING 

The  earnings 
warnings  may 
start  appearing 
late  September 
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READY  FOR  A  FALL? 

The  market  has  had  a  spectacular 
run  so  far  this  year 
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turns  in  September,  down  an  avers 
of  0.81%,  and  has  eked  out  a  posit 
performance  only  41%  of  the  time  si 
1900,  according  to  isi  Group,  a  brok 
dealer  and  research  finn.  And  Octo 
has  seen  some  of  the  worst  crashe 
history.  One  reason  for  the  poor  she 
ing  in  September  and  October  may 
that  corporations  and  analysts  are  of 
too  optimistic  in  setting  earnir 
estimates  earlier  in  the  year,  and 
the  third  quarter  nears  its  end,  the} 
often  forced  to  lower  those  expec 
tions,"  says  Richard  J.  Nash,  ch 
market  strategist  at  Victory  Capi 
Management. 

That  could  well  be  the  case  this  yt 
The  third  and  fourth  quarters  are 
pected  to  produce  the  strongest  pro 
of  the  year,  up  about  15%  year-ov 
year  in  the  third  quarter  and  219? 
the  fourth,  according  to  estimates  fr 
Thomson  First  Call.  But  with  such  h 
expectations,  some  anticipate  at  leas 
handful  of  negative  heads-ups  as 
enter  the  earnin 
warning 
month. 

A  correction  wo 
be  healthy  for 
market,  say  most 
servers.  "It  could 
the  stage  for  a 
sumption  and  extension  of  the  und  ■ 
lying  major  uptrend,"  says  Merri 
McCabe.  Also,  trimming  valuatic 
couldn't  hurt  stocks.  The  s&P  is  tradz 
at  a  price-earnings  ratio  of  nearly 
based  on  estimated  earnings  for 
next  12  months,  vs.  the  historical  p-e 
around  15.  But  that's  still  much  lo\\ 
than  the  p-e  of  25  that  reigned  in  19 
Rising  long-term  interest  rates  have 
helped  equity  valuations.  Bonds,  w] 
they  offer  attractive  yields,  are  a  1 
risky  alternative  to  stocks.  Sti 
Treasury  yields  remain  low.  S 
Hayes:  "The  big  risk  to  stocks  wox[ 
be  for  short-term  rates  to  move  i 
We  don't  see  that  now." 

After  stocks  dip, 
may  be  time  to  bi 
That's  because  or 
profit  warnings  are  ( 
of  the  way,  some  stro 
earnings  numbers 
sure  to  follow.  Mei 
while,  the  best  adv  i 
for  the  folks  in  Schwab 
office  and  others  m 
be  to  wait  for  the  c 
rection.  The  autui 
markdown  could  ma 
for  good  stock  shoppij 
By  Marcia  Vickers  i 
New  York 
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The  future  doesn't  play  favorites. 
It  has  no  winners  or  losers. 

It  has  no  trends,  business  channels  or  emerging  markets. 
Because  the  future  hasn't  happenedjet. 

It  is  a  blank  sheet.  A  clean  slate.  Uncharted. 
Hoiv  willjou  shape  it? 


An  unbiased  business  advisor  and  systems  integrator  provides  you  with  the  right  advice  and  solutions 
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Business  and  Systems  Aligned.  Business  Empowered/ 
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The  Official  MBA  Fairs  I  Businessweek 


^-^0^'  \www.bufiinessweek 

Meet  over  90  of  the  world's  top  business  schools  -15  of  the  top  20  us  MBA  programs  a 
top  European  schools  including:  Columbia,  Chicago  GSB,  Cornell,  Duke,  Emory,  Michigan,  NYU 
Tuck,  UCLA,  Wharton,  Cambridge,  HEC,  IE  -  tnstituto  de  Empresa,  INSEAD,  and  more... 

Miami  New  York  Atlanta 

Monday  September  22,  5pm-9pm  Sunday  September  28,  2pm-6pm         Thursday  October  1, 5pm-9pm 

SAME  DAY.  SAMt  PLACE. 

fhirnnn  world  grad  school  tour  Toronto 

^III^UIJU  Choose  your  PhD's.  Masters,  Diplomas  lUIUIIIU 

Wednesday  September  24, 5pm-9pm     ...     ■  .      .       ~^^  Saturday  October  4, 2pm-6pm 

Washington  DC 

Boston  Tuesday  September  30, 5pm-9pm 

(Imr  7/Wtnni.0nm  same  day.  same  place: 

^i:<^?P  P  WORLD  GRAD  SCHOOL  TOUR 


SAME  DAY.  SAME  PLACE: 

WORLD  GRAD  SCHOOL  TOUR 

Choose  your  PhD's,  Masters.  Diplomas 


'  S^olarships  &  Funding  Advice  ExecMBA  Village 

>  First  100  visitors  receive 

h/!aste^ld^S:,San^le  MBA  class  in^anagement  The  MBA  Career  Guide  -  free 
•Panel:  Women  in  leadership  (New  York) 
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r'LEARNING 

^       2003 ; 

Target  5,6  million  prospects  worldwide*  i 

with  BusinessWeek's  E-Learning  Directory. 

It's  an  ideal  opportunity  to  introduce  innovative  new  programs  to  a  worldwide 
professional  audience  and  expand  your  sphere  of  influence. 

To  learn  more  about  flexible  advertising  opportunities,  contact: 


Telephone:        1-800-424-3090 

Fax:  1-312-464-0512 

E-Mail:  jprovol@classifledinc.com 
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Keeping  us  all  connected. 

America  Online. 
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AME  1^1  CA 

So  easy  to  use, 
no  wonder  it's  #  I 


Get  more  of  what  you  want,  when  you  want  it  with  America  Online. 

•  Easy  to  Install  and  even  easier  to  get  started 

•  Stay  connected  to  friends  h.  family  with  convenient,  easy-to-use 
e-mail,  Buddy  List®  and  AOL®  Instant  Messenger"*  features 

•  Parental  Controls  help  safeguard  your  kids  online 

•  Free  24-hour  customer  service  means  help  is  just  a  phone  call  away 

•  No  annual  contract  to  sign,  no  set-up  fees! 


Call  1-800-4-ONLINE  today|« 

for  FREE  AOL  software  and  1025  hours  to  try  it  out!  for  4$  days 


1025  HOUR  FREE  TRIAL  MUST  BE  USED  WITHIN  45  DAYS  OF  INITIAL  SIGN-ON.  TO  AVOID  BEING  CHARGED  FimjRE  AOL  FEES,  SIMPIY  CANCEL  BEFORE  TRIAL  PERIOD  ENDS.  Avail,  to  new  membeis  in  ttw  US,  age  18+;  a  major  credit  card  or  checking 

acct.  is  required.  Premium  services  carry  surcharges  and  communication  surcharges  may  apply,  in  certain  areas,  even  during  trial  time.  Members  may  incur  phone  charges  on  their  phone  bills,  depending  on  their  calling  plan  and  location,  even 
during  trial  time.  America  Online,  AOL  and  the  Triangle  Logo  are  registered  service  mari«  of  America  Online,  Inc.  AOL  Instant  Messenger  service  is  a  trademark  of  America  Online,  Inc.  ©2003  America  Online,  Inc.  All  rights  reserved. 
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JON.  The  average  value 
0  securities-litigation 
bments  for  the  first  seven 
ths  of  2003,  up  from 
9  nnillion  per  case  in 


IMME  FAT 

jn  the  obesity  problem, 
I  would  think  low-fat 
would  be  the  fastest 
growing  food  group. 
Instead,  ethnic  and 
microwaveable 
items  top  the  list  in 
the  food  industry's 
annual  survey. 


MICROWAVEABLE 


FORTIFIED 


FUNCTIONAL  FQOPy 


MmL 


LOW  FAT 


REDUCED  CALORIE 


IRBADIArED 


FAT-FREE 


LOW  SUGAR 


ontalns  added  nutrients 
Data;  Food  Processing  migame 


PUBLIC  SPEAKING 


How  to  Speechify 

Bill  Clinton  and  former  New  York  City  Mayor  Rudolph  W.  Giuliani 
make  more  than  $100,(XX)  a  speech,  but  most  busi- 
nesspeople  would  happily  accept  a  few  sales  leads  as 
payment.  If  you're  among  them,  Amy  Kopelan,  founder 
of  conference-management  company  Bedlam  Enter- 
tainment in  New  York,  has  some  advice. 

Don't  snub  smaller  venues  such  as  colleges,  chambers  of 
commerce,  places  of  wrjrship,  or  local  professional  organiza- 
tions. Good  buzz  leads  to  bigger  ^gs.  Avoid  tired  topics  such  as 
leadership  when  you  pitch  to  organizers.  Instead,  identify  a 
new  trend,  or  choose  a  topical  subject  such  as  managing 
during  a  company  layoff.  Tailor  your  message  to  your  au- 
dience, and  avoid  sleep-inducing  PowerPoint  presentations. 
Kevin  Lee,  founder  of  Internet  search  engine  consul- 
tancy Did-It.com,  offers  this:  "Be  useful."  He  started  out  by 
substituting  for  last-minute  no-shows  and  assembling  speak- 
ers' panels  for  free — as  long  as  he  could  moderate.  Now  he 
credits  much  of  Did-It.com's  20%  monthly  revenue  growth 
over  the  past  three  months  to  his  speaking  at  retail  and 
technology  conferences.  Kate  Hazelwood 
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WEALTH 

THE  RICH 
WORRY,  TOO 

Millionaires  aren't  immune  to 
financial  insecurity.  A  recent 
Phoenix  Wealth  Management/ 
Harris  Interactive  survey 
of  1 ,500  individuals  with  a 
net  worth  (excluding  debt 
and  primary  residence)  of 
$1  million  or  more  reveals: 

■  53%  lost  25%  or  more  of 
their  portfolio  value  over  the 
past  three  years;  24%  peg 
their  losses  at  40%  or  greater, 
while  4%  posted  gains. 

■  31%  feel  they  need  to  save 
more  for  retirement  to  make 
up  for  what  they  lost. 

■  40%  donated  less  than 
$2,500  to  charity  in  2002, 
with  10%  giving  away  $500  or 
less.  Only  5%  gave  $25,000 
or  more. 


GIZMOS 

POWER  UP 

You'll  never  want  to  use 
alkaline  batteries  again. 
These  AA-  and  AAA-size 
batteries  from 
Rayovac — $15  for  four — 
recharge  in  a  quick  15 
minutes  and 
last  up  to  four 
times  as  long  in 
electronic 
gadgets.  The 
3,35  charger 
includes  a 
coupon  for  a 
free  car  adapter. 
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BusinessWeek  Investor  TRAVEL:  LAOS 


The  Mure  of 


Luanar  Praban 


This  spectacular,  unspoiled,  river-flooded  town,  set  in  northern  Laos,  turns  the 
clock  back  to  the  19th  century.  BY  FREDERIK  BALFOUR 


^i\: 


Luang  Prabang.  Even  the 
name  sounds  languorous, 
rich,  and  exotic.  Located 
on  a  lush  peninsula 
flanked  on  one  side  by  the 
swirling  waters  of  the 
Mekong  River  and  on  the 
other  by  its  tributary,  the  Nam  Kan,  tliis  an- 
cient royal  capital  is  surrounded  by  moun- 
tains. Luang  Prabang  remains  one  of  the 


last  truly  unspoiled  «  i^ 
posts  of  Southeast  A  i 
Having  been  opened  tc  i; 
dividual  travel  only  in 
early  1990s  and  declar<  li  L' 
UNESCO  World  Merit  ii^> 
site  in  1995,  Luang  I 
bang's  old  city  (populai 
15,000)  sometimes  f(  :: 
more  like  it  exists 
the  19th  century  tli- 
the  21st.  Ktio 

Luckily  for  Ameri  'J 
tourists,  modem  air  tn  ^^'^ 
makes  this  Indochinese  ^ ' 
treat  easily  accessible.  "  ' 
rect  flights  from  Bang 
on  Bangkok  Airways  <• 
just  $180  round  trip 
taining  a  tourist  visiS^; 
the  airport  takes  10  n'P- 
utes,  $40,  and  two  pho  i^ 
(On  a  recent  trip,  I 
rived  "without  my  pho 
but  the  immigration  c 
cial    happily    waved 
through  anyway.) 
The  best  time  to  v 
Luang  Prabang  is  in  November  and  '. 
cember,  after  the  monsoon  rains  subsi 
Evenings  are  cool,  and  it's  misty  at  d 
break,  but  by  midday  the  sun  can 
be  punishingly  hot.  That's  a  good  time 
seek  a  shady  respite  at  one  of  the  cii 
more  than  40  temples,  known  as  wi 
Most  of  them  double  as  places  of  w 
ship  and  seats  of  learning  for  the  I 
boys  who  join  the  temples  and  shave  tl  | 
heads  in  exchange  for  a  free  education.  I 

If  you  visit  only  a  single   wat  in  Luang  Prabanjr 
and  that  would  be  a  great  shame — don't  miss  the  city's  m' 
venerable  complex,  Wat  Xieng  Thong.  Built  in  1560,  it  wa ' 
royal  temple  vmtil  the  Communists  took  over  Laos  in  1£' 
Its  multilayered,  cxirvilinear  roof,  gilded  doors,  and  splen 
glass  mosaics  depicting  scenes  from  the  Buddha's  life  are 


WAT  XIENG 
THONG: 

The  royal 
temple,  like  all 
attractions  of 
the  old  city,  is 
easily  reached 
on  foot 


tn 

S 


^- 
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lush  garden  filled 
coconut  palms, 
sue  trees,  and 
gainvillaea. 
^Id  Luang  Prabang 
jipies   a  peninsula 

two-thirds  of  a 

long  and  a  few 
dred  yards  wide, 

you  can  easily 
th  all  of  the  town's 
actions  on  foot. 
\\y  architectural 
isures  from  the 
nch  colonial  period 
e  been  converted 

guest  houses  and  hotels.  The  eponymous  Villa  Santi 
el  (villasantihotel.com)  is  run  by  Santi  Inthavong  and 
wife,  Sawee  Nahlee,  the  granddaughter  of  the  last  king  of 
ng  Prabang.  For  $90  (double)  you  can  bask  in  the  at- 
phere  of  royal  yesteryear.  The  main  house  formerly  be- 
ed  to  the  king's  concubine.  The  newly  refurbished  Pansea 
ng  Prabang  hotel  (pansea.com/laos.html)  on  the  city's 
fkirts  goes  for  a  more  princely  $150  to  $175.  Both  can  be 
\ied  directly  on  the  Internet. 

ndisputably  the  best-knowTi  event  in  old  Luang  Pra- 
g  is  the  daily  procession,  at  the  crack  of  dawn,  of  saf- 


fron-robed monks  hold- 
ing their  brass  begging 
bowls.  More  than  300 
of  them,  ranging  from 
age  8  at  the  front  to 
more  than  80  years  old 
at  the  rear,  trudge 
barefoot  in  single  file 
past  the  kneeling 
denizens  of  Luang  Pra- 
bang, who  fin  the  bowls 
with  sticky  rice. 

But  the  monks  don't 
survive  on  rice  alone, 
and  you  needn't,  either. 
The  cuisine  of  Laos  is 
fresh,  spicy,  and  cheap. 
A  meal  of  green  papaya 
salad,   noodle   soup,  a 
steamy   local   delicacy 
called     lap    made     of 
minced  lamb  (or  fish  or 
pork),  mixed  with  local  herbs  and  egg- 
plant, sticky  rice,  and  a  glass  of  wine  or 
beer  will  set  you  back  about  $5  at  a  river- 
side restaurant. 

No  trip  to  Luang  Prabang  would  be 
complete  without  a  relaxing  cruise  up  the 
magnificent  Mekong  River.  You  can  hire 
private  boats  for  $18  a  day  to  ferry  you 
north  to  Pak  Ou  Caves,  where  thousands 
of  Buddha  statues  repose  in  a  limestone 
grotto  high  above  the  rushing  current. 
On  the  way  back  to  Luang  Prabang,  you  can  pull  in  at 
riverside  \allages  and  see  handmade  mulberry  paper  drying 
outside,  women  weaving  at  their  silk  looms,  and  men  mak- 
ing Lao  Lao,  a  fiery  rice  wine  fermented  in  clay  pots  in 
the  sun. 

Make  your  last  stop  at  the  village  directly  opposite  Luang 
Prabang.  It  offers  breathtaking  views  of  the  city  as  the 
spires  of  its  wats  catch  the  last  rays  of  the  setting  sun. 
Then,  for  less  than  $3,  you  can  finish  off  your  day  with  a 
soothing  natural-herb  steam  sauna  and  massage  at  the  Lao 
Red  Cross.  It  may  all  sound  too  good  to  be  true,  but 
I  have  been  back  every  year  since  discovering  Luang 
Prabang  in  1995.  So  far,  this  sleepy  treasiire  has  lost  none  of 
its  charm.  ■ 


ALL  IN  A 

DArs 

SIGHTSEEING: 

At  dawn, 
saffron -robed 
monks  receive 
rice;  you'll  dine 
on  fresh  local 
produce 


BTTING  THERE 

iSIA'S  GREAT 
lARGAINS 

i'ou've  ever  dreamed  of  scaling  Mount 
iji,  kayaking  off  the  beaches  of  Thailand, 
standing  in  Tiananmen  Square,  now 
;t  might  be  your  best  chance.  Many 
jr  operators,  airlines,  and  hotels  are  of- 
ing  bargains  in  Asia,  thanks  to  the  eco- 
mic  downturn  at  home,  the  continued 
hting  in  Iraq,  and  post-SARS  anxieties, 
's  an  excellent  time  to  go,"  says  Karin 


Hansen,  a  Deerfield  (III.)  travel  agent  who 
specializes  in  China.  Hansen  says  she  is 
booking  rooms  in  Beijing's  high-end  ho- 
tels, such  as  the  St.  Regis,  for  $280  a 
night,  about  half  the  cost  of  a  year  ago. 
Carriers  such  as  UNITED  AIRLINES, 
NORTHWEST  AIRUNES,  AND  CATHAY 

PACIFIC  AIRWAYS  also  are  offering  spe- 
cial deals  this  fall.  United  has  partnered 
with  the  Hong  Kong  Tourism  Board  and 
declared  October  "Visit  Hong  Kong 
Month."  Flying  between  New  York  and 
Hong  Kong  in  mid-October  will  run  about 
$648  round  trip.  Competitor  Northwest 
has  one-way  fares  starting  at  $269  be- 


tween San  Francisco  and  Tokyo.  Buy  a 
business-class  ticket  on  Cathay  Pacific  to 
Hong  Kong,  Bangkok,  or  Singapore,  and 
bring  a  companion  for  $50  when  you  use 
an  American  Express  card. 
Got  wanderlust?  Check  out  CATHArs 
ALL  ASIA  PASS,  which,  for  $999,  allows 
you  to  travel  for  21  days  to  as  many  as 
18  Asian  cities.  But  make  haste  to  re- 
serve. Aviation  analyst  David  Swierenga 
says  that  while  passenger  numbers  re- 
main down  from  last  year,  "the  impact  of 
SARS  is  beginning  to  wane,"  which  means 
those  bargain  prices  could  shoot  up. 

Julia  Cosgrove 
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Sparkling  Shanghai 

It's  old,  it's  new,  and  in  the  wake  of  SARS,  discounts  abound.  BY  FREDERIK  BALFOI 


FOR  A  TASTE  OF  China's  rich  histoiy 
as  well  as  a  glimpse  of  its  future,  there  is 
no  place  like  Shanghai.  From  the  4,000- 
year-old  bronzes  in  the  Shanghai  Museum 
to  the  art  deco  treasures  of  the  1930s 
and  the  futuristic  skyline  of  Pudong, 
Shanghai  is  a  fascinating  juxtaposition  of 
old  and  new,  East  and  West,  stylishness 
and  kitsch. 
The  best  place  to  start  your  visit  is  on  the  Huangpu 
River,  which  separates  the  western  part  of  Shanghai  from 
Pudong,  China's  financial  center  in  the  east.  Walk  along  the 
famous  Bund,  built  on  the  profits  of  the  opium  trade  after  the 
British  forced  China  to  open  up  Shanghai  to  foreigners  in  the 
mid-1800s.  It  formed  the  heart  of  the  foreign  community  un- 
til Shanghai  fell  to  the  Communists  in  1949.  Luckily,  city  eld- 
ers preserved  these  glorious  monuments  of  the  colonial-capitalist 
era,  providing  the  visitor  with  a  delightful  one-mile  sweep  of 
neoclassical  and  art  deco  structures.  The  free  Bund  Museum  of- 
fers a  superb  collection  of  historical  photographs. 

Next,  continue  north,  crossing  the  Suzhou  Creek,  to  explore 
the  back  alleys  of  old  Shanghai.  The  facades  of  its  narrow 
houses  present  a  jumble  of  ironmongery,  plants,  bird  cages,  and 
laundry  hung  from  bamboo  poles.  Old  men  in  pajamas,  sitting  on 
folding  chairs  in  the  street,  smoke  cigarettes  and  sip  chrysan- 
themum tea.  Sadly,  such  neighborhoods  are  fast  disappearing  in 
Shanghai,  where  tens  of  millions  of  square  feet  of  old  buildings 
fall  victim  each  year  to  the  wrecking  ball. 

In  a  city  of  pell-meU  progress,  Yuyuan  Gardens  is  a  welcome 
oasis  of  tranquility.  Located  in  the  ancient  Chinese  quarter  of 
Nanshi  (Southern  City),  the  gardens  were  built  during  the 
Ming  Dynasty  in  the  1500s.  They're  considered  one  of  the 
finest  classical  gardens  in  China,  characterized  by  artificial  wa- 
terfalls, jade  outcroppings,  and  miniature  mountains.  A  visit  to 
the  adjacent  Mid-Lake  Pavilion  Teahouse  is  also  de  rigueur. 

At  the  end  of  a  long  day  of  sightseeing,  head  over  to  the 
Grand  Hyatt  Hotel  in  Pudong.  It  occupies  the  53rd  to  87th 


floors  of  the  spectacular  88-story  Jinmao  tower  (the  top  fl( 
an  observatory),  China's  tallest  bioilding.  The  Cloud  9  bar 
87th  floor  offers  breathtaking  views  of  the  Bund.  Rooms  at 
555-room  Hyatt  start  at  $320  plus  15%  for  a  double,  tho| 
booking  online  can  save  money.  For  a  bit  less,  I  prefer  the 
traUy  located  Portman  Ritz-Carlton.  Elsewhere,  many  of 
post-SARS  inducements  offered  to  lure  tourists  back  to  the 
are  still  in  place,  and  discoimts  of  up  to  40%  at  the  Shani 
Hilton  and  the  Westin  Shanghai  will  get  you  a  room  for  $1&\ 
$200.  Late  fall  wiQ  be  a  good  time  to  take 
vantage  of  introduc 
offers  by  the  JW  Man 
that's  slated  to  oper 
late  September.  If  yo 
willing  to  forgo  bro 
band  connections  and 
hour  room  service, 
the  Heng  Shan  Mo 
Villa  or  Rui  Jin  Ho 
both  beautifully  reno^ 
ed  former  mansions, 
rooms  starting  at  $i 
Shanghai  may  sooi 
val   Hong   Kong   a& 
shopper's  paradise.  Ij 
unlike  the  former  Briij 
colony,  Shanghai  has  banned  vehicles  from  the  heart  of  I 
shopping  district  along  Nanjing  Road.  Dongtai  Road  antitj 
market  is  the  place  to  pick  up  kitschy  clocks,  posters,  and 
er  MaomorabiUa  from  the  Cultural  Revolution. 

If  you  still  have  energy  for  Shanghai's  famous  night!| 
check  out  the  Xintiandi  district's  bars,  restaurants,  and 
galleries  in  restored  brick  houses,  called  shikumen,  unique 
Shanghai.  The  slightly  seedier  area  around  Maoming  RoacI 
also  a  favorite  nocturnal  haunt  for  expats  and  Chinese  prol| 
sionals.  Best  to  save  these  diversions  until  the  end  of  your 
it — that  way,  you  can  use  the  plane  ride  home  to  recover. 
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ws  of  the  original  RX  changed  the  world  of  luxury  utility  vehicles  forever  How  Lexus  has  don^t^^^^^^^^^g  the  entirely  new  RX330. 
th  Its  Rearview  Camera.'  Dynamic  Laser  Cruise  Control."  Adaptive  Front  Lighting  System."  Power  Rear  Door.'  Air  Suspension.'  DVD  Rear-Seat 
tertainment.'  1 1  -speaker  Mark  Levinson  Premium  Audio  System'  and  Class-Leading  Fuel  Economy.^  the  new^  RX  reaches  a  place  most  German 
omobile  executives  w/ould  prefer  it  didn't:  a  class  all  its  own.  The  other  place  they  d  rather  not  see  it.  of  course,  is  on  the  covers  of  their  magazines 
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^\^terW)nder 

Snowy  weather  becomes  St.  Petersburg— especially  as  it 
marks  its  300th  birthday.  BY  DAVID  FAIRLAMB 


I         I   i 


1.15         t?--    r 


INTERS  IN  St.  Petersburg 
are  bitterly  cold.  The  river 
and  canals  freeze  over.  A 
frigid  wind  sometimes  blows 
in  from  the  Gulf  of  Finland. 
But  don't  let  that  stop  you 
from  spending  a  Christmas  or 
New  Year's  break  in  Russia's 
breathtaking  former  capital. 
The  city  looks  magnificent  in  the  snow,  and  the  icy  weath- 
er enhances  the  innate  party  spiiit  of  its  irrepressible  in- 
habitants. The  locals  say  they  get  depressed  orjy  when  the 
temperature  falls  so  low  that  vodka  turns  to  ice — some- 
thing that  hasn't  happened  for  years  in  a  city  where  the  av- 
erage daytime  temperature  in  Januarj'  is  29F. 

The  mood  in  the  "Venice  of  the  North"  this  winter  \\t11  be 
particularly  uplifting.  It's  300  years  since  reformist  czar  Pe- 
ter the  Great  founded  his  "gateway  to  the  West"  at  the 
mouth  of  the  river  Neva  (pronounced  nyeeVAH).  And  St. 
Petersburgers — Pitertsi,  as  they  are  informally  called  in 
Russian — are  celebrating  their  special  anniversary  in  style. 
Buildings  have  been  restored,  the  local  infrastructiu*e  im- 
proved, and  special  art  and  history  exhibitions  organized. 
Chiistmas  and  New  Year's  festivities  are  going  to  be  even 
more  sensational  than  usual.  Tvvo  of  the  hottest — and  most 
expensive — tickets  in  to\Mi  \\-ill  be  for  the  New  Year's  bash- 
es at  the  luxury  Grand  Hotel  Europe  and  the  Sheraton 
Nevsky  Palace  Hotel.  But  just  about  every  restaurant  in  the 
city  will  be  throwing  a  party. 

The  main  reasons  for  going  to  St.  Petersburg  are  to  see  its 
wonderful  architecture,  visit  its  magnificent  museums,  un- 
cover its  tui-bulent  past,  and — for  those  lucky  enough  to 
score  a  ticket — take  in  a  performance  by  the  Kirov  Ballet. 
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ICY  PLEASURES:  Trolka 
racing  (left)  and  the  lavishly  I 
restored  Church  of  Our  Savid 
on  the  Spilled  Blood 

The  city,  built  on  42  isla 
connected  by  340  bridges 
one  of  the  most  beautiful 
the  world.  Peter  the  Great 
his  descendants  spent  lavish 
to  make  sure  it  would  ri 
the  great  cosmopohtan  centers  of  the  West. 

Famous  architects,  such  as  the  Italian  Bartolomeo  Rast: 
(who  designed  the  Winter  Palace)  and  the  Frenchman  Ri 
de  Montferrand  (St.  Isaac's  Cathedral),  were  hired  to  o 
struct  landmark  buildings.  Miraculously,  most  of  them  s 
vived  70  years  of  communism  and  the  devastating  900-« 
German  bombardment  during  World  War  II.  No  high-ri 
were  allowed  to  be  bmlt  in  the  center,  so  visitors  can  en, 
unspoiled  views  of  the  city's  spectacular  buildings. 

They  include  the  St.  Peter  &  Paul  Fortress,  which  Pe 
the  Great  built  in  1703  to  defend  the  entrance  to  the  Ne'' 
and  the  lavishly  restored  Church  of  Our  Savior  on  t 
Spilled  Blood.  (The  blood  in  question  belonged  to  Cz 
Alexander  II,  who  was  mortally  wounded  by  an  assasi 
on  this  spot  in  1881.)  An  intricate,  multicolored,  onion-dom 
masterpiece  in  the  Russian  re\ival  style,  the  church  is  g( 
eraUy  considered  the  finest  building  in  St.  Petersburg. 

The   high   point 

any  visit  to  St.  Petei 

burg,  which  was  Ri 

sia's  capital  from  17 

to  1918,  is  a  tour  of  t 

Hermitage,  the  sple 

did  museum  housed 

the  Winter  Palace,  i. 

former  residence  of  t 

czars,  and  two  adjace 

buildings.     Its    4* 

glittering,        gild< 

rooms     with     the 

marbled  floors,  co 

niced    ceilings,    ai 

crystal    chandelie: 
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are  dazzling.  That's  before  you  start  on  the  art  collection, 
which  includes  paintings  by  da  Vinci,  Raphael,  Rembrandt, 
Manet,  Renoir,  and  Picasso.  From  Oct.  14  to  Jan.  25,  2004, 
there  is  a  special  exhibition  of  the  Stroganoff  Collections, 
which  include  works  by  Rembrandt,  Botticelli,  and  Watteau. 
There's  so  much  worth  seeing  at  the  Hermitage,  it's  advisable 
to  make  two  or  three  short  visits  rather  than  trying  to 
cram  everything  into  one  session. 

Even  in  winter,  make  sure  to  venture  outside  the  city.  A 
ride  through  the  forests  on  a  troika — a.  sleigh  piolled  by  three 
horses — is  a  real  treat.  So  is  a  visit  to  the  opulent  Catherine 
Palace,  built  in  T^arskoye  Selo  (also  known  as  Pushkin)  as  a 
summer  residence  for  Peter  the  Great's  wife  and  successor 
Catherine  I.  During  the  war,  the  Germans  looted  everything 
from  the  palace,  including  the  famous  Amber  Room  with  its 
walls  covered  in  intricately  worbid  amber.  The  palace  has  been 


renovated  and,  this  summer,  the  Amber  Room  reopened 
$60  million  of  restoration  work. 

St.  Petersburg,  which  for  most  of  the  communist  era 
called  Leningrad,  is  not  the  best  place  to  go  shopping  wl] 
evei"  the  season.  Antique  Russian  artworks  are  available 
reasonable  prices,  but  it  can  be  difficult  to  get  a  permit] 
export  them.  Many  other  goods  are  more  expensive  t\ 
they  are  in  Western  Europe  or  the  U.S.  First-class  acc(| 
modations  can  range  from  $400  to  $500  a  night — especiall| 
you  want  to  stay  at  a  luxury  hotel  like  the  Grand  Hotel 
rope.  There  are  plenty  of  cheaper  alternatives,  such  as 
Oktiabrskaya  or  Vyborgskaya,  which  cost  less  than  $100| 

Visitors  arriving  at  the  airport  can  find  the  long  lines 
passport  control  irritating.  But  a  trip  to  the  city  of  the  cz| 
makes  an  excellent  winter  break.  It  may  be  cold,  but  yc 
find  the  cviltural  and  historical  experience  invigorating. 


Penguins 
On  Parade 

Visitors  fioclc  to  watcii  tliis  niglitly 
spectacle.  BY  JEFFREY  M.  LADERMAN 


THE  SUN  HAS  nearly  slipped  into  the 
Bass  Strait,  the  treacherous  waters  that 
run  between  the  south  coast  of  Australia 
and  Tasmania.  In  the  last  remaining  day- 
light, you  can  spot  a  few  small  white 
dots  darting  about  the  shoreline.  They 
move  closer,  stop,  move  back  and  for- 
ward, and  soon  another  cluster  comes 
out  of  the  surf,  and  another.  As  the  dots 
get  closer,  you  can  make  them  out  for  what  they  are:  the 
snow^  chests  and  bellies  of  penguins.  The  Phillip  Island 
Penguin  Parade  has  begun. 

Standing  only  13  to  16  inches  tall,  the  hundreds  of  "fairy,"  or 
Mttle,  penguins  that  live  on  the  dunes  behind  the  is- 
land's Summerfield  Beach  are  the  smallest  of  17 
species.  And  imlike  most  species,  their  feathers — 
except  for  the  white  chest  and  belly — are  dark 
blue  rather  than  black.  They  spend  the 
day — or  several  days,  in  the  nonbreed- 
ing  season — at  sea,  foraging  for  an- 
chovies, pilchard,  squid,  and  small 
crustaceans.  They  return  to  land  only 
under  the  cover  of  darkness. 

Their  nightly  parade  is  one  of 
Australia's  most  popular  wildUfe 
attractions.  The  Phillip  Island  Na- 
ture  Park — a  90-minute   drive 
south  from  Melbourne — makes 
the  bii-d-watching  easy.  You  can 
view  the  procession  year-round 
from  a  seaside  amphitheater.  The  beach 
is  bathed  in  a  soft  Ught,  roughly  that  of 


i'  'rY 


READY,  SET, 
WADDLE: 

They  march  afte 
the  sun  sets 
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a  full  moon;  any  brighter  and  the  pen- 
guins might  not  march. 

After  the  first  few  groups  of  birds 
cross  the  beach  and  head  up  the  dunes, 
so  do  the  visitors.  Boardwalks  cross  the 
dunes,  and  every  one  is  a  great  viewing 
stand.  They're  raised  with  enough  clearance  so  the  pfi 
guins  can  waddle  under  them  on  the  way  to  their  burrov 
On  the  night  I  visited,  I  foimd  a  group  of  eight  idling  at  t 
point  where  the  dunes  meet  the  beach.  They  stood  there  i 
at  least  five  minutes,  moving  around  in  place,  much  like 
group  of  marchers  might  assemble  for  a  parade 

Then  the  lead  penguin  started  his  way  up,  and  the  othe 
followed.  As  they  ascend,  penguins  peel  off  from  the  groi 
each  heading  to  a  different  burrow.  Although  there's  no  ni|B(T 
sic  in  this  parade,  there's  plenty  of  noise  as  the  pengui 
squawk  loudly,  to  warn  away  rivals  and  attract  mates. 
If  you're  going  to  attend  the  parade,  plan  to  arrive 
least  an  hour  before  sunset — early  enough  to  take  in  t^ 
visitor  center  exhibits,  including  the  nestii 
boxes  where  you  may  see  parents  and  chicl 
Bring  warm  clothing,  even  in  summer,  whi 
runs  from  December  through  March.  Admission  cos 
about  $10  for  adults  and  $5  for  children.  Bus  tours  frop 
Melbourne  run  about  $50  to  $70,  including  admission, 
you  want  photos,  you'll  have  to  purchase  them,  since  ; 

photography  is  prohibite 


ut: 


AUSTRALIA 


Melbourne 


(For    more    info,    and 
parade     video,     vis 
^\'ww.penguins. org.au.) 

On  the  way  out,  remer' 
ber  to  check  around  yoi 
car  before  starting  it.  C 
their  way  home,  penguii 
sometimes  cut  through  tl 
parking  lot. 
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Why  do  forward-looking  companies,  including  94%  of  the  FORTUNE  Global  500*  rely  on  SAS? 
Because  our  software  provides  the  complete  vision  to  learn  from  the  past,  monitor  and  communicate 
the  present,  and  gain  insight  into  the  future.  SAS*  lets  you  predict  customer  behavior  instead  of  just 
reacting  to  it.  Anticipate  supplier  risk  instead  of  just  projecting  spend.  And  foresee  change  rather  than 
second-guessing  outcomes.  To  find  out  how  SAS  can  help  you  control  costs,  drive  revenue  and 
achieve  capital  efficiency,  visit  our  Web  site.  Or  call  us  toll  free  1  866  270  5737. 
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BLUE 
HEAVEN: 

Sailing  off  the 
coast  of  Baja 
California 


On  a  crewed  sailboat,  all  you  have  to  do 
is  say  "ahh."  BY  KATHLEEN  KERWIN 

THE  SUN  IS  drifting  into  the  Sea  of 
Cortez  as  we  settle  into  seats  on  the 
deck  of  the  65-foot  sailboat  God's  Grace, 
icy  margaritas  in  our  sunbiamed  hands. 
The  kayaks  we  were  paddling  a  few 
hours  ago  are  safely  stowed  near  the 
prow,  and  our  snorkeling  gear  is  still 
dripping  on  the  floor.  This  just  might  be 
the  perfect  getaway  from  the  barrage 
of  news  about  war  and  terrorism  back  home.  My  idea  of 
paradise  is  just  a  two-hour  flight  from  San  Diego  and  a 


2!/>-hour  ride  in  a  van  up  the  coast  of  Baja  Califoi 
Our  party  of  five  friends  set  out  from  La  Paz,  Mexi( 
few  days  ago  on  a  cutter  chartered  from  Baja  Coast 
Faris.  We're  in  the  care  of  captain  Jim  Loberg,  a  former 
neSotan,  and  his  wife,  Estrella,  a  La  Paz  native  who  act 
first  mate  and  cook. 

On  previous  land  trips,  we've  found  Baja  to  be  friendl} 
laxed,  and  inexpensive.  But  for  sheer  ease,  nothing  bea 
fully  outfitted  five-day  cruise.  The  itinerary  is  ours  to  cor 
including  whether  to  choose  daily  paddles  that  are  streni 
or  easy  enough  for  beginners.  Except  for  the  dinner  wint 
ordered  in  advance,  the  outfitter's  $1,270  per-person  ch; 
covers  everything — including  plenty  of  water-sports  j 
for  when  we're  not  lazing  around 

Our  past  excursions  in  the  Sea  of  Cortez  were  limitec 
how  far  we  could  kayak  in  a  day.  The  sailboat  expands 
range  to  include  scenic  islands  such  as  Espiritu  Santo 
Isla  Partida,  28  miles  offshore.  From  our  anchorages, 
launch  two  double  kayaks  and  paddle  in  close  to  exp 
the  cactus-studded  cliffs,  secluded  beaches,  and  nesting  pi: 
of  pelicans,  herons,  and  frigate  birds.  Hiking  a  steep  tra 
catch  a  ridgetop  view  gives  us  a  chance  to  stretch  our  1 

On  our  second  day  out,  we  visit  Los  Islotes,  home 
large  sea  lion  colony.  We  launch  the  kayaks  and  paddle  in 
a  closer  view,  minding  our  distance  from  the  mas 
bulls,  their  harems,  and  the  curious  pups.  As 
paddle  around  the  back  of  the  rocky  isle,  yo 
males  practice  their  bellowing  skills  on  us,  xr. 
like  adolescent  boys  showing  off  voices  that  o 
sionally  crack. 

On  other  days,  we  snorkel  around  reefs  near 
islands  that  teem  with  fish  in  dazzling  colors.  One  momin 
school  of  dolphins  follows  us  for  a  half-hour,  cavorting  ale 
side  the  boat.  Sunsets  are  uniformly  gorgeous,  the  star 
the  clear  desert  air  never 
clearer.  Sleeping  berths  are 
cramped,  and  privacy  is  lim- 
ited, but  we  spend  most  of 

our  time  up  top  or  in  the  wa-    ^^^  ^  ^^^  M  E  X  I 
ter  anyway. 

"Anybody  want  to  fish?" 
captain  Jim  asks  one  morn- 
ing. We've  seen  a  few  dorado 
(a.k.a.  mahimahi)  skipping 
over  the  waves.  We  toss  in  a 
line,  and  the  rod  soon  bends 
sharply.  I  start  reeling  franti- 
cally.   A    gleaming    dorado 
breaks    the    surface,    then 
makes   a  run   for  it.   More 
frenzied  reeling,  and  Jim  leans  off  the  back  to  net  my  f I 
which  he  estimates  at  25  pounds.  The  skipper  euthanizej 
with  a  splash  of  vodka  in  the  gills.  "Not  the  tequila,"  he  sji 
"We  need  that  for  margaritas  later"  In  an  hour,  we're  s 
tling  down  for  lunch:  Estrella  has  sauteed  golden  chunks 
dorado  to  \vrap  in  warm  tortillas  with  homemade  salsa — 
best  fish  tacos  of  my  life. 

Baja  Coast  SeaFaris  (from  the  U.S.,  call  Oil  52  612  1259^ 
or  send  e-mail  to  info@bajaseafaris.com)  offers  trips  for  two 
eight  people.  La  Paz  and  Loreto  are  home  to  a  nimiber 
companies  offering  crewed  trips  as  well  as  bareboat  sail 
charters.  (Several  are  listed  at  bajalinks.com.)  Mid-October 
May  offers  the  best  weather,  and  spring  is  prime  whs 
watching  season.  But  even  in  sweltering  September,  we  foi 
plenty  to  like  about  sailing  laid-back  Baja. 
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smsungs  r-our  seasons  or  nope,  (JompucaA  ana  Arnoia  Kaimer  have 
teamed  up  to  make  a  difference  in  the  community.  The  funds  we  raise  benefit 
the  Arnold  Palmer  Hospital.  It's  the  only  hospital  in  the  Southeast  dedicated 
exclusively  to  children  and  women.  And  it's  just  one  of  six  like  it  in  the  nation. 
We're  proud  to  support  this  deserving  cause.  To  find  out  how  you  can  help, 
visit  www.fourseasonsofhope.com  or  contact  the  Arnold  Palmer  Hospital 
Foundation  at  1-407-841-5114.  The  Four  Seasons  of  Hope.  Because  no  one 
should  ever  go  without. 


t  www.fourseasonsofhope.com 
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FINALLY!  In 

peak  season, 
waits  for  rides 
can  be  as  long 
as  45  minutes 


How  to  Do 
Disney 

Some  simple  strategies  can  make  a  visit 
To  Orlando  actually  fun.  BY  AMY  BORRUS 


VISITING  FLORIDA'S  Walt  Disney 
World  with  your  kids  for  the  first  time 
is  supposed  to  be  fun,  fun,  fun.  But 
crowds,  high  prices,  and  sensory  over- 
load can  make  the  vacation  seem  more 
like  an  endurance  test.  With  a  little 
planning,  though,  you  can  avoid  most  of 
the  pitfalls.  Here  are  some  tips  to  help 
make  your  family's  first  visit  a  blast: 
■  When  to  go,  Part  1  Wait  until  your  youngest  child  is 
about  5.  Disney's  theme  parks  are  relatively  tame,  but  some 
attractions  have  loud  music  and  special  effects  that  can  scare 
little  ones.  Height  restrictions  for  some  rides  can  spark  sibling 
jealousy  if  some  can't  join  in  the  fim.  Besides,  your  3-year-old 
won't  remember  the  trip  by  age  6. 
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Napa  Arts 
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■  When  to  go, 

Beat  the  hordes, 
hotel  rates,  and 
minute  waits  at 
ular  rides  by  \isi' 
in  the  off-season, 
best  times  are 
Thanksgiving  through  mid-Dece: 
January,  most  of  February,  after  sp 
break  to  mid-June,  and  fall.  If  you  n 
go  during  a  school  holiday  such 
President's  Day  weekend,  arrive     n| 
Sunday  and  visit  the  parks  start   '^ 
Monday,  when  the  crowds  thin  out   n^^. 

■  Why  it  pays  to  stay  at  a  Dis 
resort  Convenience.  The  efiBdent  Dis    IIJ 
bus  and  monorail  system  lets  you  a^     / 
renting  a  car.  But  the  real  draw  is  t  s 
each  day  one  of  the  four  theme  pa   m 
opens  an  hovir  early  (8  a.m.)  just     . 
Disney  resort  guests.  That  means  y   M 
kid  can  ride  Buzz  Lightyear's  Sp 
Ranger  Spin  three  times  in  a  row 
stead  of  standing  in  line  for  30  mini   |)fi 
at  11  a.m.  Check  MouseSavers.com, 
by  Disney  aficionado  Mary  Waring,  a  "' 
started  the  Web  site  as  a  hobby,    -^ 
promotion  codes  to  use  to  get  discoi  }^ ' 
ed  rates  when  calling  the  Disney  ceni  i"^' '' 
reservations  office  (407  w-disney).  1  "  ^■ 
official  site,  disneyworld.com,  also  ofi  '^■ 
deals.  '^ 

■  Get  there  early  From  8  to  10  a.  ^^^ 
the  rides  have  virtually  no  waits.  ^" 
get  your  brood  to  the  early-open;  ^; 

park  of  the  day  by  7:45  a.m.,  order  breakfast  via  room  se  P" 
ice.  Or  request  a  mini-fridge,  pack  plastic  bowls,  spoo  ^ 
and  cereal,  and  buy  milk  at  the  hotel  shop.  ^'^' 

■  Schedule  downtime  A  day  at  a  theme  park  can  ^J 
overwhelming.  So  skip  the  Cirque  du  Soleil  and  other  nij 
shows  outside  the  parks.  Make  time  for  a  midday  dip  ''^P 
the  hotel  pool  and  for  breaks  at  playgrounds  in  the  park: 

■  Make  advance  reservations  Call  407-wdw-dine  at  le:  ^ 
two  weeks  ahead  (up  to  120  days  if  you're  visiting  at  pe  H 
times)  to  get  priority  seating  for  dinner  at  Disney  rest; 


M.I 


rants.  To  avoid  lining  up  for  an  hour  to  see  the  Fantasm  '''^ 


mixed-media  show  at  Disney-MGM  Studios,  book  tickets  w. 
dinner  before  or  after  the  show  at  Mama  Melrose's  R 
torante  Italiano,  Hollywood  &  Vine,  or  the  Hollywood  Bro^ 
Derby.  They  reserve  seats  for  dinner  patrons. 


In  addition  to  wine      i#| 

-^^^R# 

"FORKS  IN 

"Forks  in  the  Road,"  an 

tasting,  California's     Hr^- 

■HM 

THE  ROAD"  AT 
COPIA 

exhibit  that  features 

Napa  Valley  offers       ^Hi 

I^^D 

kitschy  cuisine-related 

an  array  of  unique       1^^ 

r^^n 

Stella,  Robert 

memorabilia  (copia.org). 

cultural  attractions:     B^'^a 

liS^^I 

MothenA/ell,  and 

di  Rosa  Preserve 

The  Hess                  ^^yj 

K^Vi 

Francis  Bacon 

it  houses  Rene  and 

Collection                 Bs^ 

jk^r  J 

(hesscollection. 

Veronica  dl  Rosa's 

Anyone  with  even  a     f^^^ 

^^^  jM 

com). 

jaw-dropping  collection 

passing  Interest  In  modern 

COPIA: 

The  American 

of  more  than  2,000 

art  stiouldn't  miss  this 

Center  for  Wine,  Food  & 

works  by  local  artists 

museum-caliber  collection, 

the  Arts 

(dirosapresen/e.org). 

featuring  paintings  by  Frank 

Foodies  \ 

will  delight  in 

Julia  Cosgrove 

ikai 
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THIS  BABY  MAY  OUTDO  ITS 
PARENT 


BY  ROBERT  BARKER   rb@businessweek.com 


IE  ORPHANS  are  better  off  without  theii 
ents — corporately  speaking,  that  is.  M;y^ 
ich  is  tills  may  apply  to  shares  due  to 
\ng  forth  next  year  from  health- 
p  giant  Abbott  Laboratories.  The 
piTQg,  a  new  company  composed 
Abbott's  hospital-supply  business 
doesn't  even  have  a  name  yet. 

jhen  it  picks  one,  I  won't  be  surprised  if  it  doesn't 
;1  Abbott's,  because  that  name  lately  has  been 
I  In  1999,  Abbott  settled  a  Food  &  Drug  Admin- 
|,ion  action  by  paying  $100  million  and  agreeing  not 
pll  certain  products  until  it  fixed  manufacturing 
(ems.  Two  years  later,  it  flunked  a  reinspection  at  a 
of  another  $129  miUion  and  still  awaits  the  fda's  go- 
^.  Abbott  had  to  take  a  $274  million  charge  in  2001 
■  settling  yet  another  probe,  this  one  into  sales  of 
fon,  a  prostate-cancer  drug.  And  just  last  June,  it 
^ed  earnings  $622  miUion  after  agreeing  to  plead  guilty 
fstructing  the  feds'  investigation  into  how  its  nutrition- 
oducts  were  sold  to  hospitals  and  bUled  to  Medicare. 
Us  rap  sheet  has  done  nothing  to  help  Abbott  shares, 
j  $42  now  from  a  high  last  year  of  $58.  Yet  for  the  hos- 
[supply  company  that  Abbott  is  spinning  off,  the  good 
I  is  that  all  of  the  units  that  have  been  getting  into  trou- 
pll  be  left  behind  with  the  surviving  parent,  which  is 
pg  the  Abbott  name.  If  all  goes  according  to  plan,  Ab- 
phareholders  will  get  100%  of  the  new  company's  shares 
!|time  in  the  first  half  of  2004. 

Ihat  will  they  find  in  their  portfohos?  A  profitable,  rela- 

^^^  tively  low-risk  company 

ABBUI  1'^  ^^^  ^^^^^  ^^^  ^°  grow  at 

cmilU    Af>r  perhaps  5%  a  year.  With 

^piN— Qpp"  estimated  annual  revenue 

UITAI    ClPy'c  ^^^  °^  ^^"^  billion  (table), 

VI  III L  wluNv  ^^^  "^^  company  figures 

to  do  a  steady  business 

!^.'..^.'??. .^2.^0       selling  such  hospital  sta- 

ncome  300       pies  as  patient-controlled 

CashFlow 300  pain-medication-delivery 

systems,  the  clot-dissolv- 

.^^"'.^..'?^. .f/°..*°.^.^..  ing     drug     Abbokinase, 

petitors          Baxter  International,  and  generic  anesthetics. 

Alans  Medical  Systems  Christopher  Begley,  an  Ab- 

panyName To  be  announced       ^^^^  veteran  who  will  be 

the  new  company's  CEO, 

clal  figures  are  company  estimates,  in  millions  4.    u    j.i.    j.      £1.  -i.    1 

„ .  ,  „  told  me  that  after  capital 

Data:  Company  reports,  Bw/flessMfee*  ,.  .,    „  ,      '^ 

spending,  it  figures  to  gen- 


erate $300  million  in 
cash  flow. 

This  would  imply 
a  certain  market  val- 
ue for  the  new  compa- 
ny, except  that  a  key  de- 
tail remains  blank.  Abbott 
hasn't  yet  disclosed  how 
much  debt  it  intends  to 
load  onto  the  spin-off.  It 
expects  this  fall  to  file  pa- 
pers with  the  Securi- 
ties &  Exchange 
Commission  that  will 
detail  the  new  company's 
capital  structure.  Until 
then,  however,  you  can 
estimate  some  values 
for  the  spin-off  by  look- 
ing at  how  two  key  public 
company  rivals — ^Alaris  Med- 
ical Systems  and  Baxter  In- 
ternational— are  regarded  by  in- 
vestors today. 
W^th  sales  of  $496  million  over  the 
past  four  quarters,  Alaris  is  smaller  but 
faster-growing  than  the  Abbott  spin-off.  Under  a  total  debt 
load  that's  nearly  nine  times  its  equity,  Alaris  is  also  proba- 
bly much  more  leveraged  than  the  spin-off  viill  be.  At  $17  a 
share,  Alaris'  enterprise  value — that  is,  its  market  capital- 
ization plus  net  debt — comes  to  2.9  times  sales  and  22  times 
its  free  cash  flow.  Baxter,  by  contrast,  is  much  bigger,  with 
sales  of  $8.4  bUhon,  and  has  much  less  debt — just  1.6  times 
equity.  At  $28  a  share,  it  gets  2.6  times  sales  and  a  healthy 
33  times  free  cash  flow. 

W^at  does  this  suggest  for  Abbott  and  its  spin-off?  Judg- 
ing by  its  direct  rivals,  the  spin-off  company  should  command 
rich  multiples  of  sales  and  cash  flow.  At  the  same  time, 
without  its  steady,  cash-creating  hospital-supply  operations, 
Abbott  in  the  future  will  be  more  dependent  on  ifSer  sales  of 
patented  drugs  and  medical  devices.  In  other  words,  the 
new  Abbott  will  be  potentially  faster-growing  and  more 
profitable,  but  decidedly  riskier. 

Once  the  spin-off  is  complete,  every  Abbott  shareholder 
can  choose  to  keep  both  stocks  or  sell  one  or  both.  David 
Jones,  co-founder  and  chairman  of  health  insurer  Humana,  is 
set  to  lead  the  spin-ofPs  board.  In  April,  he  retired  from  Ab- 
bott's board,  where  at  last  report  he  held  the  most  stock 
among  outside  directors.  That  means  he  stands  to  become  a 
huge  initial  shareholder  in  the  spin-off.  Yet  Jones  doesn't  in- 
tend to  stand  pat.  He  told  me,  "I  plan  to  buy  at  least  100,000, 
or  maybe  200,000  shares"  in  the  open  market.  Without  the 
burden  of  Abbott's  baggage,  this  spin-off  could  take  off.     ■ 
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IT  COULD  BE  MERGER  TIME  FOR  SPANISH  BROADCASHNG  SYSTEl 
IMAGISTICS  INTERNATIONAL  LOOKS  LIKE  BAIT  TO  SOME  IN  JAPAI 
SARBANES-OXLEY  MAY  SOON  SPARK  UP  INTERWOVEN  SOFTWARI 


COMING  IN 
LOUDER 


BY  GENE  G.  MAECIAL 

Tunli^  In  tp  SBSA 

Spanish  Broadcasting  System  (sbsa),  No. 2  in  rev- 
enues among  Spanish-language  radio  outfits,  may 
have  buyers  dialing  its  number — now  that  Univi- 
sion's  proposed  purchase  of  Hispanic  Broadcasting  is 
expected  to  get  a  government  thumbs-up  soon,  sbsa 
and  Hispanic  were  quietly  talking  merger  last  year — before  Uni- 
vision  came  along  to  buy  Hispanic  in  June,  2002.  sbsa  tried  to 
block  the  deal  but  failed.  And  two  years  ago,  Telemundo,  also 
big  in  Spanish  radio,  wanted  Miami-based 
SBSA — until  NBC  snatched  Telemundo 
away.  Now,  with  Univision-Hispanic  set 
to  be  No.  1,  Telemundo  and  Viacom  are 
expected  to  go  after  sbsa  to  compete 
with  the  combo  powerhouse,  says  David 
Joyce  of  investment  bank  Guzman.  NBC 
won't  let  Telemundo  fall  behind,  and 
surely  Viacom  vdll  want  its  Infinity 
Broadcasting  unit,  which  operates  185 
stations,  to  prevail  in  the  fast-growing 
Spanish  market,  he  adds,  sbsa  owns  23 
radio  stations  in  big  cities — ^including  Los  Angeles,  New  York, 
Miami,  and  Chicago — ^that  reach  about  51%  of  the  Hispanic 
population,  notes  Joyce.  To  go  after  SBSA,  suitors  wUl  have  to 
win  over  CEO  Raiil  Alarcon  Jr.,  who  has  86%  voting  control. 
Joyce  thinks  Alarcon  may  go  for  a  deal  at  20  a  share.  Based  on 
cash  flow,  the  stock,  which  has  run  up  fi"om  5  in  early  March  to 
8.23  on  Sept.  10,  is  worth  13,  figures  Joyce.  Kit  Spring  of  se- 
curities outfit  Stifel  Nicolaus,  which  did  banking  for  sbsa,  rates 
the  stock  a  buy.  Spring  sees  cash  flow  of  $46  million  in  2003  and 
$59  miUion  in  2004,  and  forecasts  earnings  of  90  a  share  in  2003 
and  190  in  2004,  vs.  a  loss  in  2002.  sbsa  declined  comment. 


MAR.  10,  '03  SEPT.  10 

▲  DOLLARS 
Data:  Bloomberg  financial  Martlets 


A  Sharper  Focus 
On  Imagistics? 


When  Imagistics  International  (iGi)  was  fea- 
tured here  on  Aug.  26,  2002,  it  was  trading  at 
18.95  a  share.  It  has  since  jumped  to  29.55 — 
thanks  to  improving  gross  margins  and  better 
operating  income,  in  spite  of  the  soggy  econ- 
omy. That  has  made  Imagistics — ^which  supplies  copiers,  faxes, 
and  multifunctional  machines  to  large  corporations — an  at- 
tractive takeover  candidate,  says  Shannon  Cross  of  Soleil  Se- 
curities, who  rates  the  stock  a  buy.  Japan's  Ricoh,  Sharp,  and 
Toshiba,  which  supply  Imagistics  vidth  customized  imaging 


m 


products,  are  known  to  be  impressed  with  the  company's 
sales  marketing  prowess,  notes  Cross.  Her  12-month 
target  is  35,  "but  obviously  a  buyer  will 
have  to  pay  a  premium  in  a  buyout," 
she  says.  Cross  recently  raised  her  2003 
earnings  estimate  from  $1.11  to  $1.15  a 
share  on  sales  of  $620  million,  and  her 
2004  forecast  from  $1.37  to  $1.41  on 
$626.4  million.  Herbert  Hardt  of  invest- 
ment firm  Monness,  Crespi,  Hardt  says 
"something  is  going  on"  fi'om  the  way 
the  stock  has  rocketed  on  heavy  vol- 
imie.  CEO  Marc  Breslawsky  couldn't  be 
reached  for  comment  on  whether  a  suit- 
or has  approached  him  for  a  buyout  deal, 


MAR.  10.  03 
▲  DOLLARS 
Data:  Bloombefg  Tmancial  M;| 


At  Interwoven, 

Things  are  Meshing  Nicely 


^eii 


KliSi 


Savvy  hedge  funds  have  been  snapping  up  Ii 
woven  (iwov)  shares  in  anticipation  of  the  enfc 
ment  in  2004  of  the  Sarbanes-Oxley  Act,  aime  ncf 
improving  the  way  companies  manage  and  repo:  Hi 
nancial  information.  The  law  requires  companit  i;: 
set  in  place  internal  controls  and  auditing  safeguards  to  pre  n  si 
accounting  fi'aud.  It  would  be  a  boon  to  Interwoven,  says  i-tjj 
New  York  hedge  fund  manager,  who  asked  not  to  be  identi  bsj 
Interwoven's  software  automates  the  collation  and  reportir  (tigii 
information,  especially  in  documenting  earnings  results.  ( 
rently  at  2.90,  Interwoven  is  down  from  its  high  of  62  in 
It  has  cash  of  $1  a  share  and  no  debt. 
This  pro  sees  the  stock  doubUng  in  a 
year:  He  expects  the  company  to  be  in 
the  black  by  the  fourth  quarter — al- 
though it  will  post  a  yearly  loss  for  2003. 
In  2004,  he  foresees  earnings  of  40  to  50 
a  share.  In  August,  Interwoven  acquired 
iManage,  a  maker  of  data-management 
software.  The  buy  improves  Interwo- 
ven's ability  to  compete  against  big  ri- 
vals, says  David  Rudow  of  U.S.  Ban- 
corp Piper  Jaffray,  who  rates  the  stock 
outperform.  He  projects  a  loss  of  160  a  share  in  2003  on  s 
of  $108  million  and  a  loss  of  40  in  2004  on  $118  million, 
eluding  iManage's  numbers. 


SEPT.  I  ftti 


MAR.  10,  03 
▲  DOLLARS 
Data:  Bloomberg  Financial  Ma 


BusinessWeek  online 


Gene  Marcial's  Inside  Wall  Street  is  post 

at  businessweek.com/today.htm  at  5  p.n 

the  magazine's  publication  day,  usually  Thursdays.  See  Gene  on  Fridays 
1:20  p.m.  EST  on  CNNfn's  The  Money  Gang. 


Sir,: 
Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  their  firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment  banking  or  other  financial  relationships  with  t  j-jij- 
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The  Equity  Investor's  26-Week  Small-Cap  Review 


Selected  Profiles  of  the  Nation's  Top  Price-Performing  Small-Cap  Companies  as  of  6/30/03 


fom  approximately  1,700  domestic  companies  with  market 
Bpitalizations  of  200  million  to  one  billion  dollars,  the  following 
\ages  highlight  selected  top-ranking  firms,  in  terms  of  share  price 
erformance  for  the  2 6- week  period  ending  6/30/03.  Each  profile 
escribes  a  leading  company  including  its  industry,  market  trends 
bcf  reasons  for  success,  as  written  by  company  management, 
nd  while  past  performance  is  never  a  guarantee  of  future 
isults,  these  top-performing  companies  represent  investment 
oportunities  worthy  of  a  small-cap  investor's  close  consideration. 


Gain/Loss  for  the 

26- Week  Period  Ending 

6/30/2003 


168% 


11%     20% 


H    DJIA 

rn  s&p  500 

m    NASDAQ  Composite  Index 

H  Average  Share  Price  Gain  of  the 
16  Small -Cap  Firms  Profiled  in 
this  Section 


inisar  Corporation  •  FNSR  •  Network  Technology 


Sunnyvale,  CA 


IR  Contact:  Shelby  Palmer 
www.finisar.com 


408-542-5050 


unded  in  1988,  Finisar  Corporation  is  a  technology  leader  for  fiber  optic 
iystems  and  network  performance  test  and  nfionitoring  systems  that  enable 
-speed  data  communications  over  local  area  networks  (LANs),  storage  area 
'orks  (SANs),  and  metropolitan  access  networks  (MANs).  The  company  has 
iduced  a  number  of  breakthrough  products  incorporating  disruptive  technolo- 
over  the  years  including  the  first  cost  effective  one  gigabit  optical  trans- 
Br  for  Fibre  Channel  SANs,  the  use  of  CWDM  and  DWDM  technologies  for 
jabie  high-bandwidth  MANs  and  the  use  of  the  XFP  small  form  factor  for 
figabit  Ethernet  applications.  The  company  sells  it's  optical  subsystems  to 
ling  storage  and  networking  equipment 
:u-facturers  while  test  and  monitoring  ^ 

;ms  are  sold  to  both  OEMs  and  operators       ifc^^ 
jtworking  and  storage  data  centers.  ^ 


SeaChange  International,  Inc.  •  SEAC  •  Digital  Video 


Maynard,  MA  •  IR  Contact:  Martha  Schaefer  •  978-582-9051 
www.schange.com 


SeaChange 


i 


^ 


Video-on-demand  (VOD)  is  quietly 
sweeping  across  North  America  and 
SeaChange  is  at  the  forefront  of  this 
"personal  television"  revolution.  AOL  Time  Warner,  Cablevision,  Comcast  and 
others  are  rolling-out  SeaChange  systems  so  viewers  can  watch  what  they  want 
-  when  they  want  it. 

The  Company  has  developed  an  integrated  platform  of  sophisticated  software 
and  hardware  for  television  applications  -  including  VOD,  targeted  multichan- 
nel advertising,  on-air  broadcasting,  and  High-Definition  TV.  Worldwide,  televi- 
sion companies,  networks  and  broadcasters  are  leveraging  SeaChange's  intelli- 
gent media  systems  to  gain  new  advantages  in  the  evolution  of  digital  video. 

The  Emmy  Award-winning  Company  had  $133  million  in  revenues  in  2003  FY 
and  had  been  named  earlier  to  BusinessWeek's  Hot  Growth  list.  President  and 
CEO  Bill  Styslinger  founded  the  company  in  1993.  With  a  reputation  for  techno- 
logical excellence  and  a  keen  sen/ice  emphasis,  SeaChange  is  the  formidable 
front-runner  in  the  emerging  digital  video  market. 


Sirna  Therapeutics  •  RNAI  •  Biotechnology 


Natural  Resource  Partners  LP.  •  NRP  •  Coal  Royalties 


^ 


der,  CO  •  IR  Contact:  Marvin  Tancer,  CFG,  VP  Operations  •  303-449-6500 
www.sirna.com 

Sirna  Therapeutics  (NASDAQ:  RNAI)  is  a  leading 
developer  of  therapeutics  based  on  RNA  interfer- 
ence (RNAi)  technology.  Sirna  is  leveraging  its 
proprietary  technology  and  expertise  in  nucleic 
acids  to  develop  RNAi-based  molecules  that 

;tively  target  disease-causing  genes  and  viruses.  Its  researchers  are  cur- 

y  focused  on  designing,  stabilizing 


s  Sirna 

o  Therapeutics' 


delivering  RNAi-based  drugs  for  the 
:ment  of  hepatitis  C  and  targeting 
Vascular  Endothelial  Growth  Factor 
GF  )  pathway  to  treat  age  related 
ular  degeneration,  a  leading  cause 
indness  among  the  elderly.  Sirna  is 
/ely  pursuing  other  disease  indica- 
)  and  is  committed  to  expanding  its 
i-based  product  portfolio. 


Key  Manager  Statement 

"With  extensive  scientific  expertise 
in  RNA  chemistry  and  biology,  a 
strong  intellectual  property  portfolio 
and  the  funding  in  place  to  move  its 
programs  forward,  Sirna  is  in  a  lead- 
ership position  to  develop  this  new 
and  exciting  technology. " 

Howard  W.  Robin.  CEO 


713-751-7555 


Houston,  TX  •  IR  Contact:  Kathy  Hager ' 
www.nrplp.com 

Mk^gS^  Natural  Resource  Partners  L.R  is  a  master  limited 
ffm^B*^  partnership  that  is  pnncipally  engaged  in  the  business  of 
m  HS        owning  and  managing  coal  properties  in  the  three  major 


coal  producing  regions  of  the  United 
States:  Appalachia,  the  Illinois  Basin  and 
the  Powder  River  Basin.  The  company  leases 
coal  reserves  to  experienced  mine  opera- 
tors under  long-term  leases  that  grant 
the  operators  the  right  to  mine  NRP's  coal 
reserves  in  exchange  for  royalty  payments. 
Approximately  80%  of  the  coal  produced 
by  the  company's  lessees  is  used  for  the 
generation  of  electricity,  while  20%  is  used 
in  the  production  of  steel.  NRP  is  head- 
quartered in  Houston,  TX,  with  its  opera- 
tions headquarters  in  Huntington,  WV. 


Key  Manager  Statement 

"Our  goal  is  to  generate  superior 
returns  for  our  unitholders  through 
increasing  both  the  value  of  the  part- 
nership and  distributions.  Since  our 
initial  public  offering  in  October  2002, 
we  have  made  four  accretive  acquisi- 
tions and  increased  our  distribution. 
We  plan  to  continue  our  growth  strat- 
egy by  making  additional  accretive 
acquisitions. " 

Corbin  J.  Robertson,  Jr., 
Chairman  &  CEO 


7fr^-~r 


-7~T" 


Special  Advertising  Section 


The  Equity  Investor's  26-Week  Small-Cap  Review 


Y 


PRIMUS  Telecommunications  Group,  Inc  •  PRTL  •  Telecom 


Microsemi  Corporation  •  MSCC  •  Semiconductor?  Jff 


McLean,  VA 


pimrius^, 


PRIMUS  Telecommunications  Group, 
Incorporated  is  a  global  telecommunica- 
tions service  provider  with  over  $1.2  bil- 
lion in  annualized  revenue  and  targeted 
earnings  per  share  of  between  $.38  and 
$.42  in  2003.  PRIMUS  offers  an  integrat- 
ed portfolio  of  voice,  data,  Internet,  VoIP 
and  hosting  services  to  corporate,  small- 
and  medium-sized  businesses  and  resi- 
dential customers  primarily  located  in 
North  America,  Western  Europe  and 
Australia. 


IR  Contact:  John  F.  DePodesta  •  703-902-2800 
www.primustel.com 

Key  Manager  Statement 

■'PRIMUS  is  the  only  global  Tier  2  tele- 
com company  to  survive  the  volatile 
events  that  have  impacted  the  telecom 
industry  since  2000.  The  keys  to  our 
success  have  been  the  ability  to  reduce 
debt  by  over  60%,  increase  profits  from 
operations  ten-fold  over  this  same 
period  and  secure  additional  equity 
financing.  We  are  uniquely  positioned 
to  grow  in  each  of  our  core  markets  and 
become  a  platform  for  consolidation. 
PRIMUS  is  targeting  revenue  growth  of 
approximately  25%  in  2003  over  the 
prior  year  Our  mission  has  always 
been  to  provide  our  stakeholders  with 
superior  returns  on  their  investment " 


ILEX""  Oncology,  Inc.  •  ILXO  •  Biopharmaceuticals 


San  Antonio,  TX  •  IR  Contact:  Craig  A.  Tooman  •  210-949-8417 
www.ilexonc.com 


a"  ILEX™  Oncology  is  a 

biopharmaceutical 
company  focused  on 
developing  and  com- 
mercializing a  portfolio 
of  novel  therapeutic  treatments,  primarily 
in  oncology  (cancer).  Its  lead  product, 
CAMPATH®,  is  marketed  by  Schering  AG, 
Germany  and  its  U.S.  affiliate  Berlex  Labora- 
tories for  the  treatment  of  patients  with  the 
most  prevalent  form  of  adult  leukemia.  The 
potential  use  of  CAMPATH  in  other  cancers, 
organ  transplantation  and  multiple  sclerosis 
is  being  actively  explored.  ILEX  is  also  ad- 
vancing tvro  other  next-generation  compounds 
with  potential  in  the  large  solid  tumor  market. 


Key  Manager  Statement 

"ILEX  is  one  of  a  select  group  of 
biopharmaceutical  companies  with 
a  marketed  product  The  unfolding 
story  of  CAMPATH  is  one  of  solid 
growth,  with  significant  opportuni- 
ties both  in  oncology  and  non- 
oncology.  Meanwhile,  the  rest  of  our 
pipeline  is  progressing  nicely  with  a 
continuous  flow  of  new  data  as  the 
compounds  advance  to  later  stages 
of  development  We  remain  focused 
on  our  vision  of  turning  hope  into 
reality  for  patients  by  bringing  these 
key  medical  advances  to  market " 
Jeffrey  H.  Buchalter, 
President  &  CEO 


chinado^com 

China,  Asia-Pacific,  US  and  UK. 

chinadotcom's  core  business  includes: 
1)  Software  &  Outsourcing  focus  is 
proprietary  software  in  payroll,  human 
resources  and  financial  systems  and 
establishing  partnerships  with  leading 
software  vendors;  as  well  as  high-level 
enterprise  solutions  and  low-cost  applica- 
tion outsourcing  centres  in  China  and 
India.  2)  CDC  Mobile  and  Portals  offers 
consumer-based  SMS,  mobile  application 
software  development  and  consumer 
portals  in  the  Greater  China  region. 


chinadotcom  corporation  •  CHINA  •  Software,  Internet 


Hong  Kong,  China  •  IR  Contact:  Craig  D.  Ceiek  •  212-681-2160 
corp.china.com 
J^^  chinadotcom  corporation  is  a  leading  integrated  enterprise 

^...^         solutions  and  software  company  offering  technology,  marketing, 
mobile  and  media  services  for  companies  throughout  Greater 

Key  Manager  Statement 

"chinadotcom  is  focused  on  the 
long-term  opportunities  presented  by 
Greater  China's  continuing  economic 
development  and  its  needs  in  infor- 
mation technology,  mobile  and  media 
services.  We  believe  this  is  an  oppor- 
tune time  for  making  synergistic 
acquisitions,  thus  shaping  a  strong 
company  that  is  sustainably  prof- 
itable with  high-margins  and  recur- 
rent revenue  streams. " 


Irvine,  CA  •  IR  Contact  David  R.  Sonksen,  CFO 
www.Microsemi.com 


949-221-7101 


Microsemi  Corporation  is  a  leading  manufacturer  of  anj 
mixed-signal  and  discrete  semiconductors  that  manag 

,     regulate  power,  protect  against  voltage  spikes,  and  trans 

Microsemi.     receive  and  amplify  signals. 


Markets  the  company  serves  mclude 
space/satellite  and_  military,  mobile  con- 
nectivity, computer/peripherals,  medical, 
industrial,  automotive  and  digital  media. 

Microsemi  products  enhance  customer 
designs  by  improving  reliability,  battery  opti- 
mization, reducing  size  or  protecting  circuits. 
Fxus  is  on  discrete  devices  and  modules  for 
military/aerospace  systems,  pacemakers,  MRI 
systems,  implantable  cardio  defibrillators;  and 
integrated  circuits  for  PDAs,  wireless  LAN, 
automotive  GPS  and  entertainment  displays. 


Key  Manager  Statemem 

"Micmsemi's  business  fundament 
are  strengthening  Our  positive  ba 
to-bill  continues.  Our  Factory  Utilizat 
and  Profit  Enhancement  program 
proceeding  on  plan  and  deliver 
results  Our  high  reliability  military  a 
medical  products  are  in  high  dems 
and  we  continue  to  develop  and  g. 
sockets  with  our  next  generation  po^ 
management  products. " 

James  J.  Peterson,  President  & 


t\ 


Exult,  Inc.  •  EXLT  •  Human  Resources 


e 


Irvine,  CA  •  IR  Contact:  Peter  Hargittay  •  714-856-6873 
www.exult.net 

Exult,  Inc.  is  the  market  leader  and  innovator  in  Hur. 
Resources-led  Business  Process  Outsourcing  (HR-led  BPO 
Global  500  corpora 
tions,  with  head 


EXULT 

quarters  in  Irvine,  California,  and  client 
service  centers  in  North  America,  South 
America,  Europe,  and  Asia.  Through  its 
proprietary  Exult  Service  Delivery  Model^", 
Exult  offers  comprehensive,  scalable  pro- 
cess management  solutions,  designed  to 
manage  clients'  Human  Resource  and  related 
Finance  &  Accounting  and  Procurement 
functions.  Exult  uses  its  expertise  to  help 
Global  500  corporations  improve  productivity, 
reduce  costs,  streamline  processes  and  pro- 
vide superior  HR  services  to  their  employees. 


On 


Key  Manager  Statement 

"When  we  founded  Exult  in  1998 
set  out  to  pioneer  an  entirely  new  w 
of  approaching  HR.  Recognizing  t 
challenges  facing  Global  500  comp  ^ 
nies,  we  developed  a  method  of  delivt  * 
ing  HR-related  services  that  wol  ^ 
transform  the  quality,  service,  andcc  ■ 
structure  for  companies  worldwic- 
Today  HR-led  BPO  is  viewed  as  t- 
fastest  growing  segment  of  HR  st ' 
vices  -  and  Exult  is  recognized  ast\ 
industry  leader  and  innovator. "       ^ 
Jim  MaiJtJen, 
Founder,  CEO  i  Chairman 


MGI  PHARMA,  INC.  •  MOGN  •  Biopharmaceutical 


Bloomington,  MN 


ir@mgipharma.com 


mci. 


Peter  Yip,  CEO 


IR  Contact:  Jennifer  M.  Davis 
www.mgipharma.com 

MGI  PHARMA,  INC.  is  an  oncology-focused  biopharmaceuti 
company  that  acquires,  develops  and  commerciali; 
p  H  n  R  m  n  proprietary  products  that  address  the  unmet  needs  of  can 
patients.  MGI  has  a  balanced  product  portfolio  of  proprietary  pharmaceutics 
and  intends  to  become  a  leader  in  oncology.  The  company  markets  Aloxi™,  a  di 
developed  for  the  prevention  of  chemotherapy-induced  nausea  and  vomiting  (CIN 
Aloxi,  which  was  approved  by  the  U.S.  Food  and  Drug  Administration  on  July  25, 20t 
is  the  first  5-HT3  receptor  antagonist  to  ^  Manager  Statement 
be  indicated  for  the  prevention  of  delayed 
CINV  caused  by  moderately  emetogenic      "We  believe  Aloxi    is  a  different 

cancer  chemotherapy.  The  company  also    '^'^  ''PP°^"'  ''''  P'°^"'^'  ^" 

markets  Salagen®  Tablets  (pilocarpine 

hydrochloride)  and  Hexalen®  (altretamine) 

capsules.  The  company  directly  markets  its 

products  in  the  U.S.  and  collaborates  with 

various  alliances  in  international  markets. 


H) 


great  potential  to  help  canct'i 
patients  undergoing  chemotherap  -r 
MGI  looks  forward  to  making  AloxP  i\ 
available  in  September  to  clinician  Ijj; 
and  their  patients." 

Lonnie  0.  Moulder,  President  &  I 
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itley  Pharmaceuticals,  Inc.  •  BNT  •  Pharmaceuticals       Time  Warner  Telecom  Inc.  •  TWTC  •  Telecommunications 


Exeter,  NH  •  IR  Contact:  Michael  Price,  VP,  CFO  •  603-658-6100 
www.bentleypharm.com 

Bentley  Pharmaceuticals,  Inc.  uses  its  advanced  drug 
delivery  technologies  to  enhance  or  facilitate  the  absorp- 
tion of  pharmaceuticals  across  biological  membranes. 
ey  develops  proprietary  drugs,  licenses 


lentleyA 


;  to  its  technologies,  and  collaborates 
companies  like  Pfizer  and  Auxilium 
naceuticals.  It  manufactures  and 
Bts  generic  and  branded  pharmaceuti- 
in  Europe  and  has  an  alliance  with 
Pharmaceuticals  to  register  and  mar- 
pproximately  75  of  leva's  products  in 
.  Bentley  plans  to  develop  and  com- 
alize  drugs  in  other  markets  world- 
including  the  U.S.  For  the  six  months 
)  June  2003,  total  revenues  grew  67% 
Ihe  comparable  prior  year  period. 


Key  Manager  Statement 

"We  are  strategically  and  financially 
positioned  for  success.  Our  strong 
financial  results  reflect  growth  from 
our  European  operations,  where  we 
have  59  product  registrations  pending 
approval  and  licensees  in  place  in 
Portugal,  the  UK  France  and  Germany 
Testim™,  the  first  U.S.  product  con- 
taining our  CPE-215  technology,  was 
launched  by  Auxilium  this  year " 

James  R.  Murphy,  Chairman, 
President  &  CEO 


Littleton,  CO  •  IR  Contact:  Carole  Curtin  •  303-566-1000 
PR/Media  Contact:  Bob  Meldrum  •  303-566-1354  •  www.twtelecom.com 

TIME  WARNER 
^TELECOM 

Time  Warner  Telecom  Inc.,  (Nasdaq:  TWTC),  is  a  leading  provider  of  competitive 
telecommunications  products  and  services  to  large  and  medium  businesses  in  44  U.S. 
metropolitan  areas.  The  company  delivers  "last  mile"  broadband  services,  including 
voice,  data,  metro  Ethernet  and  high  speed  Internet  access,  over  its  own  local  and 
regional  optical  networks.  The  uniqueness  of  Time  Warner  Telecom's  offer  is  its  focus 
on  serving  cities  with  fiber  networks  that  deliver  service  all  the  way  to  the  customer's 
premise.  A  truly  competitive  alternative  to  the  local  phone  company.  Time  Warner 
Telecom  serves  a  variety  of  businesses  including  telecom  carriers;  enterprise 
customers  in  industries  like  financial,  healthcare,  higher  education,  and  hospitality: 
and  military  and  government  organizations.  Time  Warner  Telecom  has  a  strong 
financial  position  including  seventeen  consecutive  quarters  of  positive  EBITDA. 


^ta! 


Omnicell,  Inc.  •  OMCL  •  Healthcare  I.T. 


Palo  Alto,  CA  •  IR  Contact:  Dennis  Wolf  •  650-251-6482 
www.omnicell.com 

Established  in  1992,  Omnicell,  Inc.  (NASDAQ: 

OMCL)  is  a  leading  provider  of  patient  safety 
solutions  for  healthcare.  Addressing  the  medica- 
jse  process  and  the  medical-surgi- 


Omniceir 


jpply  chain,  Omnicell's  broad  range 
Utions  include  systems  for  automated 
fiacy  retrieval,  bar  code  medication 
pging,  medication  and  supply  dis- 
ing,  nursing  workflow  automation 
|e  bedside,  physician  order  man- 
lent,  and  Web-based  procurement. 
t  solutions  enable  healthcare  facili- 
ID  reduce  medication  errors,  operate 
efficiently,  and  decrease  costs- 
ately  contributing  to  improved 
al  and  financial  outcomes. 


Key  Manager  Statement 

"Omnicell's  solutions  address  the 
major  issues  confronting  healthcare 
today:  rising  costs,  the  nursing  and 
pharmacist  shortages,  and  concerns 
about  patient  safety.  With  expanded 
product  offerings,  today  our  company 
serves  markets  that  total  $15  billion. 
Omnicell  enjoys  a  large,  highly  satis- 
fied installed  base,  a  solid  balance 
sheet  profitable  operations,  and 
excellent  future  growth  prospects. " 

Randall  A.  Lipps,  Chairman  &  CEO 


Epicor  Software  Corporation  •  EPIC  •  Enterprise  Software 


Irvine,  CA ' 


IR  Contact:  Valerie  Brodie,  Senior  Director  Investor  Relations 
www.epicor.com  •  vbrodie@epicor.com 

For  20  years,  Epicor  Software  has  been  a  recognized 

leader  dedicated  to  providing  award-winning  enterprise 

software  to  the  midmarket.  Epicor  has  extended  the 

Think  Ahead,  stay  Ahead:     value  of  Its  Boterprise  software  solutions  with  fully 

integrated  functionality  including  eBusiness,  commerce,  business  intelligence, 

information  portals,  services  automation,  help  desk,  customer  relationship  and 


e 


epicor 


supplier  relationship  management.  Epicor 
has  over  15,000  customers  worldwide, 
and  leverages  its  expertise  with  tailored 
solutions  for  manufacturing,  distribution, 
seA'ices,  and  hospitality.  Through  global 
service  and  support  teams,  Epicor  offers 
enterprise-wide  solutions  with  a  single 
point  of  accountability  to  deliver  a  clear 
and  rapid  rate  of  return  on  investment 
and  a  low  total  cost  of  ownership. 


Key  Manager  Statement 

"With  a  winning  combination  of  a 
focused  profitable  growth  strategy, 
powerful  software  solutions,  leading 
edge  technology  and  a  commitment 
to  world-class  customer  satisfaction, 
Epicor  creates  sustainable  value  for 
its  customers  and  shareholders.  " 

George  Klaus, 
Chairman,  CEO  &  President 


Flowers  Foods  •  FLO  •  FOOD 


Thomasville,  GA  •  IR  Contact:  Marta  J.  Turner  •  229-227-2348 
www.flowersfoods.com 


FlowersFoods 


Sharper  Image  Corporation  •  SHRP  •  Specialty  Retail 


San  Francisco,  CA  •  IR  Contact:  Jeff  Forgan  •  415-445-6142 

www.sharperimage.com 
*  "'  Sharper  Image  Corporation  is  a  multichannel  specialty 

SHARPER    retailer  and  product  developer  that  is  renowned  as  a  leading 
IMAGE*       source  of  innovative  merchandise.  The  Sharper  Image  is  one 


h  sales  of  over  $1.4  billion,  FLO  is  a 

ig    producer  of  packaged  bakery 

.The  company's  breads,  buns,  rolls, 
cakes,  and  pastries  for  retail  and 

ervice  customers  are  distributed 
via  an  independent  direct-store- 

ry  system  and  frozen  through  ware- 
programs.  Flowers'  brands  include 

e's  Own,  Cobblestone  Mill,  and  Mrs. 

ley's. 


Key  Manager  Statement 

"Our  long  term  strategies-invest- 
ment in  our  bakeries,  products, 
brands,  acquisitions,  distribution 
systems,  and  information  technolo- 
gy-set us  apart  from  others  in  the 
baked  foods  industry.  We  expect 
Flowers'  operational  and  financial 
strengths  to  result  in  enhanced 
shareholder  value. " 

Jimmy  Woodward,  CFO 


of  the  industry's  strongest  brands  -  a  name 
that  conveys  fun  and  entertainment, 
uniqueness  and  imaginative  use  of  new 
technologies.  Sharper  Image  Design  propri- 
etary products  -  created  by  the  company's 
in-house  development  group  -  and  private- 
branded  merchandise  account  for  75 
percent  of  sales.  The  company  operates 
140  retail  stores  and  generates  direct  sales 
through  a  monthly  catalog;  single-product 
mailers;  print  advertising;  TV  infomercials; 
and  online  at  www.sharperimage.com, 
it's  e-commerce  Website. 


Key  Manager  Statement 

"Our  strategy  focuses  on  building 
on  our  strong  brand  name;  marketing 
high-margin  proprietary  products;  and 
making  it  easy  for  customers  to  shop 
our  stores,  catalog  and  Website  One 
of  the  industry's  top  analysts  wrote 
'Sharper  Image  is  the  best  multichannel 
retailer.'  We  are  focused  on  broadening 
our  appeal  to  a  larger  consumer  base 
and  we  are  well  positioned  for  accel- 
erated top-  and  bottom-line  growth " 

Richard  Thalheimer 
Founder,  Chairman  &  CEO 
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COMMENTARY 

Equities  gave  up  ground  this  week, 
despite  the  absence  of  bad  econom- 
ic news.  Some  attributed  the  decline 
to  a  new  threatening  tape  from  a! 
Qaeda  head  Osama  bin  Laden,  while 
others  pointed  to  a  weakness  in  tech, 
namely  Nokia  warning  that  revenues 
will  be  at  the  low  end  of  estimates. 
The  likely  reason:  Buyers  are  hedging 
bets  into  a  new  earnings  season. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 


Week  ending  Sept.  9 
■  S&P500    ■  U.S.  Diversified    ■  All  Equity 

4-week  total  return 


%       2 
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Week  ending  Sept.  9 
■  S&P500    ■  U.S.  Diversified   ■  All  Equity 

52-week  total  return 


12       16      20      24 
Data:  Standard  &  Poor's 


U.S.  MARKETS 


SEPT.  10 


WEEK 


%  CHANGE 
YEAR  TO        LAST  12 
DATE       MONTHS 


S&P500  1010.9  -1.5  14.9  11.1 

Dow  Jones  Industrials  9420.5  -1.5  12.9  9.5 

NASDAQ  Composite  1823.8  -1.6  36.6  38.2 

S&PMidCap400  514.8  -2.1  19.9  15.6 

S&P  SmallCap  800  243.6  -2.1  23.9  20.0 

WilshireSOOO  9794.4  -1.5  17.4  13.7 

SECTORS 


BusinessWeek  50* 
BW  Info  Tech  100** 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
CSTI  Internet 
PSE  Technology 


581.6 
318.8 
515.3 
492.2 
200.7 
339.1 
105.5 
178.1 
108.8 
134.0 
630.7 
*Mar.  19,  1999  = 


-0.9 
-1.5 
-1.0 
-2.0 
-0.8 
-2.1 
-1.8 
-2.0 
0.1 
-0.3 
-1.9 
1000      " 


7.2 
11.7 
14.8 
15.0 

9.6 
14.2 
16.2 

4.8 
11.3 
79.4 
37.6 


.  1-9 
15.4 

9.9 
12.5 

7.6 
10.2 
10.2 

4.3 

7.2 
91.9 
39.5 


•Feb.  7,  2000=1000 


BEST-PERFORMIMG 
GROUPS 


LAST 

MONTH  % 


LAST  12 

MONTHS  % 


Electric  Mfg.  Svcs.  20.7  Internet  Software  229.9 

Tires  &  Rubber  19.7  Wireless  Services  97.6 

Internet  Software  19.2  Comptr.  Stge.  &  Perphs.  88.0 

Semiconductors  18.7  Divsfd.  Metals  &  Mining  83.7 


Comptr.  Stge.  &  Perphs.    18.3    Internet  Retailers 

EQUITY  FUND  CATEGORIES 

4-WEEX  TOTAL  RETURN  %        52-WEEK  TOTAL  RETURN 


71.9 


LEADERS 


LEADERS 


Technology  14.7 

Japan  13.5 

Precious  Metals  12.5 

Diversified  Pacific/Asia  10.5 
LAGGARDS 

Financial  2.0 

Utilities  2.7 

Domestic  Hybrid  2.8 

Large-cap  Value  3.0 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 


Technology 
Precious  Metals 
Communications 
Latin  America 

LAGGARDS 

Miscellaneous 
Domestic  Hybrid 
Large-cap  Value 
Large-cap  Blend 

S2-WEEK  TOTAL  RETURN 
LEADERS 


49.8 
39.2 
38.7 
32.5 

10.4 
10.6 
12.5 
12.5 

% 


PFds.  Smicdr.  Ultsr.  Inv  33.3 

Reynolds  26.5 

Rydex  Electronics  Inv.  23.4 

ProFunds  UltraOTC  Inv.  21.5 

LAGGARDS 

PFds.  UltSh.  OTC  Inv.  -18.5 

Rydex  Dynam.  Vent.  100  -18.5 

Potomac  OTC/Short  Inv.  -9.9 

ProFunds  Short  OTC  Inv.  -9.7 


PFds.  Intnet.  Ultsr.  Inv.  182.9 

Jacob  Internet  165.0 

RS  Internet  Age  113.6 

Apex  Mid  Cap  Growth  107.2 
LAGGARDS 

Frontier  Equity  -64.5 

Rydex  Dynam.  Vent.  100  -64.4 

PFds.  UltSh.  OTC  Inv.  -64.3 

Potomac  OTC/Short  Inv.  -38.9 


GLOBAL  MARKETS 


SEPT.  10 


WEEK 


%  CHANl 
YEAR  TO 
DATE 


S&P  Euro  Plus  (U.S.  Dollar]  985.2  0.4  16.7 

London  (FT-SE 100)  4252.1  -0.2         7.9 

Paris  (CAC  40)  3328.7  -2.7         8.6 

Frankfurt  (DAX)  3536.9  -3.0  22.3 

Tokyo  (NIKKEI  225)  10,856.3  1.3  26.5 

Hong  Kong  (Hang  Seng)  10,810.3  -2.6  16.0 

Toronto  (S&P/TSX  Composite)  7571.1  -0.1  14.5 

Mexico  City  (IPC)  7734.7  0.2  26.2 

FUNDAMENTALS  SEPT.  9        WK.AGO 


S&P  500  Dividend  Yield  1.62% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  28.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  16.7 

First  Call  Earnings  Revision*  0.46% 


TECHNICAL  INDICATORS 


SEPT.  9 


1.62% 
28.7 
17.2 
0.02% 
*First  (| 
WK.AGO 


S&P  500  200-day  average  924.2  921.8 

Stocks  above  200-day  average  82.0%       81.0%    N| 

Options:  Put/call  ratio  0.65         0.76 

Insiders:  Vickers  NYSE  Sell/buy  ratio  4.69         4.29       N 


WORST-PERFORMING  LAST 
GROUPS  MONTH  % 


LAST1 
MONTHS! 


Homebuilding  -5.3 

Banks  -4.0 

Specialty  Appar.  Retailers  -3.1 
Health  Care  Equipment  -2.3 
Multi-line  Insurers  -2.2 


Health-Care  Facilities  -3j 

Tires  &  Rubber  -3] 

IT  Consulting  -ij 

Housewares  &  Specialties  -ij 
Tobacco 


INTEREST  RATES 

KEY  RATES 

MONEY  MARKET  FUNDS 

SEPT.  10 
0.61% 

WEEK  AGO 
0.62% 

YEAR 
1.3 

90-OAY  TREASURY  BILLS 

0.94 

0.97 

1.6 

2-YEAR  TREASURY  NOTES 

1.63 

2.00 

2.1 

10-YEAR  TREASURY  NOTES 

4.27 

4.60 

4.0 

.30-YEAR  TREASURY  BONDS 

5.16 

5.35 

4.8 

30-YEAR  FIXED  MORTGAGEt 

6.43 

6.49 

6.2 

tBanxQuote, 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
municipal  bonds,  assuming  a  30%  federal  tax  rate. 

tO-YR.80ND  30-YR. 

GENERAL  OBLIGATIONS 


3.94% 


4.8ll 


TAXABLE  EQUIVALENT 


5.63 


6.84 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


4.06 
5.80 


4.91 

7.i; 


THE  WEEK  AHEAD 


CURRENT  ACCOUNT  Monday,  Sept.  15.  8:30 
a.m.  EDT>-  The  U.S.  current  account 
deficit  is  forecast  to  have  reached  $138 
billion  in  the  second  quarter. 

INDUSTRIAL  PRODUCTION  Monday,  Sept.  15, 
9:15  a.m.  edt>-  August  factory  output 
probably  rose  by  0.1%.  That's  based  on 
the  median  forecast  of  economists  sur- 
veyed by  MMS  International.  The  average 
operating  rate  most  likely  held  at  74.5%. 

CONSUMER  PRICE  INDEX  Tuesday  Sept.  16, 
8:30  a.m.  edt>-  Consumer  prices  for 


goods  and  services  in  August  probably 
moved  up  0.3%.  Minus  food  and  energy, 
core  prices  most  likely  climbed  0.2%. 

FOMC  MEETING  Tuesday,  Sept.  16,  9  a.m. 
EDT>-  The  Federal  Reserve  Board's  Open 
Market  Committee  meets  to  set  mone- 
tary policy.  Every  economist  surveyed  by 
MMS  International  believes  the  Fed  will 
keep  the  federal  funds  rate  at  1%. 

NEW  RESIDENTIAL  CONSTRUCTION  Wednesday 
Sept.  17,  8:30  a.m.  edt>-  Housing 
starts  in  August  are  expected  to  have 
eased  to  an  annual  rate  of  1.83  million. 


LEADING  INDICATORS  Thursday  Sept.  18, 
a.m.  EDT>  The  Conference  Board's  Augl 
leading  indicators  index  likely  rose  0.'S)°/\ 


The  BusinessWeek  production  index  climbed 
the  week  ended  Aug.  30  to  199.2,  up  3.8%  frc 
a  year  ago.  Before  calculation  of  the  four-wei 
moving  average,  the  index  rose  to  200.7. 


BusinessWeek  online 


For  the  BW50,  more  investment  data,  and  the  | 
components  of  the  production  index  visit 
www.businessweek.com/magazine/extra.htl 
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COMPLIANCESOLUTIONS 

B0ST0N2003  


12  CPE/Cl 
CREDITS 


Best  Practices  for 

Public  Company  Executives 

Compliance  Solutions  brings  together  top  regulators, 
executives,  governance  experts  and  compliance  providers 
to  discuss  best  practices  and  practical  recommendations 
for  complying  with  the  latest  public  company  regulations. 


October  8  &  9  •  Boston,  MA 


ms  for  finance,  legal,  IR,  IS,  and  others  responsible  for  compliance.  Featured  Presenters  Include: 


Colleen  Sayther:  President  &  CEO,  FEI 
Lou  Thompson:  President  &  CEO.  NIRI 
Mark  Aaron:  VP  I.R.,  Tiffany  &  CO. 
Brett  Maclntyre:  VP,  IBM  Software  Group 
Dave  Flaschen:  Audit  Conrimittee,  Paychex 
Lee  Puschaver,  CAO,  ReetBoston  Financial 

. .  .and  many  other  governance  experts, 
regulators,  and  compliance  practitioners. 


C.  Breeder! 

-10  Chairman; 
e  Monitor  of 
Com.  Inc. 


Bill  Gradison 

PCAOB  Board  Member: 

Former  nine-term  U.S. 

Congressman.  Ohio 


Richard  Steinberg 

Developer  OOSO 

Internal  Control.  ERM 

Standards:  Former  Corp. 

Gov.  Leader.  PWC 


Stephen  Wagner 

Co-chair,  internal  controls 
practice.  Deloitte  &  louche 


REGISTER  TODAY 

www.csboston.com  •  888-519-9200 


BusinessWeek 


www.kvsinc.com 
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Index  to  Companies 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own  names. 
Companies  listed  only  in  tables  are  not  included. 


A 

Cathay  Pacific  Airways 

Abbott  Laboratories  (ABT) 

121 

131 

CBS  (VIA)  66 

Able  Manufacturing  & 

CDW(CDWC)36 

Assembly  36 

Charies  Schwab  (SCH) 

Adelphia 

114 

Communications 

Chelsea  Football  Club  63 

(ADLAC)  80 

Citigroup  (C)  90, 98 

AirTran  Holdings  (AAI)  40 

Coca-Cola  (KO)  16 

Alans  Medical  Systems 

Continental  Airiines  (CAL) 

(AMI)  131 

40 

American  Airiines  (AMR) 

Cordis  UNJ)  86 

40 

Credit  Lyonnais  46 

American  Express  (A)(P) 

Credit  Suisse  First  Boston 

121 

(CSR)  80 

American  Standard  (ASD) 

D 

12 

Da  Afghanistan  Bank  50 

Amrad  74 

DaimlerChrysler  (OCX) 

AOL  Time  Warner  (AOL) 

38,40 

12 

Davis  Selected  Advisors 

Aspen  Grove  Capital  112 

80 

AstraZeneca  (AZN)  40 

Dell  (DELL)  20, 98 

AT&T  0)74 

Deloitte  &  Touche  80 

B 

Did-tt.com  119 

Baja  Coast  SeaFaris  128 

Dow  Chemical  (DOW)  74 

Banc  of  America 

Dr.  Koop  LifeCare  90 

Securities  (BAC)  28 

Dunkin'  Donuts  90 

Bank  of  America  (BAC) 

E 

106 

Eaton  Vance  (EV)  12 

Bank  One  (ONE)  106 

Eisai  16 

BASF(BASFY)74 

Electronic  Data  Systems 

Baxter  International 

(EDS)  36 

(BAX)86,131 

Eli  Lilly  (LLY)  74 

BearingPoint  (BE)  50 

Enron(ENRNQ)16,42, 

Bedlam  Entertainment 

80 

119 

Epson  20 

Biogen(BGEN)86 

Expedia(EXPE)12 

Boston  Consulting  Group 

F 

90 

Boston  Scientific  (BSX) 

Fannie  Mae  (FNM)  42 

36,86 

Fidelity  Investments  80, 

106 

Business  Objects  (BOBJ) 
68 

First  Microfinance  Bank 
50 
Ford  (F)  38 

C 

Cambria  Consulting  90 

Fonrester  Research 

Canary  Capital  Partners 

(FORR)  106 

106,112,140 

Fox  Entertainment  (FOX) 

Capital  One  Financial 

66 

(C0n42 

Freddie  Mac  (FRE)  42, 80 

Capitol  Broadcasting  66 

FundExpress.com  106 

GameSpy  Industries  90 
Gannett  (GCI)  66 
GEGA  fT-Solutions  68 
Genentech  (DNA)  36, 42 
General  Motors  (GM)  38, 
40 

Goldman  Sachs  (GS)  28, 
80 

Grove  Farm  12 
Guinness  Atkinson  Funds 
106 
Guzman  132 

H 


Healthcare  Underwriters 

Group  of  Florida  12 
HealthSouth  (HRC)  80 
Hewlett-Packard  (HPQ) 

20 

Hilton  (HLT)  12 
Hispanic  Broadcasting 

(HSP)  132 
Honda  (HMC)  38 
Humana  (HUM)  131 
Hyatt  12 
Hyperion  Solutions  (HYSL) 

80 

I 


IBM  (IBM)  74, 132 
IDC  (IDC)  68 
IIBBank46 

Imagistics  International 
(IGI)132 

iManage(IMAN)132 
ImClone  Systems  (IMCL) 
80 

Industrial  Research 
Institute  74 
InFocus  20 
Inforte  (INFT)  66 
Intel  (INTO  74 
Intercontinental  Hotel 
Group  12 

International  Paper  (IP) 
42 

Interpublic  Group  (IPG) 
40 

Interwoven  (IWOV)  132 
Investment  Company 
Institute  80 


Janus  Capital  106 
J.D.  Power  &  Associates 

36 

JetBlue  Airways  UBLU)  40 
Johnson  &  Johnson  (JNJ) 

86    V 
J.P  Morgan  Chase  UPM) 

36 

K 


KPMG80 

L 


Legg  Mason  Funds 
Management  80 

Lihue  Plantation  12 

Upper  106 

LiquidNetlOO 

Logitech  International 
(LOGO  68 

M 


Manchester  United  63 
Manpower  (MAN)  36 
Mamott(MAR)12 
Maui  Land  &  Pineapple 

(ML?)  12 

Media  General  (MEG)  66 
Medinol  86 

Medtronic  (MDT)  80, 86 
Merck  (MRK)  74 
Memll  Lynch  (MER)  80, 

86,114 
Microsoft  (MSFD  68, 74, 

98, 132 
Monness  Crespi  Hardt 

132 
Moody's  Investors  Service 

(MCO)  36 
Morgan  Stanley  (MWD) 

38,80 

N 


National  Bank  of 

Pakistan  50 
National  Union  80 
NBC  (GE)  132 
NEC  (NIPNY)  20 
Ned  Davis  Research  114 
Networi^  Associates  (NET) 

36 

Nielsen/NetRatings  12 
Northwest  Airiines 

(NWAC)40,90,121 


Novartis  (NVS)  80 
O 


Openwave  Systems  90 
Oracle  (ORCL)  132 
Orbitz.com  12 


Panera  Bread  98 
Peri<inElmer(PKi)40 
Pfizer(PFE)16,80 
PhoCusWrightl2 
Phoenix  Wealth 

Management/Hanis 

Interactive  119 
PricewatertiouseCoopers 

80 

Procters  Gamble  (PG)  74 
Prudential  Securities 

(PRU)12,80,106 
Public  Rnancial 

Management  98 
Putnam  Investments 

(MMC)106 

Q 


Qwest  (k)mmunications 
International  (Q)  36 

R 


Rayovac(ROV)119 
Raytheon  (RTN)  36 
Ricoh  (RICOY)  132 
Rosenbluth  International 
40 
Rx  Depot  42 

S 


Saegis  Pharmaceuticals 
16 

Salomon  Smith  Barney 
(C)80 

Sanford  C.  Bernstein  90 
Sapient  48 

Schering-Plough  (SGP) 
42 

SCPIE  Holdings  12 
Sempra  Energy  80 
Sharp  (SHCAY)  132 
Smith  Barney  (C)  90 
Societe  Generate  46 
Soleil  Securities  132 
Southwest  Airiines  (LUV) 
40 


Spanish  Broadcastin 

System  (SBSA)  132 
Sprint  (FON)  80 
Standard  Chartered  I 

50 

Starwood  (HOT)  12 
StifelNicolausl32 
Strike  Holdings  98 
Strong  Capital 

Management  106 
Sun  Microsystems 

(SUNW)42 
Sunnyside  Farms  12 
Symantec  (SYMC)  68 

T 


Target  (TGT)  80 
Telemundo  132 
Thomson  Rrst  Call  IJJ 

80,114 
Toshiba  (TOSBF)  20, 
Toyota  (TM)  38 
Travelwebl2 
Trend  Micro  (TMIC)  6^ 
Tribune  (TRB)  66 
TRowe  Price  106 
24/7  Customer  68 
Tyco  International  (TY 

80 

U 


United  Airiines  (UAL) 
Univision 

Communicatk)ns  (U\ 

132 
U.S.  Bancorp  Piper  Ja 

(USB) 132 
Utilities  International 

V 


Vanguard  Group  80, 1 
Viacom  (VIA)  132 
Victory  Capital 
Management  1 14 

W 


Walt  Disney  (DIS)  90. 
Wasatch  Advisors  1 
Wipro(W[T)68 
WoridCom  80 
Wyeth  (WYE)  86 

X 


Xerox  (XRX)  74, 80 
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sIness/Career  Opportunities 


The  current  SLOW 

economy  is  making 

BIG  MONEY  for  loan 

and  leasing  brokersi 


BuMln»»*  Loan*  ■  equlpmtnl  L»af 

OMM  W4NI  PUm 
•4MMUIM  iCUM  eOMMUf  V  | 

Ho  txp«r/«nc«  n*9d9ii...W9  support ) 

«CEIVE  A  FREE 

U  MINUTE  VIDEOTAPE  UMtNAR 
FULL  COLOR  INFO  PACKET  &  BRO 


800-336-3933 


www.vifvttic.coni 
'The  Loaa  Coasallaati,  Ibc. 


SIX  FIGURES... 

Plus  Car  &  Home  Benefits 
3illion  S  Int'l  Health  Corp.  from 
span.  Unlimited  Earning  Poten- 
tial from  Your  Home  Office. 
or  Business  Ownership  details,  call 

877-747-6629 
'WW.  Bpillars.  com /m  miller 


Advanced/Distance  Learning 


DistANCC  Leakninc  •  Off  Campus 
Hoke  Study 


FiMMi  \ni  R  BS  or  MS  D«>ri;k 


:c  -^  I* 


Degree  completion 
programs  a\«ilable 

•  Biuin<»s  Administracion 

*  Management 

•  Psychotog^- 

*  Education 

Credsl  for  Career/  Life  ezpcficocc 

Self-Paced  Prognm 

Opca  EmoUmeot  ■  Stut  ABytime 

Univernly 
700  Ptoflh  Mdn  StraM 

■  3Z701 


IJl  547  9625  •     800;  854  8763 


Corporate  Gifts 


2  (10  01)  lyallsmco  RIBEYE  STEAKS 
2  (10  oi)  PotntRlder  NY  STRIP  STEAKS 
8  (6  oz)  Big  Rancher  STEAK  BURGERS 

Rcgiilariy'$9T.  Specially  Priced  at  $69 


■  For  an  additional 

10%  off 

use  coupon  code 
1054321538  by 
W8m3 


as  Majestic  as 


'^W^^ 


To  order  or  request  a  free  catalog,  visit 
moiitaiialegeiid.coin  or  call J^Bf^38-5657 


Luxury  Resort  Mansions 


Two  new  resort  golf 
course  mansions  are 
available  for  one  month, 
deeded  interests.  Term- 
5  years. 


r^. 


%, 


RESORT 
MANSIONS 

The  grandeur  of  a  mansion. 
The  services  of  a  5 -star  hotel. 


phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  not  an  offer  to  sell  nor  a  solicttatton  of  an  offer  to  buy  to  residents  of  any  state  in  which 
registration  requirements  have  not  been  fulfilled.  Void  where  prohibited. 


Financial  Services 


INCOME! 
INCOME!  INCOME! 

The  retirement  income  fund  is  a  diver- 
sified, no-load  mutual  fund.  The  Fund 
emphasizes  income.  Investments  include 
bonds,  common  stocks  and  prefen'ed 
stocks.  We  continually  offer  new  shares. 
For  more  information,  including  current 
yield,  total  return  and  a  prospectus  call 
toll-free  at  1-86&«63-8023. 


Advanced/Distance  Learning 


'  Prestigious  British  University  Accredited 
Under  Royai  Charter 

•  One  of  the  World's  Largest  Distance 
Learning  MBA  Programs 

■  All  Necessary  Study  Materials  Provided 
'  Access  To  On-Line  Facilities 

•  Support  From  Local  Resource  Centers  and 
Student  Networking 

'  Flexible  financing  &  Payment  Plans  Available 

University  of 

Leicester 


Call  Today:  800-874-5844 
or  visit  wvwv.rdi-usa.com 
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Banners 


Quality,  Custom  Vinyl  Banners 
Easy  Online  Ordering 
Fast  Service^^^»*^= 

iiPrWinilS 

www.HalfPriceBanners.com 


Advanced/Distance  Learning 


DISTANCE  LEARNING 


B6A  and  MBA  in  Business 

BA  and  MA  in  Psychology 

Southem  Califomij  Uninuiily 
(or  PrafoMmul  Stwlics 

laai  I.  ink  Stnrt.  S^  Aa&  CA.  <SS 

Since  1978 
Educational  Loans  Availal>le 
(•00)477-2254 


ABSOLUTELY  FREE 
EVALUATION 


Bachelor's  -  Master's  - 
Ph.D.  Degrees 

Based  on  life  and  work  experience. 

Confidential  -  Fast  ~  Student 

Loans,  www.arrc.org 

800-951-1203 


Editorials 


THE  BUDGET:  MAKE  THE  TOUGH  CHOICES 


Iraq's  impact  on  the  budget  deficit  is  starting  to  unhinge 
Washington.  President  George  W.  Bush's  surprise  an- 
nouncement that  he  will  ask  for  $87  billion  in  new  money  to 
fund  operations  in  Iraq  for  fiscal  2004  means  the  deficit  AviU 
shoot  past  $500  billion  next  year,  heading  toward  a  staggering 
$600  billion.  Total  budget  deficits  for  the  next  10  fiscal  years, 
from  2004  through  2013,  may  be  pushing  $6  trillion  or  more. 
The  final  total  depends  in  part  on  whether  Washington  can 
cut  a  deal  in  the  U.N.  to  bring  in  European,  Asian,  and 
Middle  Eastern  countries  to  share  the  financial  burden  of 
reconstructing  Iraq.  The  budgetary  clock  is  running:  The 
deficit  is  already  approaching  5%  of  gross  domestic  product,  a 
key  political  trigger  point.  The  last  time  this  happened,  back 
in  1992,  Congress  was  pressured  to  institute  caps  on  dis- 
cretionary spending.  This  time  around,  spending  caps  may  not 
be  enough.  None  of  the  choices  ahead  wiU  be  easy,  but  choic- 
es must  nevertheless  be  made  (page  36). 

Certainly  a  strong  recovery  and  a  rising  stock  market 
will  increase  tax  revenues.  Today,  federal  tax  revenues  as  a 
share  of  GDP  are  down  to  16%,  a  50-year  low.  They  are  sure 
to  rise.  But  even  the  Congressional  Budget  Office,  which  is 
now  led  by  a  supply-sider,  agrees  that  there  is  no  way  that 
the  recent  tax  cuts  can  pay  for  themselves.  The  hope  that 
"dynamic  scoring"  wiU  solve  the  problem  of  making  choices  is 
gone.  Higher  economic  growth  won't  generate  enough  rev- 
enues to  balance  the  kind  of  budget  deficits  we  see  devel- 
oping today. 

The  Baby  Boom  generation  will  start  retiring  in  earnest  in 
seven  years,  putting  a  huge  drain  on  government  finances 
precisely  when  the  budget  deficit  is  soaring.  This  means 
making  choices  is  essential  as  the  decade  progresses.  Some 
80%  of  the  budget  is  already  cordoned  off  in  nondiscre- 


tionary  spending  for  Social  Security,  Medicare,  military 
lays,  homeland  security,  and  interest  payments  on  the 
eral  debt.  The  rest  goes  for  highways,  education,  farm 
sidies,  national  parks,  and  numerous  other  things.  Reinin 
the  budget  is  all  about  what  you  get,  what  you  give  up,  v 
benefits,  who  doesn't. 

What  is  on  the  table?  As  the  deficit  mounts,  there  will 
pressure  to  phase  out  the  cuts  in  income  and  inherita 
tax  as  scheduled  and  not  make  them  permanent,  postf)one 
ing  the  alternative  minimum  tax  (amt),  back-burner  the 
in  the  corporate-tax  rate,  reduce  the  Medicare  prescript 
drug  benefit,  and  curb  discretionary  spending  for  highwi^ 
education,  parks,  and  health.  The  cost  of  fixing  the  amt 
is  about  $400  billion  over  10  years.  The  drug  benefit  com( 
about  $400  billion.  And  making  the  2001  income  tax  cut 
manent  will  amount  to  $1.6  trillion  over  a  decade.  So; 
thing  will  have  to  give. 

There  are  already  indications  that  the  White  House 
congressional  leaders  are  trying  to  avoid  making  the  h 
choices  by  treating  the  request  for  an  additional  $87 
for  Iraq  as  if  it  were  off-budget  spending.  This  would 
them  to  not  count  it  as  part  of  the  budget  total.  It's  poli 
as  usual  in  Washington,  played  by  both  political  parties  w 
vested  stakes  in  their  own  partisan  programs.  And  it  epij 
mizes  the  failure  of  the  nation  and  its  political  leaders 
make  the  difficult  choices  needed  if  America  is  to  a 
strangling  its  future  prosperity  on  higher  interest  rates 
burdening  its  children  with  enormous  debts.  Washin; 
should  reject  the  temptation  to  cheat  on  the  budget,  and 
public  should  stop  denying  what  is  painfully  clear.  The  tij 
for  choosing  what  people  want  and  what  they  can  afford  ■ 
drawing  very  near. 


RESTORING  TRUST  IN  MUTUAL  FUNDS 


It's  time  for  the  wholesale  reform  of  the  nation's  mutual- 
fund  industry.  New  York  State  Attorney  General  Eliot 
Spitzer  has  revealed  that  big  fund  companies  gave  special 
breaks  to  a  hedge-fund  manager  that  were  not  available  to 
average  investors  and  that  may,  in  fact,  have  been  detri- 
mental to  their  interests.  Canary  Capital  Partners  settled 
with  Spitzer  by  paying  $30  million  in  restitution  and,  in  ad- 
dition, a  $10  million  fine — ^without  admitting  guilt  (try  ex- 
plaining that  to  your  children).  Thi.s  is  by  no  means  the  first 
time  that  small  investors  have  gotten  the  short  end  of  the 
stick  fix>m  mutual  funds.  They've  been  suffering  for  years,  and 
it's  got  to  stop  (page  106). 

ExcesvSive  costs,  high  fees,  and  high  compensation  paid  to 
mutual-fund  managers  regardless  of  performance  have  been 
seriously  eroding  investor  retvu-ns  for  far  too  long.  Investors 
even  have  to  pay  fees  for  funds'  marketing  and  advertising 


costs  imder  the  infamous  12(b)- 1  rule.  This  is  simply  absu 
What  is  needed  above  all  is  for  the  Securities  &  E 
change  Commission  and  the  funds'  own  trustees  to  step 
to  their  responsibilities.  Putting  a  stop  to  activity  that 
against  the  law  is  just  one  step.  Public  and  private  oversea 
need  to  insist  that  mutual  funds  must  publish  quartei 
statements  that  clearly  show  how  much  investors  are  payi 
in  the  form  of  fees  on  their  accounts.  Investors  need 
know  how  much  the  mutual-fund  managers  are  actua 
compensated.  And  they  need  the  sec  to  withdraw  its  12C 
1  rule,  which  it  imposed  on  investors  in  1980  to  help  bolstl 
the  mutual-fund  industry.  Mutual-fund  reform  must  ta] 
its  place  beside  corporate  reform  if  America  is  ever  to  i 
store  popular  trust  in  investing  again.  With  the  econorl 
reaching  lift-off  and  the  stock  market  moving  higher  orj 
again,  there  is  no  time  to  waste. 
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Fleetis  employee  sales 
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Dean  Athanasia  knows  that  business  success  depends  on  teamwork  and  commitment  to  customii 
satisfaction.  That's  why  Fleet  relies  on  Siebel's  Employee  Relationship  Management  softwai 
It  aligns  Fleet  employees  using  real-time  intelligence,  so  customers  get  the  personaliz< 
solutions  they  want.  Sales  productivity  is  up  21%.  Cross-sell  revenues  rose  14%.  And  producj 
used  per  customer  grew  16%.  Dramatic  proof  that  teams  using  Siebel  ERM  deliver  real  resuli 


Proven  ERM.  Proven  results. 


To  learn  how  Fleet  achieved  these  results,  visit  www.siebel.com/casestudies  or  call  1-800-307-2181. 

©2003  Siebel  Systems,  Inc.  AH  rights  reserved.  Siebel  and  the  Siebel  logo  ore  trademarks  of  Siebel  Systems,  Inc..  and  may  be  registered  in  certain  jurisdictions.  Other  product  nomes,  designations  ortd  logos  moy  be  the  IrodemariQ  of  their  respeclrve  ownc 


LllHllllillillJ 


\l 


i  S^pht^Jo*^  2/) 


nt  iur  £z 


I 


/IBER  29.  2003 


.om  pa. lies 


I 


www.businessweek.com 


Unable  to  raise  prices, 
companies  are  hitting  consumers 
with  hundreds  of  hidden  charges. 
That's  creating  stealth  inflation 
and  fueling  a  popular  backlash. 
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Are  you  in  or  out?  Reuters  double  checks  its  facts 
so  you  can  make  a  call  with  confidence. 
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WISH  UPON  A  STAR 


PROFITS     &     PRINCIPLE 


The  sun  holds  such  bright  promise  as 

0  clean,  renewable  energy  source. 

And  yet  for  years,  it's  remained  out  of 

reach.  Clean,  yet  too  expensive. 

So  the  question  is:  Do  we  follow  the  sun 

or  just  turn  out  the  lights  and  go  home? 


(Each  Shell  company  is  a  separate  and  distinct  entity.  In  this  advertisement,  the  words  "Shell  "  we,  us  and  our'  refer,  m  some  places  to  the  Roya' 
as  o  whole,  and  in  others  to  an  individual  Shell  company  or  componies,  where  no  useful  purpose  is  served  by  identifying  the  specific  company  or  come 
reference  to  "Shell  Infernafional  Renewables"  is  a  reference  to  those  Shell  companies  which  are  individually  engaged  in  the  Renewabies  bus  '-ess  1 


OR  MAKE  A  DREAM  COME  TRUE? 


inoring  alternative  energy  is  no  alternative.  Fossil  fuels 

ire  going  to  remain  the  major  source  of  energy  for  the 

foreseeable  future,  but  we  are  also  working  on  new 

energy  technologies.  Keeping  pace  with  the  world's 

accelerating  demand  for  energy  and  supplying  power 

to  remote  areas  require  Shell  to  pursue  renewable 

resources  like  solar  and  wind  energy.  We  established 

Shell  Renewables  with  a  commitment  to  develop  these 

lew  opportunities  commercially.  One  of  our  goals  is  to 

make  solar  energy  cheaper,  more  efficient  and  more 

accessible,  both  for  businesses  and  homes.  It's  part  of 

)ur  commitment  to  sustainable  development,  balancing 

sconomic  progress  with  environmental  care  and  social 

sponsibility.  So  with  real  goals  and  investment,  energy 

from  the  sun  can  be  more  than  just  a  daydream. 


WE  WELCOME  YOUR  INPUT.  CONTACT  US  ON  THE  INTERNET  AT  WWW.SHELL.COM/SOLAR  OR 
EMAIL  US  AT  'TELL-SHELL@SI  SHELL  COM'  OR  WRITE  TO  US  AT  USTENING  AND  RESPONDING, 
SHELL  OIL  COMPANY,  PO  BOX  2463,  HOUSTON,  TX  77252. 
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SOME  THINGS  WORK  BETTER  WHEN 
YOU  PUT  THEM  TOGETHER. 
RETIREMENT  PLANS,  FOR  INSTANCE. 


i 


FIDELITY 

ORKPLACE 

SERVICES'" 

HR/Payroll 
Defined  Benefit 
Defined  Contribution 
Health  and  Welfare 
Stock  Plans 


Defined  contribution.  Defined  benefit.  They  work  separately,  but  combined, 
they're  even  more  rewarding.  One  provider  for  total  retirement  management 
means  one  point  of  contact  for  you,  one  source  of  data  for  your  company 
and  one  comprehensive  view  of  retirement  benefits  for  your  participants.  Find 
out  more  at  www.fidelity.com/workplace  or  call  Joe  Dattilo  at  877-902-0330. 


OMPREHENSIVE  HR/BENEFITS  OUTSOURCING 


ip.inv  LL 


EDITED  BY  IRA  SAGER 


TAX  DOLLARS  AT  WORK 

GALLING  NEW  JERSEY 
VIA  NEW  DELHi 

it's  not  just  corporate 
America  that's  shipping  jobs 
overseas.  Faced  with  the  need 
to  slash  spending  and  mod- 
ernize computer  systems, 
state  agencies  from  New  Jer- 
sey to  New  Mexico  are  fun- 
neling  programming  and  call- 
center  work  to  contractors 
that  use  overseas  labor.  Of  the 
$3.8  biUion  in  tech  spending 
states  will  outsource  this  year, 
nearly  5%  will  go  offshore, 
says  Gartner  Dataquest  ana- 
lyst Rishi  Sood.  That  will  dou- 
ble by  2006. 

To  halt  the  flow  of  public 
jobs  overseas,  at  least  six 


HELP 
LINE:  In 

India 


states  are  con- 
sidering legislation 
to  stop  the  use 
of  foreign  labor. 
"State  govern- 
ments should  not 
be  exporting  jobs 
when  we  have 
skyrocketing  un- 
employment," says 
Shirley  Turner,  a 
Democratic  state 
senator  in  New 
Jersey.  Lawmak- 
ers say  outsourc- 
ing also  erodes 
states'  tax  bases. 

Still,     offshore 

workers  are  a  bargain,  and 
they're  able  to  work  with 
states'  aging  mainframe  com- 
puters, says  Martin  Clague, 
CEO  of  consulting  firm  Covan- 
sys.  "Mainframe  skills  have 
been  atrophying  in  the  U.  S.," 
he  says.  Covansys  has  40% 
of  its  4,800  workers  in  India. 
State  officials  say  that 
they  are  simply  providing 
taxpayers  with  services  at 
the  lowest  cost.  "Unless  the 
laws  are  changed  to  restrict 
it,  you're  going  to  see  more 
of  this,"  says  Allen  Larson, 
South  Carolina's  unemploy- 
ment insurance  director.  If 
so,  even  more  U.  S.  jobs  will 
flow  overseas.      Dean  Foust 


THE  LIST   GRIME  WATCH 


Merrill  Lynch's  recent  $45  million  fraud  is 
among  the  largest  at  a  U.S.  financial  institution. 
Below,  the  biggest  U.S.  embezzlement  cases: 

FINANCIAL 
INSTITUTION 


EVERGREEN 
INTL. 

2001 

MERRILL 
LYNCH 

2003 

OAKWOOO 
DEPOSIT 

2002 

SHEARSON 
LEHMAN 

1987 

Data:  Fitch  Risk 


AMOUNT         SCHEME 

$105       Founder  Andrei  Koudachev 
million     indicted  on  charges  of  fraud 
and  money  laundering 

$45         Former  energy  trader  Daniel 
million     Gordon  is  being  investigated 

for  a  questionable  hedge  contract 

$40         CEO  Mark  Steven  Miller  kept 
million     two  sets  of  books  and  tunneled 
funds  into  his  own  accounts 

$19         Broker  Mark  Stahl  used  check 
million     kiting  to  steal  $19  million 


TALK  SHOW  ttYou  make  a  lot  of  money  off  the  piracy  [of 
music],  don't  you?55 

— Appeals  Court  Judge  John  Roberts  to  a  lawyer  for  Verizon, 
which  is  challenging  subpoenas  to  divulge  customers'  names 


HAULS  OF  IVY 

ABOUT  THAT 
B-SCHOOL... 


WITH  THE  DOWNTURN  PINCH- 

ing  college  budgets,  one  New 
Jersey  school  is  getting  un- 
usually proactive  about  bring- 
ing in  the  cash.  On  Sept.  16, 
WiUiam  Paterson  Uni- 
versity sued  E*Trade 
Financial,  claiming 
the  firm  reneged  on  a 
$5  million  pledge. 

Former  E*Trade 
CEO  and  Paterson 
alum  Christos  Cot- 
sakos  pledged  a  $10 
million  gift  in  2001— 
$5  million  from  his 
personal  piggy  bank 
and  $5  million  from  E*Trade's 
coffers.  The  school  named  its 
business  school  after  Cot- 
sakos  and  built  the  E*Trade 
Financial  Learning  Center, 


COTSAKOS: 

/  owe  U. 


with  a  simulated  trading  fli 
Another  condition:  The  schi 
was  to  hold  the  money  in 
E*Trade  account. 

But  the  school  only 
ceived  half  of  E*Trade's 
and  was  told  in  May  t 
there  would  be  no  more  m( 
ey  coming,  the  suit  says.  P; 
Rowe,  the  school's  lawyi 
says  Cotsakos  has 
paid  his  full  $5  millii 
either.  Rowe  isn't 
Cotsakos'  share  is  d 
yet.  E*Trade  and  t 
school  declined  co; 
ment.  Attempts 
reach  Cotsakos  wel 
unsuccessful. 

Cotsakos  1 

E*Trade  in  Janua: 
after  a  flap  over 
$77  million  pay  package, 
still  holds  3.9  million  shar( 
worth    almost    $40    millio 
That's  worth  a  few  more 
schools.  Brian  Him 


AFTERLIVES 

JEROME  YORKS 
WAREHOUSE  OF  WOE 

THE   TECH   WRECK   HUMBLED 

its  share  of  twentysomething 
execs,  but  it  has  wreaked 
havoc  on  seasoned  hands,  too. 
The  latest  victim:  Jerome  B. 
York,  the  former  chief  finan- 
cial officer  of  Chrysler  and 
IBM,  who  cut  bilHons  of  dol- 
lars in  costs  to  help  turn 
aroimd  those  corporate  icons. 
In  February,  2000,  York, 
along  with  the  Los  Angeles 
buyout  firm  Freeman,  SpogU, 
and  a  group  of  private  in- 
vestors including  Michael 
Ovitz  and  former  Northwest 
Airlines  Chairman  Gary  Wil- 


YORK:         son,  paid  $725  mi 
Bad  lion  to  take  Mici 

timing  Warehouse  privatt 
But  this  pae 
Sept.  11,  Micro  Warehous 
filed  for  bankruptcy  protec 
tion — just  three  days  afte 
York  unloaded  most  of  it  t 
rival  CDW  for  a  paltry  $2 
million.  What  went  wrong 
The  leveraged  buyout  left  M 
cro  Warehouse  with  a  crushj 
ing  debt — more  than  $10 
miUion  at  the  time  of  bank 
ruptcy.  "They  loaded  thj 
company  with  debt  just  i^ 
time  for  the  worst  cycle 
the  history  of  the  industry,^ 
says  Roy  Vallee,  CEO  of  elec 
tronics  distributor  Avnet. 

Also  left  holding  the  bad 
were  unsecured  creditors,  inf 
eluding  Ingram  Micro,  $17.1 
million;  Hewlett-Packard,  $8.^ 
million;  and  Toshiba,  $3.1  ml] 
lion.  Distributor  Ingram  say^ 
it's  considering  legal  actioi 
because  Micro  Warehouse  die 
not  divulge  its  problems  ir 
negotiations.  Micro  Warehouse 
didn't  pay  York's  former  em- 
ployer either.  It  owes  IBM 
$2  miUion.  York  declined  to 
comment.      Spencer  E.  Ante 
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.esetved  Microsoft,  SQL 


Build  a  200-server  infrastructure. 


ith  10  servers. 


ntroducing  Microso 


ws  Server  2003.  Do  more 


'ou  re  being  asked  to  do  more.  You're  being  asked  to  do  it  with  less.  Microsoft" 
Vindows  Server  2003  is  designed  to  help  you  manage  these  opposing 
orces  with  powerful  server  consoli(iatiO''  capabilities  that  increase  efficiency, 
Jecrease  man-hours,  and  lower  yourtotal  cost  of  ownership.  Download  your  free 
evaluation  copy  of  Windows  Se-'ver  2003  at  microsoft.com/windowsserver2003 
Joftware  for  the  Agile  Business..  "**^ 

A 

nformation  Resources.  Inc.  'IRD  managesover  122  terabytes  of  data  to  provide  consumer 
lehavior  insig'  i.  as.  a -zed  anaiyiics.  and  decision  analysis  tools  for  some  of  the  largest 
consume' caz^agec  goods,  healtlicare,  retail,  and  financial  companies  in  the  world.  To 
nee'  "creas'"!  jemancf  for  faster,  more  granular  business  intelligence  while  reducing 
:5:=.  ^:  5  vS/ng  64-bi:  editions  of  Windows  Server  2003  e  ;  1  -  '-.erver'"  2000  on  an 
-•5  :a-.am  2  system  to  deliver  faster  answers  to  itst^ic^e^i.  The  result?  IRI  will  be 
ic  e  lO  process  more  queries,  using  a  fraction  of  the'^^-Tce'  ^^^^s  while  realizing 
■•gnificant  cost  savings  and  improving  customer  ser-iv'^  ^ 


Up  Front 


DRAWN  &  QUARTERED 


DOWNLOAD  DEBATE 

YOU  BOUGHT  A  SONG. 
NOW  TRY  TO  SELL  IT 

IN  CONTRAST  TO  THE  RECORD- 

ing  industry's  litigious  stance 
on  dowTiloading  music,  Apple 
Computer  promotes  its 
iTunes  Music  Store  as  free 
from  legal  hassles.  "It's  your 
music,"  declares  its  Web  site. 
If  so,  you  should  be  able 
to  give  it  away  or  sell  it, 
right?  A  section  of  copyright 
law  called  first  sale  gives 
the  owner  such  rights.  Busi- 


nesses— from  used 
bookstores  to  Block- 
buster— exist  because 
of  it. 

But  consider  the  ex- 
perience of  George 
Hotelling.  He  wanted 
to  sell  a  song  he 
bought  on  iTunes  for 
99(2  to  test  the  law.  On 
Sept.  3,  he  put  the 
song  on  eBay,  but  the 
auction  was  canceled. 
EBay  doesn't  allow  the 
resale  of  digital  prod- 
ucts dehvered  online. 
Besides,  Apple's  anti- 
piracy  software  pre- 
vented HotelUng  from  trans- 
ferring ownership.  So  he  had 
to  give  his  account  to  a 
friend,  who  paid  500  for  the 
song.  "You  have  less  control 
than  over  a  physical  CD," 
Hotelling  says.  Apple  de- 
clined to  comment. 

As  customers  buy  more 
digital  works,  resale  rights 
win  become  a  bigger  issue.  "If 
[Apple]  prevented  him  from 
selling,  then  it  wasn't  right  to 
say  he  owned  a  copy,"  says 
Jessica  Litman,  a  Wayne 
State  University  law  profes- 
sor. Then  what  did  Hotelling 
pay  for?  HeaHier  Green 


hWAY  PATROL 

MORE  WAYS  TO 
PRICE-SHOP  ONLINE 

LEFT  FOR  DEAD  IN  THE  DOT- 

com  crash,  Web  sites  that 
compare  prices  are  staging  a 
surprise  comeback.  Traffic  to 
Dealtime,  BizRate,  and  Price- 
Grabber.com  has  surged  up 
to  133%  from  a 
year  ago,  accord- 
ing to  market 
researcher  Niel- 
sen/NetRatings. 
"It  feels  like 
1999,  but  with 
real  results," 
says  Nirav  Tolia,  chief  oper- 
ating officer  at  Dealtime. 

Credit  more  savvy  con- 
sumers— and  retailers,  who 
know  that  shoppers  directed 
their  way  through  price-com- 


parison sites  are  primed  to 
buy.  The  fees  that  retailers 
pay  for  these  leads  have  made 
each  company  profitable.  Now, 
the  comparison  sites  are  gear- 
ing up  for  the  holidays  by 
adding  new  items  such  as 
home  products.  And  later  this 
month,  Dealtime  \\i\\  be  re- 
launched as  Shopping.com,  a 
name  that's  easier  to  recall. 
Yet  their  success  may  be 
short-lived.  Goo- 
gle, Yahoo!,  and 
others  are  build- 
ing their  own 
comparison  serv- 
ices. "Portals  and 
search  engines 
could  siphon  off 
this  traffic,"  warns  Forrester 
Research  analyst  Carrie  John- 
son. The  residt:  Only  one  in- 
dependent is  likely  to  siirvive. 
Danvin,  it  seems,  still  rules 
the  Net.  Robert  D.  Hof 


BOOK  NOTES 

OFT-TOLD 
TALES 


JUST    HOW    MANY    BOOKS    ON 

the  AOL  Time  Warner  merger 
do  we  really  need?  Three  will 
be  out  by  January,  when 
HarperCollins  offers  Fools 
Rush  In,  following  publica- 
tion of  Stealing  Time  (Simon 
&  Schuster)  and  There  Must 
Be  a  Pony  In  Here  Some- 
where (Crown).  By  late  fall, 
there  will  be  six  journalistic 
chronicles  on  Enron  and  two 
new  portraits  of  Oracle's  Lar- 
ry Ellison — to  add  to  four 
earlier  ones. 

Editors'  headline-chas- 
ing— helped  by  some  sorry 
developments  in  the  busi- 
ness-book biz — is  largely  to 
blame.  Since  2(X)0,  sales  have 
dropped  by  9%,  to  $834  mil- 
lion in  2002.  That's  due  in 
part  to  cutbacks  in  corpo- 


rate-training       progra 
which  buy  management 
self-help    books.    And    t| 
economy's  woes  dampe 
enthusiasm  for  personal 
nance.  That  leaves  busin^ 
narratives  as  a  primary  f( 
for  publishers. 

Does    it    make 
sense  to  release 
so  many  similar 
books     at     the 
time?  "If 

buyers 
to    pick 

among 

books, 
they're   proba- 
bly not  going  to 
pick  anything," 
says  Simon  & 
Schuster  editor 
Fred  Hills.  It 
sounds      like 
yet    another 
case  of  fools 
rushing  in. 
Hardy  Green 
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THE  BIG  PICTURE 


A  HEALTH-CARE  BUBBLE? 

Venture  capitalists  are  valuir 
companies  almost  twice  as 
Below,  the  average  worth  aj 
just  before  making  an  inve 


g  health-care 
as  technology  star 
ned  by  VCs  to  compariT 
ent: 


INFORMATION  TECHNOLOGY 


Qi- 


l'02 


II 


•03 


II 


▲  MILLIONS  OF  DOLLARS 


Data:  VentureOne  Corp. 


PoUs,  surveys,  and  other  items  for  consideration  in  this  section  should  be  sent  to  upfront(3 businessweek.com 
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Dn  earth  are  your 
niles  getting  you 


With  AAdvantagef  the  world's  largest  frequent  flyer  progrann,  you  can  get  to  over  850  award  destinations 

worldwide.  Why  in  the  world  would  you  fly  an  airline  that  can  get  you  to  only  a  handful?  And  you  can  check, 

manage  and  redeem  all  your  miles  online  at  AA.com.*  So  next  time  you  fly,  get  a  lot  more  airline. 


AmericanAirlines'  /C 

AA.com      ^^B 
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CAN  WE  MAKE 
COMPUTERS  SAFE? 


Homogeneous  computer  networks, 
like  homogeneous  populations  of  plants 
and  animals,  are  at  a  higher  risk  of  in- 
fection than  heterogeneous  networks 
("Epidemic,"  Cover  Story,  Sept.  8).  Un- 
fortunately for  many  businesses,  their 
corporate  networks  were  built  nearly 
exclusively  from  Intel  Corp.-based  PCs 
and  servers  running  variants  of  the 
Windows  operating  system.  This  pro- 
duces an  environment  receptive  to  in- 
fection and  to  the  nefarious 
programmers  who  write 
"viruses." 

Obviously,  a  network  run- 
ning multiple  operating  sys- 
tems upon  multiple  hard- 
ware architectures  would 
not  be  immune  to  infection. 
However,  the  effects  would 
be  mitigated.  Cyberdiversit}-, 
like  biodiversity,  produces  a 
more  resilient  distributed 
system.  It  is  also  one  part  of 
a  possible  total  solution  that 
can  be  implemented  imme- 
diately. Most  businesses  probably  can- 
not replace  their  W^dows-over-Intel  net- 
work, but  they  can  diversify. 

Gregory  L.  Opp 
Hudson,  Mass. 

While  spam  and  e-mail  viruses  have 
mostly  been  a  nuisance  so  far,  the  po- 
tential threat  is  far  more  sinister.  The 
next  major  terrorist  act  may  not  be 
bombs  or  planes  flying  into  skyscrap- 
ers but  cyberhacldng  into  the  nation's 
businesses  to  access  ftmds  and  informa- 
tion. So  much  of  our  nation's  business  is 
conducted  on  the  Internet,  with  rela- 
tively httle  protection  against  fanatical- 
ly committed  international  criminals 
with  the  motive  and  incentive  to  rob 


our  banks,  raid  our  investments, 
divert  money  from  all  manner  of  reti| 
ment  funds  and  other  accounts. 

W^th  all  the  Administration's  rhet 
about  homeland  security,  I  don't  hd 
many  ideas  in  regards  to  protecti] 
ovu-  financial  resources  from  this  kinc 
threat. 

Linda  Umst 
Mililani,  Ha\ 

Your  writers  failed  to  emphasize 
most  important  party  responsible 
the  failures  of  Microsoft  Corp.  and  o 
er  companies  to  provi 
adequate  secvirity  in  t 
products  they  market:  tl 
customer.  How  many  bu| 
nesses  or  individuals 
elude    security    in    th 
selection  criteria  for  co: 
puter  and  network  h 
ware  and  software?  H 
many  companies  have 
competent  security  sta; 
that  report  to  executiv 
with  sufficient  authoril 
to  control  the  security  a 
chitecture  and  administr 
tion  of  their  networks?  Why  shou 
Microsoft  or  any  other  vendor  attemj 
to  deUver  what  the  market  does  n 
ask  for  or  buy? 

In  that  regard,  the  market  for  co: 
puter-network  seciority  is  similar  to  t 
market  for  auto-safety  devices  and  d 
sign.  It  will  require  federal  legislatii 
for  needed  computer  and  network  a 
countability  and  security  controls, 
technology  to  make  computers  and  ne 
works  more  seoire  exists,  but  few 
willing  to  pay  for  it. 

Dayle  Col 
Warsaw,  Y^ 

Remember,  without  a  "host,"  a 
cannot  reproduce  and  spread.  An  analc 
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Solar  Energy  System 


SUNVISTA 


be  enlightened 


troducing  the  more  enlightened  home  energy  choice  -  Sunvista  solar  energy  systems  from  Sharp.  The  cleaner,  more 
ficient  way  to  power  your  home,  from  the  world's  leading  manufacturer  of  solar  panels.  Sharp's  fully  integrated  system  helps 
)u  manage  your  energy  costs,  providing  reliable,  environmentally  responsible  power,  while  reducing  your  dependence 
1  local  power  companies.  Sunvista  from  Sharp.  Designed  for  the  way  you  think,  designed  for  the  way  you  live,  sharpusa.com 


be  sharp 
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CORRECTIONS  &  CUWIFICATIONS 

In  "Look  before  you  listen"  (BusinessWeek 
Investor,  Nov.  25,  2002),  BusinessWeek  in- 
correctly stated  that  Jay  D.  Kaiser  paid 
$8,150  In  fines  to  the  state  of  Washington 
for  acting  as  a  financial  adviser  when  he 
was  not  registered  as  such.  Kaiser's  pay- 
ment of  $8,150  represented  reimbursement 
of  the  costs  of  investigation,  registration, 
and  late-renewal  fees.  Although  a  fine  of 
$10,000  was  imposed  on  Kaiser,  the  fine 
was  suspended. 

In  "The  eBay  economy"  ("The  future  of  tech- 
nology," Cover  Story,  Aug.  18-25),  a  refer- 
ence to  eBay  Inc.  selling  more  automobiles 
than  AutoNation  is  incorrect.  As  noted  later 
in  the  story,  eBay  sold  more  used  cars  than 
AutoNation. 

In  "Outsourcing  war"  (Special  Report,  Sept. 
15),  a  reference  to  President  Dwight  D. 
Eisenhower's  farewell  address  to  the  na- 
tion, in  which  he  coined  the  term  "military- 
industrial  complex,"  incorrectly  referred  to 
Eisenhower  as  a  retired  four-star  general.  He 
was  a  five-star  general. 

In  "A  hothouse  for  biotech"  (Science  & 
Technology,  Sept.  8),  Marvin  Cassman  is 
misidentified  as  an  alumnus  of  the  Uni- 
versity of  California  at  San  Francisco.  His 
PhD  is  from  the  Albert  Einstein  College  of 
Medicine  in  New  York. 

"Ready  to  say  'help  wanted' "  (News:  Analy- 
sis &  Commentary,  Sept.  22)  should  have 
specified  that  COW  Corp.  plans  to  lift  hiring 
in  its  sales  force  by  11%  to  1,470  in  the 
second  half  of  2003. 


gy  in  the  physical  world  would  be  if 
carmakers  put  a  button  on  the  outside 
of  every  vehicle  that  was  not  marked 
but  if  pressed  would  prevent  the  vehicle 
from  starting  until  another  button  in 
the  engine  compartment  was  pushed.  If 
these  buttons  existed,  petty  pranksters 
would  run  around  mall  parking  lots  and 
press  them  every  day,  just  to  be  a  nui- 
sance. Of  course,  the  federal  govern- 
ment would  step  in  and  require  the  auto 
makers  to  remove  the  buttons.  Microsoft 
has  buttons  in  the  form  of  security  holes 
aU  over  its  software,  and  the  virus  mak- 
ers just  press  the  "buttons." 

Steve  Kohler 
Suwanee,  Ga. 

Your  story  states  that  Linux  and  Mac 
OS  X  are  not  inherently  more  secure 
than  Windows.  But  they  are,  indeed — 
because  they  have  not  been  designed 
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to  maximize  convenience  at  the  expense 
of  security.  My  last  security  breach  on  a 
Linux  box  was  around  1998,  and  I'm 
not  particularly  aggressive  about  apply- 
ing patches. 

IVying  to  seciire  Windojvs  is  an  al- 
most daily  battle.  The  fact  that  Linux 
costs  a  lot  less  is  just  icing  on  the  cake. 

Robert  Weiler 
Mill  Valley,  Calif. 

A  DO-NOT-E-MAIL  REGISTRY 
WOULD  ONLY  HELP  SPAMMERS 

"Viruses  and  spam:  Time  to  fight 
back"  (Editorials,  Sept.  8)  was  off  base 
in  caUing  the  battle  against  spam  "the 
easy  part."  A  do-not-e-mail  registry  is 
not  the  magic  solution  to  the  spam 
problem — and  marketers  aren't  the  only 
ones  who  are  saying  this.  While  your 
editorial  calls  on  the  Federal  TVade 
Commission  to  create  such  a  registry, 
the  FTC  is  in  fact  on  record  as  one  of 
the  staunchest  opponents  of  the  con- 
cept. This  is  because  spammers,  who 
already  violate  many  existing  laws, 
show  no  signs  that  they  would  suddenly 
comply  with  a  do-not-spam  list. 

Taming  the  onslaught  will  require  a 
multipronged  approach,  including  tough 


new  laws,  stepped-up  law  enforcemei 
anti-spam  technology,  and  tough  indt 
try  self-regulation. 

H.  Robert  Wientz 

President  &  C] 

Direct  Marketing  As^ 

New  Yo 


"Viruses  and  spam:  Time  to  fig 
back"  suggests  that  Washington  rep 
cate  its  popular  donotcall.gov  regist: 
with  a  donotspam.gov  site,  allowing  co 
sumers  to  receive  e-maU  only  from  ch 
sen  retailers  and  marketers.  This  sho\ 
a  lack  of  understanding  of  how  spa 
works.  This  idea  would  be  extreme 
popular  with  spanmiers,  since  it  givi 
them  the  opportunity  to  harvest  e-rrn 
addresses  from  this  site  and  spam  the 
from  outside  U.  S.  jurisdiction. 

Ralph  Bimbau! 
Modi'in,  Israi: 


lEn 


WHAT  IF  MUSIC  DOWNLOADERS 
DECIDE  TO  REALLY  REBEL? 


fly 

iin 
These  technophobic  oHgopolists,  a  .kh 
you  call  them,  will  undoubtedly  win  th  Com 
legal  battle  ("Music  pirates,  you'r  eft 
sunk,"  News:  Analysis  &  Commentar  Jjij 
Sept.  8).  But  then,  their  enraged  cuas.F 
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TAXED*  TESTED 
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There  are  already  successful 
multi-channel  integration  systems 
at  work  in  your  organization. 
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lers  will  turn  on  them  and  put  them 
of  business.  Or  at  least  make  them 
',  big  time.  Can  ^ou  imagine  what 
!  happen  if  the  college  campuses  of 
I;  country  decide  to  attack  these  com- 
lies  using  the  very  technology  from 
iich  they  cower?  Any  average  college 
bpus  has  enough  local  talent  to  or- 
iize  an  instant  worldwide  boycott, 
d  that's  even  without  doing  anything 
^.  Imagine  if  hackers  decide  to  take 
the  music  companies. 

Neal  M.  Grolnic 
Driftwood,  Tex. 

SASH-BALANCE  PENSION  PLAN 
BEHER  THAN  NONE  AT  ALL 

!^  am  a  pension  actuary  with  27  years' 
t)erience  working  with  traditional  de- 
fed-benefit  pension  plans.  In  "The 
Sat  American  pension-fund  robbery" 
•onomic  Viewpoint,  Sept.  8),  Robert 
ttner,  though  not  exaggerating  the 
ierfunding  problem  of  these  plans, 
arly  imphes  that  pension  plans  are 
ng  "looted"  by  their  sponsors.  This  is 
iply  not  possible,  as  plan  assets  are 
d  in  trust  and  cannot  be  diverted  to 
■  company's  "bottom  Une." 
Converting  fi"om  a  traditional  defined- 
lefit  plan  to  a  cash-balance  plan  has 
.hing  to  do  vrith  "raiding"  plan  as- 
s.  First  of  all,  there  is  no  "tax  penal- 


ty" from  terminating  a  pension  plan,  so 
this  has  nothing  to  do  with  a  compa- 
ny's reason  for  converting  to  a  cash- 
balance  plan.  Remember,  any  pension 
plan  is  voluntary  from  the  beginning. 
And  while  a  new  cash-balance  plan  may 
provide  less  in  projected  benefits  than 
employees'  former  plan,  it  is  always  bet- 
ter than  no  plan  at  all.  Also,  benefits 
that  are  already  accrued  can  never  be 
taken  away. 

Changing  the  status  of  a  group  of 
employees  to  independent  contractors 
is  an  Internal  Revenue  Service  matter. 
If  it  happens,  the  employees  keep  any 
benefits  accrued;  no  "looting"  of  pen- 
sion assets  results. 

Allen  Green 
Oregon  House,  Calif. 

CALIFORNIA'S  LONG  HISTORY 

OF  LATIN  GOVERNORS 

In  "This  California  wildfire  is  sure  to 
singe  the  White  House"  (Washington 
Outlook,  Sept.  8),  Richard  S.  Dunham 
states  that,  if  elected,  Cruz  Bustamante 
would  be  the  first  Latino  governor  of 
California.  In  fact,  California  has  had 
many  Latino  governors,  the  last  being 
Governor  Romualdo  Pacheco,  who  served 
from  February  to  December,  1875. 

Susan  J.  Lacey 
Coral  Gables,  Fla. 
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se  points  of  contact,  these  employees  have  increased  their  chances  of  making  a  sale.  It  may  seem 
nat's  where  a  decent  CRM  Programme  starts  -  maximising  your  client  contact  channels.  BT  offers 
inovative  CRM  solutions  such  as  outsourced  contact  centres,  making  sure  that  the  right  information 
right  person  at  the  right  time  -  bringing  together  all  your  customer  information  in  harmony.  Because 
that  in  business,  communication  is  everything.  To  find  out  how  your  business  communications  could  run 
man  communications,  contact  us  on  1-888-531  4568  or  www.bt.com/globalservices 


B-SCHOOL  RECRUITERS: 
IT'S  STILL  BEST  TO  BE  THERE 

Re  "Jobs  are  scarce.  B-schools  should 
get  used  to  it"  (Management,  Sept.  1): 
The  trend  of  recruiting  students  in  Oc- 
tober and  November  for  start  dates  the 
following  August  was  created  by  the 
business  world,  not  business  schools. 
Why?  Competition  for  the  best  candi- 
dates. The  hiring  frenzy  of  the  late  '90s 
drove  these  recruiting  dates  earlier  each 
year.  Competition  got  so  fierce  that  stu- 
dents were  being  hired  before  gradua- 
tion and  offered  signing  bonuses. 

We  all  know  the  economy  will  turn 
around  soon  and  that  the  need  for  qual- 
ified candidates  will  once  again  rise.  We 
in  career-services  offices  know  that  or- 
ganizations that  reach  out  and  maintain 
a  solid  on-campus  presence  vrill  attract 
the  top  candidates.  Nothing  will  replace 
face-to-face  relationship-building. 

Michael  C.  Deragisch 

Employer  Relations  Coordinator 

University  of  Colorado 

Boulder,  Colo. 
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WITHOUT  HAVII^iS 

TO  WAIT  FOB  THE 
COMPANY  PICNIC 


Advertisement 


To  succeed  today,  your  enterprise  has  to  undergo  a 
rapid  transformation  from  a  series  of  functionally  driven 
silos  connected  by  a  common  mailroom  to  a  whole  whose 
sum  is  greater,  and  more  profitable,  than  its  parts. 

It's  called  integration.  And  it's  more  than  just  the 
latest  trend;  it's  the  key  to  survival  in  an  increasingly 
unpredictable  economic  climate. 

The  payoff:  increased  revenue,  less  cost,  greater  efficiency, 
and  more-satisfied  customers. 

CRM,  SAY  HELLO  TO  SCM. 

The  idea  of  integrating  SCM  and  CRM  is,  quite  simply, 
a  "no  brainer."  It  quickly  results  in  maximum  value  across 
your  entire  supply-demand  chain.  In  fact,  only  when  the 
two  solutions  are  integrated  is  either  being  used  to  its  fullest 
money-making  potential. 

With  integration,  your  back  office  can  quickly  deliver 
on  front-end  promises,  satisfying  even  your  most  difficult- 
to-please  customers. 

You'll  gain  the  ability  to  accurately  prioritize.  Valuable 
resources  will  no  longer  be  spent  on  unprofitable  customers 
or  products. 

Timely  customer  information  flowing  across  your 
supply  chain  will  enable  you  to  optimize  product  and 
service  development. 

You'll  be  able  to  more  accurately  forecast  demand, 
reducing  costly  stock-outs  and  overstocks. 

Your  sales  reps,  armed  with  inventory  data,  delivery 
schedules,  and  product  insight,  will  become  considerably 
more  productive. 

And  that's  just  the  tip  of  a  very  profitable  iceberg. 

Of  course,  the  concept  of  integration  is  one  thing. 
Accomplishing  it  is  quite  another. 


TJ^HNOLOGY  HAS  FINALLY  CAUGHT  UP  TO  VISION. 

For  over  a  decade,  integration  has  been  the  Holy  Grail. 
Unfortunately,  companies  had  to  spend  prohibitive 
amounts  of  money  and  time  buildiqg  custom  interfaces 
that  might  make  SCM  and  CRM  work  together. 

But  now  there's  a  new  technology  platform  that  lets 
you  get  it  done  more  easily  than  ever  before. 

It's  called  SAP  NetWeaver: 

SAP  NetWeaver  is  a  comprehensive,  open  technology 
platform  that  seamlessly  connects  your  people,  information, 
and  business  processes.  This  unique  "process  approach" 
allows  all  your  departments  to  share  information  in  real 
time.  Delays,  miscommunication  and  waste  are  minimized. 
Profitability  is  increased  —  often  dramatically. 

And  since  you  can  quickly  snap  a  large  variety  of 
your  current  applications,  both  SAP  and  non-SAP,  onto 
SAP  NetWeaver,  time  to  ROI  is  significantly  reduced. 

READ  THE  EYE-OPENING  STORY 
GET  YOUR  FREE  WHITE  PAPER. 

In  short,  integrating  SCM  and  CRM  allows  you 
to  precisely  identify  the  demand  trends  of  your  most 
profitable  customers  and  respond  with  the  product  that 
best  meets  their  needs  using  the  most  efficient  mix  of 
materials,  services  and  suppliers. 

Get  all  the  details  —  the  benefits,  the  insights,  the 
results  —  in  a  special  new  white  paper,  "Supply  Chain 
and  Demand  Chain  Integration:  The  Pathway  to  Profit  and 
Competitive  Advantage'.' 

It's  an  in-depth  exploration  of  how  integration  can  pro- 
vide your  business  with  a  competitive  advantage  in  product 
leadership,  operational  efficiency,  and  customer  intimacy. 
Get  your  free  copy  at  sap.com/integration 


THE  BEST-RUN  BUSINESSES  RUN  SAP 


GET  YOUR  FREE  WHITE  PAPER  ON  SUPPLY  CHAIN  AND  DEMAND 
CHAIN  INTEGRATION.  GO  TO  SAP.COM/INTEGRATI0N 
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THE  GREAT  UNRAVELING 
Losing  Our  Way  in  the  New  Century 

By  Paul  Krugman 
Norton  •  426pp  .  $25.95 


AN  ECONOMISrS 
CALL  TO  ARMS 


It  has  been  a  dozen  years  since  he 
won  the  coveted  Jolm  Bates  Clark 
medal,  awarded  to  the  best  Ameri- 
can economist  under  age  40,  but  Paul 
Krugman  remains  something  of  an  en- 
fant terrible  among  economists.  Krug- 
man teaches  at  Princeton  University 
and,  since  2000,  has  written  a  twice- 
weekly  column  for  The  New  York  Times. 
He  has  done  and  continues  to  do  first- 
rate  theoretical  work  in  such  areas  as 
international  trade,  exchange  rates,  and 
economic  geography.  At  the  same  time, 
he  has  cast  an  increasingly  critical  eye 
on  current  economic  issues  and  the  fail- 
ings of  policymakers  and  pundits  via  a 
number  of  popular  articles  and  books. 

J7i€  Great  Unraveling,  Krugman's  new 
book,  made  up  largely  of  Times  pieces 
but  with  a  key  introduction  and  com- 
ments, is  his  most  provocative  and  com- 
pelling effort  yet.  In  his  incarnation  as  a 
Times  contributor,  the  author  has  acquired 
something  that  his  earlier  works  lacked: 
an  impassioned  moral  and  professional  in- 
dignation aroused  by  what  he  terms  "the 
outrageous  dishonest^'"  of  the  Bush  Ad- 
ministration's policy  pronouncements. 

While  Krugman  counts  himself  as  a 
moderate  liberal,  his  writings  in  the 
1990s  often  faulted  the  economic  rea- 
soning of  both  Democrats  and  Republi- 
cans. His  recent,  almost  obsessional  anti- 
Bush  stance,  he  writes,  evolved  as  he 
began  to  observe  a  persistent  deceit- 
fulness  in  Administration  claims.  In  the 
reprinted  columns,  he  punctures  the 
misleading  rationales  advanced  for  such 
initiatives  as  Bush's  Social  Security  plan, 
tax  cuts,  and  energy  and  environmental 
poHcies.  Indeed,  the  book's  unifying  the- 
sis is  that  the  Administration's  deliber- 
ate obfuscations  reflect  a  hidden  agenda 
to  radically  transform  the  nation's  eco- 
nomic and  political  institutions. 

How  else,  asks  Krugman,  to  explain 
the  Administration's  flagrant  fiscal  irre- 
sponsibility? Bush's  original  $2.5  trillion. 


10-year  tax  cuts,  for  example,  were  jus- 
tified partly  with  the  contention  that 
they  would  easily  be  paid  for  out  of  huge 
projected  budget  surpluses.  Yet  when 
those  surpluses  morphed  into  soaring 
deficits  ($550  biUion  next  year  alone),  the 
Administration  saw  no  reason  to  shift 
gears.  Instead,  it  has  pushed  for  more 
cuts  and  legislation  to  make  many  of  its 
original  cuts  permanent — even  though 
they  mainly  benefit  very  wealthy  house- 
holds and  don't  even  kick  in  till  later  in 
the  decade.  And  this  in  the  face  of  the 
pending  retirement  of  baby  boomers, 
which  will  soon  put  massive 
pressure  on  federal  pension  and 
Medicare  outlays. 

Similarly,  Krugman  points 
out  that  the  Bush  plan  to 
"solve"  Social  Security's  prob- 
lems by  diverting  a  share  of 
payroll  taxes  into  individual  ac- 
counts simply  ignores  the  fact 
that  these  funds  are  earmark 
for  the  pensions  of  soon-to-r 
tire  older  workers  whose  own 
taxes  paid  for  the  benefits  of  pre\aous 
generations.  As  Krugman's  lucid  expo- 
sition of  the  complexities  of  Social  Secu- 
rity financing  makes  clear,  this  would 
weaken  the  system's  financing,  forcing 
painful  benefit  cuts  unless  future  tax- 
payers agree  to  pick  up  the  tab. 

Like  some  of  Bush's  Democratic  crit- 
ics, Krugman  sees  the  same  duplicity 
at  work  in  the  foreign  policy  arena. 
Many  will  agree  with  the  Administra- 
tion's current  contention  that  the  inva- 
sion of  Iraq  was  justified  because  it  end- 
ed a  barbaric  regime  that  brutalized  its 
citizens.  But  the  fact  remains  that  the 
war  was  sold  to  the  public  on  the 
grounds  of  Saddam  Hussein's  alleged 
ties  to  al  Qaeda  and  his  possession  of 
weapons  of  mass  destruction  that  posed 
an  imminent  threat  to  U.S.  security. 
These  claims  stUl  remain  unsubstantiat- 
ed by  hard  evidence. 


['♦t! 


Critics  on  the  right  tend  to  dis 
Kj-ugman  as  a  shrill  left-wing  scold 
fact,  he  is  a  distinguished  mainstre: 
economist,  and  as  his  book  attests,  ho' 
opinions  on  the  benefits  of  free  m 
kets,  trade,  and  globalization  that  woi 
enrage  supporters  of  Ralph  Nader, 
fending  the  World  Trade  Organizati^ 
for  example,  he  writes  that  in  "this  p; 
century,  every  case  of  a  poor  nati 
that  worked  its  way  up  to  a  more 
less  decent ,  or  at  least  dramatically 
ter,  standard  of  hving  has  taken  pi 
via  globalization." 

Interestingly,  a  positive,  almost  glo 
ing  assessment  of  the  Bush  President 
authored  earlier  this  year  by  BUI  Kell^ 
ICrugman's  colleague  at  the  Times 
now  its  executive  editor,  concluded  t: 
Bush  indeed  intends  to  steer  the  nati(| 
in  precisely  the  radically  conservati 
directions  Krugman  describes.  These 
elude  sharply  reducing  or  eliminating 
progressivity  of  the  tax  system  (in  pa 
by  ending  the  taxation  of  capital  incomtj 
gradually  downsizing  Social  Security 

other  safety  nets,  acceleratiri 
the  deregulation  of  market 
freeing  up  the  exploitation  ( 
resources,  and  privatizing  go' 
emment  functions.  Keller  rfi 
ported  that  conservativ 
strategists  who  share  most  c 
these  goals,  such  as  Grove 
Norquist  of  Americans  for  Ta 
Reform,  are  gleeful  becaus 
they  beheve  Bush  possessei 
both  the  boldness  and  the 
Utical  smarts  to  induce  voters  to  acce 
his  program. 

In  contrast,  Krugman,  who  regard 
his  book  as  a  wake-up  call  to  the  elec 
torate,  believes  the  public  is  mostly  cen 
trist  in  its  views.  He  is  convinced  tha 
few  Americans,  if  they  fiiUy  understooc 
Bush's  radical  agenda,  would  choose  t( 
jettison  cherished  institutions  and  go  i 
alone  in  today's  highly  uncertain  eco 
nomic  environment. 

Some  will  dispute  this  judgment.  Bu 
who  can  deny  that  transparency  anc 
truthful  information  about  a  govern- 
ment's policies  and  goals  are  as  essentia 
to  the  successful  functioning  of  a  politi 
cal  democracy  as  they  are  to  that  of  ; 
free-market  economy? 

BYGENEKORET 
Contributing    Editor    Koretz    hat 
watched  both  the  economy  and  econo 
mists  for  more  than  30  years. 
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KRUGMAN  DETAILS  "OUTRAGEOUS  DISHONESTY" 
IN  THE  BUSH  CAMP'S  RADICAL  AGENDA 
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Rental  strength  enables  a  strategic  perspective  of  your  business  landscape, 
the  world's  leading  companies  trust  our  fundamental  strength  -  our  capital 
pie  -  to  help  them  compete  and  succeed  in  a  challenging  risk  environment, 
oializing  in  large  lisks  and  financial  solutions  for  business,  we  are  preferred  partners. 
JRANCE  I  REINSURANCE  I  FINANCIAL  Experience  our  strength,  www.xlcapital.com 
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Technology  &  You 


BY  STEPHEN  H.  WILDSTROM 

tech  &you@b  us  inessweek.com 

THIS  SMART  PHONE  IS 
ACTUALLY  EASY  TO  USE 


Surprise!  You 
can  actually 
operate  the 
Treo  600  with 
just  one  hand 
as  you  would 
a  phone 


BusinessWeek  online 


LOOKING  FOR  A  POCKET 
PC  PHONE?  Read 
about  the  Hitachi 
GIOOO  from  Sprint  in 
Technology  &  You  at 
www.businessweek.com/ 
technology/ 

Steve  Wild  Strom's 
Tech  &  You  also  can  be 
seen  every  weekend  on 
BUSINESSWEEK  TV. 

Check  local  listings 
for  details. 


Smart  phones  require  a  lot  of  compromises. 
These  devices,  which  combine  the  functions 
of  a  voice  phone,  a  PDA,  and  a  wireless 
data  device,  have  been  too  big  to  be  the  perfect 
phone  and  too  cramped  to  be  ide- 
al for  e-mail  or  Web  browsing. 
But  the  Handspring  Treo  600, 
available  from  Sprint  pes  in  Oc- 
tober (and  later  from  Orange  in 
Europe)  improves  the  trade-offs 
dramatically. 

Until  now,  the  Treo  300,  in- 
troduced last  year,  was  the  best 
of  the  breed.  The  Treo  600, 
armed  with  a  bright  color  dis- 
play, a  fast  processor,  and  the  i 
latest  operating  software  from 
PalmSource,  leaves  it  in  the 
dust.  The  600,  which  eliminates 
the  300's  flip-phone  cover,  is 
about  the  same  length  (4)4  in. 
plus  antenna)  and  thickness  (1 
in.)  as  its  predecessor.  But  it  is 
a  vital  half-inch  narrower,  mean- 
ing it  fits  comfortably  even  in 
relatively  small  hands.  At  first 
glance,  the  tiny  keyboard  looks 
too  small  to  use,  but  I  found  it 
the  equal  of  the  bigger  versions 
on  the  300  and  Research  in  Mo- 
tion's BlackBerry. 

I  think,  however,  that  the  se- 
cret of  the  new  Treo's  usability 
is  something  more  subtle.  We 
expect  to  use  a  phone  one-hand- 
ed, and  the  new  T>eo  is  the  first  SVELTE 
smart  phone  that  doesn't  re-  Tir^g  cqa  f.^^ 
quire  two  hands  for  anything  „    ^  ,  , 

but  entering  text.  Comfortably 

The  most  important  change,  even  in  Small 
oddly  enough,  is  that  the  Treo  palniS 
works  more  like  a  PC.  When 
you  see  an  icon  or  menu  item  highlighted  on  a 
Macintosh  or  in  Windows,  you  know  it  will  be  ex- 
ecuted if  you  hit  "enter."  Treo  brings  this  intu- 
itive notion  to  a  handheld.  Instead  of  tapping  a 
button  or  menu  item  with  a  stylus,  you  use  the 
directional  buttons  of  a  five-way  control  (photo) 
to  select  an  item,  then  click  the  center  button  to 
activate  it.  This  all  but  eliminates  the  need  for  a 
stylus,  and  it  makes  a  big  difference. 

In  contrast  to  many  of  the  smart  phones  I 
have  tried,  the  Treo  600,  which  will  sell  for  about 
$500  with  Sprint  service,  is  first  and  foremost  a 


good  phone.  Battery  life,  an  issue  on  earlier 
OS,  is  rated  at  a  respectable  four  hours  of 
and  240  hours  of  standby.  You  can  dial  a  cal 
tapping  an  on-screen  dial  pad  with  a  finger,| 
using  the  10-key  nimiber  pad  built  into  the 
board,  or  by  pressing  and  holding  any  key| 
signed  to  a  speed-dial  number.  You  also  can  I 
lect  from  a  list  of  "favorites,"  which  can  be  lij 
to  Web  pages  or  programs  as  well  as  phJ 
numbers.  Finally,  you  can  start  typing  a  naJ 
and  matching  address  book  entries  pop  up.  SeJ 
the"  nimiber  you  want,  and  the  Treo  wiU  dial 
Like  most  high-end  phones,  the  Treo  incluJ 
a  camera.  The  quality  of  the  640x480  pixel  j| 
tures  is  no  match  for  a  good  digital  camera,  l| 
they're  not  bad  for  a  phone.  The  pictures  can  [ 
e-mailed  easily,  although  multimedia  mess£ 
services  popular  in  Europe  and  Asia  for  phoi] 
to-phone  picture  sharing  are  not  available 
the  Sprint  network,  which  doesn't  yet  offer  e\J 
a  text-only  short  message  ser 
The  Treo  gets  wireless  ( 
at  speeds  equivalent  to  a  i 
dial-up  connection  on  a  PC,  i 
Sprint  offers  unlimited  data 
for  a  $10  monthly  surcharge 
a  voice  plan.  Web  pages  lol 
quickly,  though  the  small  d| 
play  limits  the  usefulness 
browsing.    You'll   be   able 
download  games,  other  applici 
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FIVE-WAY  CONTROL 

CENTER  (SELECT)  BUTTOl 


DIAL  PAD  BUILT 
INTO  KEYBOARD 


tions,  and  ring  tones  over  tl 
air  from  Sprint's  pes  Visic 
service. 

For  most  people,  the  maij 
data  use  of  the  Treo  will  be 
mail.  Sprint  offers  its  $5 
month  Business  Connectiol 
service,  which  can  forward  (I 
mail  from  corporate  accounts  t| 
wireless  devices  and  fetch  mail  from  standard  Irk 
temet  accounts.  Unfortunately,  the  TVeo  6(X)  vei 
sion  of  the  software  was  not  ready  in  time  t 
test  the  service. 

I  did,  however,  get  to  see  the  fuU  potential  o 
the  new  Treo  by  running  Good  Technology' 
GoodLink.  It  requires  corporations  to  install  sp€ 
cial  server  software  as  an  add-on  to  Microsof 
Exchange,  but  it  makes  new  mail,  and  contac 
and  calendar  changes,  along  with  any  other  Out 
look  folders  you  use,  available  on  the  Treo.  It'j 
like  having  your  desktop  in  a  handheld. 

I  don't  tidnk  the  smart  phone  is  likely  to  rejj 
place  standard  handsets.  Most  folks  use  phones! 
primarily  for  voice  calls  and,  increasingly,  for  texll 
messaging  and  picture  sharing.  For  them,  a  smart  I 
phone  adds  bulk  and  cost  for  limited  benefit.  BulP 
for  those  who  want  more,  especially  business 
users,  the  TVeo  600  sets  a  new  standard. 
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Economic  Viewpoint 


BY  ROBERT  J.  BARRO 


THE  STUBBORN  JOBLESS  RATE: 
PUZZLING,  BUT  FAR  FROM  SCARY 


HYPE: 

The  Dems 
say  the  labor 
market  is 
the  worst 
since  the 
Depression. 
But  the  drop 
in  jobs  has 
been  milder 
than  in 
many  other 
recessions 


Robert  J,  Barro  is  a  professor 
of  economics  at  Harvard 
University  and  a  senior  fellow 
of  the  Hoover  Institution 
(rjbweek@harvard.edu). 


With  the  start  of  the  Presidential  cam- 
paign season,  one  has  to  expect  a  rise 
in  spurious  economic  claims.  Neverthe- 
less, I  was  surprised  by  the  assertion  from  sev- 
eral Democratic  candidates  that  the  current  U.  S. 
labor  market  is  the  worst  since  the  Great  De- 
pression of  the  1930s.  This  claim  has  no  basis  in 
fact.  Measured  by  unemployment  rates  or  em- 
ployment growth,  the  recession  of  2001  and  its 
aftermath  was  not  as  bad  as  many  post-World 
War  II  recessions,  notably  1948-49,  1957-58,  1981- 
82,  1953-54,  and  1974-75.  The  downturn  was  more 
comparable  with  the  mild  recessions  of  1960-61, 
1970,  and  1990-91. 

When  gauging  a  weak  labor  market,  most 
economists  look  first  at  the  unemployment  rate. 
This  rate,  now  6.1%,  peaked  in  the  aftermath 
of  the  latest  recession  at  6.4%  in  June  of  this 
year.  In  contrast,  during  previous  recessions,  the 
jobless  rate  reached  10.8%  in  November,  1982; 
9%  in  May,  1975;  7.9%  in  October,  1949;  and 
7.5%  in  July,  1958.  The  current  6.1%  rate  is  only 
modestly  above  the  average  of  5.6%  since  Janu- 
ary, 1948. 

Instead  of  just  looking  at  how  high  the  jobless 
rate  is,  economists  often  look  at  how  much  it 
has  risen  during  a  recession.  In  the  recent  slow- 
down, the  unemployment  rate  increased  2.5  per- 
centage points,  from  3.9%  at  its  low  point  in 
December,  2000,  to  6.4%  in  June.  This  rise  is 
substantially  smaller  than  those  during  the  major 
postwar  recessions:  4.4  points  in  1948-49,  3.9  in 
1974-75,  3.8  in  1957-58,  and  3.6  in  1981-82  and 
1953-54.  More  comparable  are  the  increases  in 
the  unemployment  rate  by  2.6  points  in  the  re- 
cessions of  1970  and  1990-91  and  2  points  in 
1960-61. 

A  more  interesting  perspective  emerges  when 
one  looks  at  employment  grovrth.  Let's  consider 
the  most  commonly  used  measure,  the  total  non- 
agricultural  employment  series  from  the  Bureau 
of  Labor  Statistics.  Employment  peaked  at  its 
all-time  high  of  132.6  million  in  February,  2001, 
and  fell  to  129.8  miUion  in  August,  2003,  a  2.1% 
decline.  This  percentage  decline  is  much  smaller 
than  those  in  the  major  postwar  recessions:  5.2% 
in  1948-49,  4.4%  in  1957-58,  3.4%  in  1953-54,  3.1% 
in  1981-82,  and  2.8%  in  1974-75.  More  similar  to 
today's  situation  was  the  fall  by  2.2%  in  1960-61. 
For  1970  and  1990-91,  the  decreases  were  1.5%. 

Although  we  clearly  can  reject  the  claim  that 
the  current  labor  market  is  the  worst  since  the 
Great  Depression,  we  still  want  to  know  why 
employment  growth  has  remained  negative  de- 
spite the  recent  pickup  in  gross  domestic  product 


growth.  One  common  explanation  is  that  ei 
ployment  grovii;h  and  the  jobless  rate  are  laggil 
indicators.  There's  some  truth  to  this.  When  tl 
GDP  changes,  some  of  the  shift  in  employme| 
shows  up  only  after  one  or  two  quarters, 
most  of  the  change  usually  occurs  within 
same  quarter  as  the  change  in  GDP.  MoreovJ 
even  a  one-  to  two-quarter  lag  would  not  exph' 
why  employinent  growth  has  remained  sluggi, 
for  2Vi  years  now.  Given  the  historical  link  r 
tween  gdp  grovii:h  and  employment,  job  grow 
has  been  lower  than  expected  in  the  last  nii 
quarters.  This  extremely  unusual  pattern  sul 
gests  that  some  basic  change  may  have  occvirrd 
in  the  relation  between  employment  and  G!| 
growth. 

One  way  to  look  at  the  change  is  that  til 
gdp  growth  required  to  get  positive  employmei 
growth  has  risen  substantially.  In  the  long-ter 
relationship,  employment  growth  tended  to  1: 
positive  whenever  gdp  growth  was  mildly  poe 
tive — only  something  less  than  1%  gdp  growt 
was  required.  Since  2001,  however,  GDP  growt 
apparently  has  had  to  exceed  2.5%  to  3%  fc 
employment  to  begin  climbing.  That's  why  en 
ployment  is  still  decreasing. 

The  other  way  to  look  at  the  numbers  is  tha 
since  gdp  growth  has  been  positive  and  emploj 
ment  growth  has  been  negative,  the  econom 
has  been  able  to  produce  more  goods  with  fewe 
workers.  In  other  words,  productivity  measure 
by  GDP  per  worker  has  been  rising  strongly.  (A 
adjustment  for  hours  worked  strengthens  thi 
scenario.)  Since  the  second  quarter  of  2001,  pr 
ductivity  has  grown  by  3.1%  a  year,  compare* 
with  the  long-term  average  of  1.4%.  The  ke; 
question  is  how  long  this  high  productivit; 
growth  will  last. 

If  the  high  productivity  gains  continue,  th«r 
economy  will  benefit  tremendously  for  man^ 
years  to  come.  In  the  longer  term,  employmeni 
growth  corresponds  to  increases  in  the  laboilj 
force,  which  depends  on  trends  in  populatiorR 
and  labor-force  participation.  If  the  labor  forctF 
expands  at  its  long-term  average  of  1.5%  to  2^1 
per  year,  employment  growth  will  be  about  thtl 
same.  To  determine  long-term  gdp  growth,  wfl 
have  to  add  the  productivity  growth  rate.  Thus 
if  productivity  grows  at  3.1%,  the  gdp  growth 
rate  would  be  around  5%,  compared  with  the 
historical  average  of  3.3%.  That  would  be  very 
nice.  For  Republicans,  an  important  question  is 
whether  this  pleasantness  will  materialize  by 
election  time  in  2004.  That  is  a  question  I  cannot 
answer. 
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L  TEMPORARY  REPRIEVE 
OR  MANUFACTURING 
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After  three  years  of  declines, 
manufacturing  is  finally  show- 
y  signs  of  recovery.  But  don't  cue  the  Hallelujah 
lorus.  All  of  the  factory  sector's  strength  is  coming 
3m  traditional  business-cycle  forces.  These  demand- 
iven  gains  will  improve  factories'  fortunes  in  coming 
iarters,  but  they  won't  reverse  the  long-term  struc- 
k^l  shifts  that  will  continue  to  erode  the  sector's  im- 
'ftance  to  the  economy  and  payrolls. 

However,  don't  dismiss  man- 
ufacturing as  inconsequential 
to  the  outlook.  The  sector  still 
matters.  From  tech  equipment 
to  pharmaceuticals,  factories 
are  a  crucial  source  of  high- 
value-added  output  in  the 
U.S.  economy.  Factory  jobs 
remain  one  of  the  best-paid 
segments  of  payrolls,  con- 
tributing more  to  personal  in- 
come than  the  same  number 
service  jobs.  And  manufacturing's  productivity  surge 
recent  years  means  the  sector  is  a  key  contributor  to 
gher  standards  of  li\ang  in  the  economy. 
Manufacturing's  cyclical  upturn  shows  up  in  the  lat- 
t  data.  Better  demand  has  cut  inventories  to  the 
•ne  (chart),  triggering  renewed  ordering  for  both  con- 
mer  goods  and  capital  equipment.  Excluding  blackout- 
lated  shutdowTis  at  auto  plants,  factory  output  has 
sen  for  four  months  in  a  row.  And  purchasing  man- 
;ers  said  industrial  activity  in  August  was  the  busiest 
far  this  year. 

This  good  news  is  a  switch  from  the  last  three  years, 
hen  industrial  output  generally  subtracted  from  real 
OSS  domestic  product,  and  factory  layoffs  accounted 
r  all  of  the  job  losses  since  the  recovery  began  in  No- 
!mber,  2001.  Jobs  aren't  likely  to  come  back  soon, 
it  manufacturing  should  add  a  dash  more  strength  to 
e  economy  in  the  second  half. 

mMISM  ABOUT  MANUFACTURING  goes  hand  in 

ind  with  the  economy's  new  momentum,  which  should 
rry  into  2004,  say  business  economists.  The  National 
ssociation  for  Business  Economics  released  its  con- 
nsus  of  member  forecasts  at  their  annual  meeting  in 
tlanta  on  Sept.  15.  The  group  expects  real  GDP  to 
•ow  2.6%  this  year  and  by  4%  in  2004.  Those  projec- 
)ns  were  better  than  NABE's  May  survey,  which  fore- 


FOREISN  DEMAND 
IS  PICKIN6  UP.  TOO 

,_       PRICE-ADJUSTED       _ 
MERCHANDISE  EXPORTS 


IHL  ■(»  JULY  '03 

ABUiQNS0F2000D0U>RS 
DaU;  Coaaeret  Deft.  Global  kBi^  IKC 


cast  that  real  GDP  would  grow  2..3%  in  2003  and  3.6%  in 
2004.  The  group  expects  stronger  consumer  spending 
and  business  investment  in  equipment. 

Faster  demand  is  the  key 
cyclical  force  pumping  up  fac- 
tory activity  right  now.  In  Au- 
gust, retail  sales  rose  0.6%  af- 
ter a  1.3%  jump  in  July.  Real 
consiuTier  spending  is  on  track 
to  grow  at  an  annual  pace  of 
5%  to  6%  in  the  third  quar- 
ter. That  would  be  the  fastest 
clip  in  almost  two  years. 

More  important,  consumers 
aren't  shouldering  the  econo- 
my's entire  load  anymore.  Led  by  demand  for  tech 
equipment,  shipments  of  business  capital  goods  were  up 
strongly  in  June  and  July,  while  real  merchandise  ex- 
ports have  increased  in  six  of  the  last  seven  months 
(chart).  At  their  present  paces,  capital-goods  sales  and 
exports  in  the  third  quarter  could  post  their  best  quar- 
terly advances  since  the  late  1990s. 

Plus,  the  growth  rate  in  demand  shows  few  signs  of 
easing  in  the  fourth  quarter,  thanks  in  part  to  the  July 
tax  cuts  as  weU  as  very  accommodative  financial  condi- 
tions. As  expected,  the  Federal  Resen'e  kept  the  federal 
funds  rate  at  a  45-year  low  of  1%  at  its  Sept.  16  meeting. 
The  Fed  noted  that  the  economy  was  firming  up,  but  it 
also  indicated  that  labor  markets  were  weak  and  that  it 
would  keep  the  funds  rate  low  for  quite  a  long  time. 

THE  RECENT  RISE  IN  DEMAND  is  helping  to  clear  out 
inventories.  From  March  to  July,  sales  at  manufactur- 
ers, wholesalers,  and  retailers  jumped  at  a  4%  annual 
rate,  but  their  stockpiles  dropped  1%. 

Of  course,  inventories  have  been  falling  in  relation  to 
sales  over  the  past  10  years.  Thanks  to  computer  track- 
ing and  just-in-time  inventory  management,  businesses 
can  carry  fewer  goods  than  they  needed  a  decade  ago. 
But  the  current  level  of  inventories  seems  far  below  the 
desired  amount.  Based  on  the  historical  trend  in  the  ra- 
tio of  inventories  to  sales,  the  desired  ratio  should  be 
greater  than  1.38.  Instead,  the  July  ratio  was  a  record 
low  of  less  than  1.37. 

No  wonder  businesses  are  buying  again.  Factory 
orders  in  July  rose  1.6%  after  gaining  1.9%  in  June. 
And  the  Institute  for  Supply  Management  said  order- 
ing in  August  was  even  faster  than  in  July.  That  was 
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true  for  overall  bookings  and  exports  by  themselves. 

Fatter  order  books,  in  turn,  are  causing  factories  to 
lift  production.  Output  at  the  nation's  factories,  mines, 
and  utilities  rose  0.1%  in  August,  lifted  by  a  1.9%  ad- 
vance in  power  use.  Factory  output  alone  dipped  0.1%, 
but  the  Fed  said  the  mid-August  blackout  caused  auto 
output  to  plunge  2.6%.  Excluding  vehicles,  factory  out- 
put edged  up  0.1%,  its  fourth  consecutive  gain. 

Leading  the  uptrend  has  been  the  production  of 
high-tech  gear.  The  production  of  computers,  office  ma- 
chinery, telecom  equipment,  and  semiconductors  has 
increased  so  far  in  every  month  of  2003,  and  it  now 
stands  12.1%  above  its  year-ago  level  (chart). 

DESPITE  THIS  GOOD  NEWS,  it  is  hard  to  be  sanguine 
about  manufacturing's  prospects  over  the  long  haul. 
The  sector  is  facing  a  clash  of  two  different  sets  of  eco- 
nomic forces.  Right  now,  cyclical  trends,  the  result  of 
demand  growth,  policy  decisions,  and  financial  conditions 
promise  to  lift  the  factory  sector. 

But  it  is  structural  change,  caused  by  the  Sturm 
und  Drang  of  technology,  knowledge,  and  business 
practices,  that  keeps  diminishing  manufacturing's 
strength.  First,  the  U.S.  is  shifting  to  a  more  service- 
and  knowledge-oriented  economy.  Like  agriculture  be- 
fore it,  manufacturing  accounts  for  a  decreasing  share  of 
the  dollar  value  of  total  output. 

Second,  as  the  U.S.  workforce  becomes  more  edu- 


SOUTH  KOREA 


cated  and  expensive,  domestic  production  of  low-e 
goods  can  no  longer  be  financially  justified.  The  m 
chandise  cannot  compete  with  cheaper  imports.  More 
U.  S.  demand  is  being  satisfied  by  foreign  producers 
by  4jnerican-labeled  goods  that  are  made  offshore. 

Lastly,  the  uptrend  of  higher  productivity  has  t 
abled  factories  to  make  more  with  fewer  workers 
the  past  10  years,  output  per  work  hour  for  all  n( 
farm  businesses  has  grown  an  impressive  28.7%.  B 
factory  efficiency  has  shot  up  47.3% 

These  structural  forces 
aren't  new,  but  they  do  ex- 
plain why  factory  jobs  ac- 
count for  only  11%  of  all  non- 
farm  jobs,  down  from  27%  in 
the  1960s.  And  they're  the 
reason  why  manufacturing  did 
not  increase  its  share  of  GDP, 
even  during  the  late  1990s, 
which  were  boom  years  for 
tech  production. 

For  the  next  few  quarters 
at  least,  sustained  growth  in  demand  means  that  bett« 
times  are  ahead  for  factories.  That's  what  typical 
happens  when  a  recovery  starts  in  earnest.  But  the  tic 
cannot  be  held  back.  Manufacturers  will  enjoy  the  be: 
efits  of  expansive  cyclical  forces,  but  they  will  still  be 
risk  from  the  erosion  caused  by  structural  forces. 


TECH  LEADS 
THE  FACTORY  UPTURN  I 

15 

PRODUCTION  OF 
10 -HIGH-TECH 

EQUIPME 
5 


JAN.  '02  AUG.  -03 

▲  PERCENT  CHANGE  FROM  A  YEAR  AGO 
Data.  Federal  Resene  Board,  Global  Insight  I 


HOPE  IN  A  BRIGHTER  EXPORT  OUTLOOK 


South  Korea  is  emerging  from 
its  worst  downturn  since  the 
Asian  crisis  in  1998,  but  a  full  re- 
covery is  still  a  way  off. 

Real  gross  domestic  product  fell 
2.9%  in  the  second  quarter  after  a 
1.6%  drop  in  the  first 
quarter.  The  govern- 
ment crushed  con- 
sumer spending  when 
it  clamped  down  on 
consumer  credit  late 
last  year.  Plus,  exports 
suffered  from  the  war- 
related  global  slow- 
down and  the  SARS 
epidemic  in  Asia. 

Now,  economists 
agree  that  a  recovery  is  starting 
to  take  hold,  but  that  it  faces  stiff 
headvsands.  Household  balance 
sheets  remain  under  pressure 
from  last  year's  borrowing  binge 
and  job  losses.  Also,  even  though 


HAS  THE  SLUMP 
HITBOnOM? 


SOUTH  KOREA'S  GDP 


▲  PERCENT  CHANCE  FROM  PREVIOUS 
QUARTER.  ANNUAL  RATE 

Data:  Global  Insight  Inc. 


the  stock  market  is  up  sharply,  an 
increasing  amount  of  Korean  in- 
vestment is  going  to  China.  "The 
Korean  economy  is  now  caught  in 
a  vicious  circle  of  poor  invest- 
ment, lack  of  new  employment, 
and  poor  domestic 
consumption,"  says 
HuJi  Chan  Guk,  chief 
economist  at  the 
Korea  Economic  Re- 
search Institute,  a 
chaebol  think  tank. 
Making  matters 
worse,  strikes  by 
workers  in  the  trans- 
portation, auto,  ship- 
building, and  chemical 
industries  over  the  past  two 
months  have  crippled  industrial 
production.  Then,  as  container 
loading  for  exports  at  the  bustling 
Pusan  port  was  finally  getting 
back  to  normal,  damage  from  Ty- 


phoon Maemi  will  further  curtail 
port  activity.  The  unusually  long 
rainy  season  is  also  hampering 
farm  output  and  construction. 
Economists  generally  expect 
growth  of  about  3%  this  year  and 
4%  to  5%  in  2004. 

Exports,  which  account  for 
some  40%  of  GDP,  will  lead  the  re- 
covery, and  the  outlook  there  is 
improving.  August  export  growth 
slowed  to  11%  from  16%  in  July, 
but  that  was  a  strong  showing 
given  the  effects  of  the  strikes. 
Business  confidence  in  August 
rose  to  its  highest  level  in  almost 
a  year.  The  healthier  outlook  for 
Korea's  foreign  markets,  especial- 
ly in  Asia,  should  keep  exports  on 
the  upswing.  Gradually,  that  will 
boost  profits,  business  investment, 
and  hiring,  which  will  help  to  get 
households  spending  again. 

With  Moon  Ihlwan  in  Seoul 
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BBBHUH 


>OES  IT  ALL 


Java"  Enterprise 
System 


t  lAVA'ENTERPftlSE  SYSTEM  -  EVERY  NETWORK 
VICE  YOUR  BUSINESS  NEEDS  -  CLUSTERING, 
ENDAR,  DIREaORY  AND  IDENTITY  SERVICES, 
TANT  MESSAGING,  PORTAL,  WEB  SERVER  AND 
>LICATIONS  SERVER  -  DONE  TO  PERFECTION. 


^Sim 


SOFTWARE  FROM  SUN! 


Java"  Enterprise 
System 


CERTAINLY,  SUN  IS  KNOWN  FOR  ITS  INNOVATIVE 
HARDWARE.  BUT  JUST  AS  WE  REVOLUTIONIZED 
THE  HARDWARE  BUSINESS,  WE'RE  NOW 
TRANSFORMING  SOFTWARE  FOR  OUR  CUSTOMERS 
WITH  THE  JAVA  ENTERPRISE  SYSTEM. 


$100 


SAVES  MILLIONS 


Java"  Enterprise 
System 


INSTEAD  OF  SPENDING  SlOOOs  PER  EMPLOYEE 
ON  SOFTWARE,  SPEND  $100.  THAT  CAN  SAVE  YOUR 
BUSINESS  MILLIONS  ALONE,  BUT  THE  SUPPORT 
AND  TRAINING  ARE  INCLUDED  WITH  THE  |AVA 
ENTERPRISE  SYSTEM  CAN  SAVE  YOU  EVEN  MORE. 


REDICTABLE 
>N'T  BORING 


Java"  Enterprise 
System 


rriNG  SCHEDULED  UPGRADES  THAT  ARE  100% 
MPATIBLE  WITH  PREVIOUS  VERSIONS 
IT  BORING.  NEITHER  IS  THE  NO-SURPRISE 
ICING  OF  THE  JAVA  ENTERPRISE  SYSTEM. 
EDiaABLE  IS  REVOLUTIONARY. 


RADICAL 
SIMPLICITY 


Java"  Enterprise 
System 


DESIGNED  TO  BE  SIMPLE  -  YET  TOTALLY  COMPATIBLE  - 
WHETHER  YOU'RE  INTEGRATING  WITH  YOUR  OWN,  OR 
THIRD  PARTY  SOFTWARE.  SIMPLE  MEANS  MAXIMIZED 
SECURITY,  EFFICIENCY,  AND  SCALABIUTY. 


^Suu 


^ssm 


Java"  Enterprise 
System 


RUN  IT  ON  SOLARIS  OR  LINUX,  INTEGRATE 
3RD  PARTY  SOFTWARE,  AaiVATE  ONLY  WHAT 
YOU  NEED,  ADD  USERS  AS  REQUIRED,  WE 
BUILT  THE  lAVAENTERPRISE  SYSTEM  TO  BE 
OPEN  -  FOREVER. 


ESTED 

>N  FRIENDS 


Java"  Enterprise 
System 


;  CREATED  THE  JAVA  ENTERPRISE  SYSTEM  TO  RUN 
N  -  INCREASING  OUR  PRODUCTIVFTY  WHILE 
RFEQING  A  PRODUa  THAT  SAVES  US  MILLIONS 
R  YEAR.  WE  THEN  LICENSED  A  TEST  VERSION  TO 
ME  OF  OUR  BEST  CUSTOMERS  -  AND  NOW  WE'RE 
EN  BEHER  FRIENDS. 


^Siin 


\  THE  lAVA  ENTERPRISE  SYSTEM  IS  SECURE, 
INTEGRATED,  PREDiaABLE,  EFRCIENT,  SIMPLinED, 
STANDARDIZED,  LOWER  COST,  UPGRADEABLE, 
OPEN  AND  A  HECK  OF  A  LOT  EASIER  TO  MANAGL 


THINK  PREDiaABILfTY  IS  AS  EXCITING  AS  WE  DO? 
FIND  OUT  JUST  HOW  MUCH  THE  |AVA  ENTERPRISE 
SYSTEM  CAN  DO  FOR  YOU. 


GET  A  FREE  SELFASSESSMENT  TODAY. 
SUN.COM/TRYrr 


^SWi 
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IG  CHANGES  FOR 
HE  BIG  BOARD 


ith  Grasso  gone,  the  New  York  Stock 
xchange  looks  set  for  an  overhaul 


or  a  man  as  thin-skinned, 
vain,  and  publicity-con- 
scious as  Richard  A.  Gras- 
so, it  must  have  been  hell. 
Day  after  day,  from  al- 
most the  moment  the  full 
details  emerged  of  his 
$188  million  pay  package 
on  Sept.  9,  the  57-year-old 
irman  of  the  Nevi^  York  Stock  Ex- 
nge  has  been  the  subject  of  an  al- 

st  imprecedented  tide  of  private  ma- 
vering — with  even  his  old  allies  on 
trading  floor  turning  against  him — 

\i  public  revulsion.  Grasso  remained 

fiant,  but  in  the  end,  the  pressure 

is    too    intense.    With    opposition 

)unting  from  his  board  and  the  trad- 

r  floor,  heat  from  the  Securities  & 

cchange  Commission,  and  increasing 

lis  for  his  ouster,  Grasso  resigned  on 

pt.  17. 

Grasso's  downfall  was  stunning  in  its 

iftness.  And  beneath  the  mounting 

ticism  was  a  sobering  re- 

ty  for  the  211-year-old 

g  Board  as  it  struggles 
salvage   its   tarnished 

putation  as  the  gold  stan- 

rd  of  the  financial  mar- 
ts. Now  that  Grasso  is 

ne,  the  NYSE  is  likely  to 

dergo  far-reaching  struc- 

ral       and       regulatory 

anges.  The  controversy 

er  Grasso  has  come  at  a 

icial  time  for  the  NYSE, 

d  the  furor  over  his  pay 

s  shone  a  spotlight  on  an 

•eady  simmering  debate 

er  its  weak  governance. 

nee  March,  the  sec  had 

en  prodding  the  NYSE  to 


review  how  the  exchange  runs  itself — a 
process  that  was  supposed  to  culminate 
on  Oct.  2,  when  an  NYSE  committee, 
chaired  by  former  New  York  Comptrol- 
ler H.  Carl  McCall  and  President  Clin- 
ton's former  Chief  of  Staff,  Leon  Panet- 
ta,  planned  to  announce  its  slate  of 
governance  changes.  Grasso  had  called  a 
special  meeting  for  Sept.  24  to  discuss 
the  proposals.  Grasso  felt  "he  is  a  per- 
suasive feUow,  and  he  wants  to  talk  [his 
opponents]  out  of  it,"  says  a  source  close 
to  one  board  member. 

But  as  calls  for  his  departure  mount- 
ed, with  Presidential  candidates  Sena- 
tors John  Edwards  (D-N.  C.)  and  Joseph 
I.  Lieberman  (D-Conn.)  joining  the  cho- 
rus, the  board  called  a  special  meeting. 
Grasso  realized  he  could  not  survive. 
The  board  initially  picked  as  interim 
chairman  a  Grasso  loyalist  on  the  board, 
prominent  Silicon  Valley  lawyer 
Lawrence  W.  Sonsini.  As  BusinessWeek 
went  to  press  late  on  Sept.  17,  another 


WHAT  MAY  BE  IN  STORE 

In  the  debate  over  the  need  for  a  makeover  of  the  NYSE's 
structure  and  governance,  here  are  sonne  of  the  proposals: 


DISCLOSURE 


Ensure  that 
the  NYSE's 
disclosure  practices  are 
changed  so  that  they  match 
those  of  public  companies. 


DIRECTORS 


Ensure  that 
most  NYSE 
board  members  are  not 
employees  of  firms  regulated 
by  the  exchange. 


lEAOERSHIP^N^v'sVlr 

man's  post  from  the  CEO's  by 
appointing  a  nonexecutive 
outside  director  as  chairman. 


REGULATION 


Shift 

regulatory 
authority,  totally  or  in  part, 
from  the  NYSE  to  a  separate 
oversight  agency. 


board  meeting  was  still  ongoing  and 
Sonsini  had  not  yet  accepted  the  post. 
The  NYSE's  new  governance  propos- 
als vdll  now  have  to  contrast  dramati- 
cally with  the  anemic  initial  ones  an- 
nounced in  June.  Otherwise,  the  SEC 
will  likely  force  real  change  on  the  ex- 
change. "I  think  they're  going  to  have 
to  start  from  scratch,"  says  Muriel 
Siebert,  the  first  female  NYSE  member, 
who  now  heads  discount  brokerage 
Muriel  Siebert  &  Co. 

Although  the  SEC  is  publicly  waiting 
to  see  what  the  NYSE  says,  back-channel 
communications  between  the  Big  Board 
and  its  overseer  have  been  intense. 
Some  NYSE  members  had  flown  to 
Washington  in  recent  days  to  meet  with 
high  SEC  officials  to  press  the  case 
against  Grasso.  The  mood  at  the  SEC  is 
impatient.  In  the  end,  an  independent 
panel — or  a  small  group  of  directors 
who  played  no  role  in  setting  Grasso's 
pay — may  vdnd  up  supervising  the  del- 
icate task  of  overhauhng  the  exchange. 
"The  NYSE  board,  as  it  currently  exists, 
cannot  credibly  review  its  own  actions," 
says  a  top  SEC  official. 

Some  areas  where  change  is  likely: 
■  FULL  DISCLOSURE.  The 
NYSE  and  other  stock  mar- 
kets are  subject  to  few 
disclosure  requirements 
unless  they  are  public 
companies  themselves.  In 
its  June  proposals,  the 
NYSE  agreed  to  publish  the 
salaries  of  its  top  officials. 
But  pension  funds  and 
other  institutions,  led  by 
the  trade  group  Council  of 
Institutional  Investors, 
want  the  NYSE  to  follow 
the  same  rules  as  nyse- 
Usted  companies.  This  goal 
is  also  being  pursued  by 
an  interest  group  with  a 
far  different  agenda — ex- 
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change  members,  whose  fealty  to  Gras- 
so  abruptly  eroded  after  the  revelation 
of  his  enormous  pay  package.  Dissi- 
dent members  say  they  were  particu- 
larly stunned  by  the  $5  million  bonus 
to  Grasso  after  the  September  11 
attacks. 

■  BOARD  COMPOSITION.  An  overhaul  is 
likely  for  the  NYSE  board,  from  its  nom- 
inating process  to  its  makeup.  It  con- 
sists of  27  members,  of  whom  12  are 
supposed  to  represent  the  interests  of 
the  public,  though  they  are  often  corpo- 
rate moguls.  Some  critics  favor  re- 
vamping the  definition  of  "public"  so 
that  independent  directors  dominate — a 
process  that  may  lead  to  the  removal  of 
top  Wall  Street  executives,  such  as 
Goldman,  Sachs  &  Co.  Chairman  Henry 
M.  Paulson  Jr.,  a  leading  advocate  of 
Grasso's  ouster.  That  would  shift  the 
balance  of  power  to  directors  from  out- 
side the  securities  industry,  such  as  for- 
mer Secretary  of  State  Madeleine  K. 
Albright,  a  recent  addition  to  the  board 
who  publicly  backed  Grasso  while  qui- 
etly pushing  for  his  ouster,  according 
to  an  aide  to  one  board  member.  Al- 
bright did  not  return  calls.  According  to 
an  agency  official,  SEC  Chairman  William 
H.  Donaldson  believes  some  members 
of  the  current  board  have  no  credibility 
and  should  go  but  is  leaving  that  __ 
decision  to  the  board. 

NYSE  members  have  their  own 
agenda.  They  are  pushing  for  di- 
rectors who  represent  the  hundreds 
of  members,  estimated  at  70%  of 
the  total,  who  lease  out  their  seats. 
That  is  not  likely  to  have  much  ap- 
peal to  institutional  investors.  But  all 
critics  unite  in  wanting  to  end  the 
NYSE  chairman's  input  into  board 
nominations,  which  has  been  tanta- 
mount to  control  of  the  selection 
process.  The  nominating  committee 
would  no  longer  have  annual  "audiences" 
in  which  the  chairman  puts  forth  a  hst 
from  which  the  committee  selects  board 
members.  The  practice  has  drawn  wide- 
spread criticism  since  it  was  revealed  by 
Grasso  in  an  interview  with  Business- 
Week (BW— Sept.  15). 

■  THE  TOP  JOB.  Grasso  wore  two 
hats — chairman  and  CEO.  But  those 
roles  are  likely  to  be  split,  with  the 
chairmanship  becoming  a  nonexecutive 
position.  That  would  enhance  the  in- 
dependence of  the  board.  But  not  all 
governance  critics  are  enthusiastic. 
Sarah  A.  Teslik,  executive  director  of 
the  Council  of  Institutional  Investors 
and  an  outspoken  critic  of  Grasso,  says 
she  has  received  "unofficial  feelers" 
that  the  NYSE  is  moving  in  that  direc- 
tion.   But   "I  don't   know   how   much 


difference  it  would  make,"  she  says. 
■  REGULATION.  A  hot  potato  that  was 
avoided  by  the  NYSE  governance  com- 
mittee's initial  report,  the  issue  can  no 
longer  be  avoided:  Many  investors  and 
others  were  outraged  by^Grasso's  huge 
pay  precisely  because  he  regulated  the 
companies  that  rewarded  him  so  gener- 
ously. One  possibility  under  discussion  is 
to  move  some  or  all  regulatory  func- 
tions to  a  separate  organization,  much  as 
the  regulation  of  the  NASDAQ  stock  m'ar- 
ket  was  assigned  to  a  separate  institu- 
tion in  1996.  Representative  Richard  H. 
Baker  (R-La.),  chairman  of  the  house 


the  Sept.  16  verdict  of  board  mer 
William  B.  Summers  Jr.,  chairmal 
McDonald  Investments  Inc.  in  Cll 
land.  But  that  clearly  wasn't  the  vie^ 
Goldman  Sachs's  Paulson,  Morgan 
ley's  Chairman  &  CEO  Philip  J. 
and  Albright,  described  by  sources 
to  the  board  as  the  leading  dissider 
Until  the  final  moments,  Grasso's| 
ponents  on  the  board  were  plaj 
waiting  game.  They  hoped — ultimal 
correctly — that  the  onslaught  of  pi 
pressure  would  force  Grasso  to 
Anonymity  was  the  order  of  the 
and  fear  of  retribution  was  high. 


GRASSO'S  SWIFT  FALL  FROM  GRACE 


MAR.  26 


SEC 

Chairman 
Donaldson  asks 
the  NYSE  for 
information  on  its 
governance  practices. 


AUG.  27! 


'Under 
DONALDSON      AUIIi  £f  pressure 

to  become  more 

transparent,  the  NYSE  for  the  first 
time  discloses  the  salaries  of  its  top 
execs — revealing  that  Grasso  stands 

to  take  home  $140  million 

in  compensation. 


Businessmk 


SEPT.  2! 


GRASSO 


Donaldson 
demands 
details  as  controversy 
over  Grasso's  outsize 
pay  package  grows. 

subcommittee  on  capital 
markets,  observed  on  Sept. 
17  that  "the  chairman  of 
an  exchange  shouldn't  be 
paid  for  overseeing  both  the  regulatory 
side  and  the  business  side." 

Such  proposals  are  unlikely  to  see 
final  form  until  Grasso's  ultimate  suc- 
cessor is  named.  He  had  favored  ei- 
ther of  his  two  co-presidents,  Catherine 
R.  Kinney  or  Robert  G.  Britz.  But 
their  lavish  pay  packages  and  close  as- 
sociation with  Grasso  made  them  non- 
starters.  Should  Sonsini  not  be  ap- 
pointed, others  whose  names  have  been 
floated  as  possible  replacements  include 
former  SEC  Chairman  Arthur  Levitt 
and  John  H.  Biggs,  former  tiaa-cref 
chairman. 

Grasso  loyalists  insisted  until  the  end 
that  talk  of  succession  was  premature. 
"He's  had  the  support  of  the  board  in 
the  past,  he  has  the  support  of  the 
board  in  the  present,  and  he'll  have  the 
support  of  the  board  in  the  future,"  was 


SEPT.  9 


iThe  NYSE  announces 
'that  Grasso  is  entitled 
to  $48  million  more  in 
compensation,  but  Grasso  agrees 
to  forgo  it.  The  exchange  releases 
1,200  pages  of  salary  documents 
that  show  a  $5  million  bonus  for 
Grasso's  work  after  September  11. 


SEPT.  16 


California  Treasurer  Phil 

Angelides  calls  for 
Grasso's  resignation 
So  do  the  heads  of 
four  of  the  country'slt'-' 
largest  public 
pension  funds.         ¥}" 


ANGELIDES 


uLl  !■  1 1  pressure 
from  the  board, 
Grasso  resigns. 


one  phone  call,  [Grasso]  can  tell  us  v 
are  imder  an  investigation  that  will  r\\-i 
quire  300  lawyers  for  25  years,"  says  rll 
person  close  to  one  Wall  street  boai  md 
member.  t; 

Another  sobering  factor  was  that,  ui  sr 
til  the  final  moments,  Grasso  still  had 
significant — if  rapidly  dwindUng — cad: 
of  admirers.  Even  a  leading  dissider] 
exchange  member — William  Higgin 
who  is  pressing  for  board  members! 
for  people  who  lease  out  their  seats 
wanted  his  colleagues  to  forgive  an| 
forget.  Says  Higgins:  "When  peopl] 
make  mistakes  on  the  floor,  we  call  th 
a  QT — questionable  trade.  I  tell  peopl 
who  call  that  Grasso  had  a  QT,  he  should 
clean  it  up,  clear  the  losses,  and  go  on. 
But  Grasso  did  much  more  than  make 
bad  trade — and  he  paid  the  price  fo 
his  imrelenting  greed. 

By  Gary  Weiss  in  New  York  am 
Paula  Dwyer  in  Washington,  with  Man 
Der  Hovanesian  in  New  York,  ant 
bureau  repoHs 
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IPAIGN  2004 


HE  CANDIDATE  FROM 
CENTRAL  CASTING 

it  Wesley  Clark's  outsider  status  is  a  mixed  blessing 


■j  ost  times,  the  late 
Ul  entry  into  the 
■I  Presidential  race 
■  I  of  a  political 
ice  like  former  General 

ley  K.  Clark  would  be 
:  with  indulgent  smiles 
■n  campaign  pros.  With 
,r  months  to  go  before 

Iowa  caucuses,  Clark, 
0  entered  the  fray  on 
)t.  17  in  his  hometown 
Little  Rock,  seems  to 
<  many  of  the  essential 
apons  for  the  political 
rs:  He  has  never  held 
ice,  relies  on  a  shop- 
m  band  of  former  Clin- 

aides  for  advice,  and 
ry  be  hard-pressed  to 
se  the  $20  million-plus 
-t  the  likes  of  Howard 
an  and  John  F.  Kerry 

n  to  lavish  on  the  race.  

The  thing  is,  2004  may  be  anything 
:  a  conventional  election  year — which 
.kes  it  unwise  to  dismiss  Clark's 
irge  as  a  mere  flight  of  fancy, 
agged  down  by  a  soggy  economy  and 
increasingly  troubled  Iraq  interven- 
n,  President  George  W.  Bush  is  look- 
;  vulnerable.  But  in  the  post-Septem- 
'  11  era,  many  Democrats  still  seek  a 
ndard-bearer  with  solid  credentials 
national  security — a  niche  none  of 
?  current  crop  of  contenders  has  filled. 

■NERAL  WESLEY  K.  CLARK 


WHITE  KNIGHT?  Clark's  intelligence  and  studiousness  are 
unquestioned — hut  at  NATO  he  struck  many  as  a  showboater 


Enter  Clark,  the  candidate  from  Cen- 
tral Casting.  After  graduating  first  in 
his  class  at  West  Point  and  winning  a 
Rhodes  scholarship,  he  fought  in  Viet- 
nam, leading  a  mechanized  infantry  com- 
pany. In  1970,  his  unit  came  under  ene- 
my fire  near  Saigon.  Clark,  then  26,  was 
shot  four  times.  The  injuries  required  a 
year  of  rehab  and  earned  him  a  Silver 
Star  for  valor  under  fire. 

By  the  time  he  was  52,  Clark  was 
Supreme  Allied  Commander  Europe,  a 
post  from  which  he  directed  the  1999 
NATO  war  against  Serbian  strongman 


Slobodan  Milosevic.  The  78-day  air  blitz 
won  the  hard-charging  general  interna- 
tional acclaim — and  his  share  of  ene- 
mies. Back  at  headquarters,  Clark  "was 
viewed  as  a  self-promoter,"  says  one 
ex-Pentagon  official. 

Clark's  greatest  asset,  friends  say,  is 
his  innate  intelligence.  It's  also  his  great- 
est liabiUty.  During  his  NATO  days,  the 
studious  soldier  struck  many  officers  as 
a  showboat.  He  alienated  the  Pentagon 
by  arguing  publicly  for  ground  troops 
in  Kosovo — options  that  proved  unnec- 
essary in  light  of  ultraprecise  bombing. 
Ultimately,  the  jockeying 
cost  Clark  his  command. 
Then-Defense  Secretary 
William  S.  Cohen  got  his 
revenge  by  having  the 
Arkansan  dismissed  three 
months  early  from  his 
Brussels  post. 

No  doubt  about  it, 
Clark  the  warrior-scholar 
was  a  different  kind  of 
general,  and  he  figures  to 
be  a  different  kind  of  can- 
didate. Despite  a  chestful 
of  medals,  he  was  an  early 
foe  of  the  preemptive  war 
against  Iraq.  In  books  and 
lectures,  he  displays  a  co- 
herent strategic  vision  and 
a  behef  in  multilateral  al- 
hances — qualities  Democ- 
rats feel  have  been  lacking 
under  Team  Bush  (page 
40).  Clark  is  positioned  as 
an  outsider,  but  he  has  spent  much  of 
his  post-military  career  hobnobbing  with 
the  Establishment.  Moreover,  his  bat- 
tle ribbons  give  him  instant  credibihty 
to  shape  the  attack  on  Bush  foreign  pol- 
icy— credentials  even  fellow  Vietnam 
vet  Kerry  can't  match. 

Enhancing  his  allure  to  party  ac- 
tivists, Clark,  58,  is  a  liberal  on  social  is- 
sues such  as  abortion,  gun  control,  and 
affirmative  action.  He  would  also  repeal 
many  Bush  tax  cuts  for  upper-bracket 
Americans  while  leaving  lower  rates  in 
place  for  the  middle  class.  That  distin- 


AGE  58 


EDUCATION 

Graduated  first 
in  class  from 
West  Point, 
1966;  Rhodes 
Scholar,  Oxford 
University, 
1968 

IIUTARY  EXPERIENCE 

>upreme  Allied 
lommander  Europe 
NATO),  1997-2000; 


Commander-in-Chief,  U.S. 
Southern  Command, 
Panama,  1996-97; 
Commander,  National 
[Military]  Training  Center  at 
Fort  Irwin,  Calif.,  1989- 
1991 

RECENT  NOMMIUTARY 
EXPERIENCE 

Consultant  for  the  Little 
Rock-based  Stephens  Inc., 
a  controversial  investment 
bank  for  which  Clark  was 
spotting  high-tech 


investments.  Post-9-11 
commentator  for  CNN 

CAREER  HIGHUGHTS 

Earned  a  Silver  Star  in 
Vietnam;  led  military 
negotiations  for  the 
Bosnian  Peace  Accords  at 
Dayton,  Ohio;  freed  Kosovo 
without  U.S.  casualties 

BIGGEST  CAREER 
DISAPPOINTMENT 

Was  replaced  before  his 
NATO  tour  of  duty  was  up 


after  Pentagon  infighting 

POLITICAL  STRENGTHS 

Highly  decorated  military 
background;  Southern 
home  base;  articulate  critic 
of  Bush  military  strategy; 
grassroots  support 
organized  via  the  Web 

POLITICAL  LIABILITIES 

Untested  as  a  candidate, 
late  entry  in  campaign;  far 
behind  other  candidates  in 
the  money  chase 
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gxiishes  him  from  Dean,  who  wants  to 
roll  back  much  of  Bush's  $3.5  trillion  in 
cuts  and  favors  an  expensive  health 
plan.  "What  this  race  needs  is  a  cen- 
trist," says  Clark  adviser  Skip  Ruther- 
ford. "That's  where  Clark  comes  in." 

While  not  discounting  Clark,  politi- 
cal pros  say  he  faces  long  odds  in  his 
quest  for  the  Presidency.  Most  point  to 
Clark's  lack  of  money.  But  with  a  can- 
didacy as  novel  as  his — the  closest  par- 
allel is  Dwight  D.  Eisenhower's  1952 
run — donations  could  pour  in  quickly  if 
the  general  shines  in  upcoming  debates. 
Clark  "will  be  a  formidable  candidate," 
says  Senator  Chuck  Hagel  (R-Neb.). 


Adds  a  top  GOP  strategist:  "If  Dean  is 
[White  Hovise  political  guru]  Karl  Rove's 
greatest  fantasy,  Clark  is  his  worst 
nightmare." 

Perhaps.  But  Clark  is  also  about  to 
be  tested  in  the  fast-paced  environment 
of  political  combat.  Among  the  key 
questions  looming  over  his  candidacy: 
STUMP  SAVVY.  Clark  has  impressed 
CEOS  and  academics  with  his  erudite 
geopolitical  analyses  at  the  World  Eco- 
nomic Forum  and  elsewhere.  But  can 
he  connect  one-on-one  with  voters  in 
New  Hampshire  kaffeeklatsches'!  'Wow- 
ing them  in  Davos  isn't  the  same  as 
wowing  them  on  the  rubber-chicken  cir- 


cuit," says  Linda  L.  Fowler,  a  gov 
ment  professor  at  Dartmouth  Coll 
"No  one  really  knows  what  kind  of    iff'" 
didate  Clark  wiU  be." 
MONEY  QUESTIONS.  Top  Democrats  s 
as  former  Vermont  Governor  D< 
Massachusetts  Senator  Kerry,  and 
necticut  Senator  Joseph  I.  Lieben 
have  commitments  from  prominent  fi 
raisers.  Some  moderate  businesspec 
say  they  would  be  willing  to  cough 
cash  for  Clark — but  most  are  wail 
to  see  if  he  catches  fire  in  early  pt  TW 
"The  money  will  come  if  Clark  pro 
he's  for  real,"  says  one  party  pol. 
first  he  has  to  prove  it." 


CLARK:  WHAT'S  WRONG 

WITH  U.S.  POLICY 

IN  IRAQ 


As  General  Wesley  K.  Clark  wades 
into  the  Presidential  race  as  a  De- 
mocrat, his  views  on  Iraq,  the 
terrorist  threat,  and  national  se- 
cxirity  should  be  of  utmost  interest  to 
the  electorate.  His  new  book,  Winning 
Modem  Wars:  Iraq,  Terrorism  and  the 
American  Empire  (PublicAffairs,  2003), 
is,  in  effect,  Clark's  campaign  manifesto, 
providing  insights  into  what  he  believes 
and  what  he  would  do  as  Commander- 
in-Chief.  As  a  book,  it  is  a  smart  take 
on  the  battlefield  tactics  used  in  Iraq  as 
well  as  a  tough-minded  critique  of  the 
military  strategy  and  the  geopolitical 
doctrine  followed  by  the  Bush  Adminis- 
tration. With  the  campaign  heating  up 
and  talk  of  an  Iraqi  "exit  strategy" 
growing,  Clark's  book  offers  a  vision 
that  contrasts  sharply  with  that  of 
President  George  W.  Bush.  Agree  or 
disagree  with  the  four-star  general, 
here  is  what  he  says: 
■  The  war  in  Iraq  "has 
thus  far  been  a  perfect  ex- 
ample of  dominating  an  en- 
emy force  but  failing  to  win 
the  victory."  Clark  says  the 
Administration  made  the 
classic  mistake  of  equating 
the  defeat  of  an  enemy 
with  achieving  its  larger 
poUtical  goal.  That  goal  was 
to  set  up  a  democratic,  sta- 
ble, secular  Iraq  which 


WINNING 
MODERN 

WARS 


♦  ffl  t  «^  V 


WESLEY    K 

CLARK 


would  help  stop  terrorism.  Clark  argues 
that  this  required  higher  force  levels 
and  a  different  strategy:  "Victory 
means  not  the  defeat  of  the  opposing 
army  but  rather  winning  the  foUow- 
through  operation  to  accompUsh  the 
aims  and  intent  of  the  plan."  Too  few 
troops  on  the  ground  going  in  left  Sad- 
dam's Sunni  heartland  unconquered  and 
rearguard  supply  troops  vulnerable  to 
attack.  Moving  unilaterally  meant  there 
were  no  European  or  other  foreign 
troops  to  help  in  combat  or  policing  the 
peace.  And  inadequate  postwar  plan- 
ning meant  few  Arabic-speakers  on 
hand,  hardly  any  power  generators,  and 
no  portable  communications  equipment. 
The  Pentagon's  war  strategy,  in  effect, 
had  "a  profound  flaw — the  endgame." 
■  The  war  in  Iraq  has  weakened,  not 
strengthened,  the  fight  against  terror- 
ism "by  diverting  attention,  resources 
and  leadership,  alienating  al- 
hed  supporters  and  serving  as 
a  rallying  point  for  anyone 
wishing  to  do  harm  to  the 
U.  S.  and  Americans."  Clark, 
who  was  pubhcly  against  the 
war  from  the  start,  argues 


%i 


that  the  Bush  Administration  fai  ily 
make  the  case  that  Iraq  was  an  wi 
nent  danger.  More  important,  th« 
ministration  was  caught  up  in  th 
War  policy  template  of  fighting  s|cur 
not  supranational  terrorists  such 
Qaeda,  and  was  predisposed  to  a 
Iraq  well  before  September.  Deft 
Secretary  Donald  H.  Rumsfeld  a) 
ers  believed  that  state-sponsored  Ri 
rorism  was  the  problem  and  that  i 
regime  change  could  end  the  ten  |t 
threat  to  the  U.  S. 

Wrong,  says  Clark — this  poUcy 
making  the  U.  S.  less  secure.  Saftb 


IRAQ  i  i  has  thus  far  been  a  p 
force  but  failing  to  win  the  vie 


[ 
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LAND  MINES.  Right  now,  Clark's 

h  is  top-heavy  with  views  on  na- 

al  security.  As  he  fills  in  the  blanks 

tjii  his  stands  on  taxes,  jobs,  and  edu- 

ilon,  he  may  be  tempted  to  tack  left 

order  to  appeal  to  the  activists  who 

linate  primary  voting.  Too  sharp  a 

it,  however,  could  imperil  Clark's  out- 

:br  status — a  potent  lure  for  inde- 

dent  voters  who  can  tilt  the  out- 

iie  in  states  such  as  New  Hampshire 

South  Carolina.  "Pandering  to  in- 

>st  groups,"  says  a  gop  ofScial,  "could 

L  Clark  the  notion  of  being  a  straight 

cer. 

NTON  CONNECTION.  While  former 
sident  Bill  Clinton,  with  whom 
rk  dines  regularly,  has  encouraged 
1  to  run,  the  association  could  back- 


fire. Many  top  Clintonites,  such  as  for- 
mer White  House  consigliere  Bruce 
Lindsey,  are  advising  the  general.  But 
those  links  and  Clark's  nearly  three- 
year  stint  at  Stephens  Inc. — a  contro- 
versial Little  Rock  investment  firm 
that  often  mixes  money  and  pohtics — 
may  revive  memories  of  Arkansas'  hot- 
house politics. 

TEMPERAMENT.  During  his  NATO  stint, 
Clark  earned  a  reputation  as  a  prickly 
leader  with  sharp  elbows  to  match.  He 
irked  Pentagon  suits  by  taking  his  con- 
cerns over  the  air-only  war  in  Kosovo  to 
White  House  pals,  and  irritated  mili- 
tary officers  by  turning  on  a  dime  to 
take  credit  for  the  successful  air  cam- 
paign. As  a  result,  "Clark  doesn't  have  a 
lot  of  friends  at  the  Pentagon,"  says 


Chester  A.  Crocker,  a  professor  at  the 
School  of  Foreign  Services  at  George- 
town University  and  a  former  Assis- 
tant Secretary  of  State  imder  Reagan. 
The  big  question  for  Campaign  '04:  Will 
the  general  morph  into  an  Alexander 
Haig-style  control  freak  when  the  cam- 
paigning gets  rough? 

Clark's  advisers  feel  the  fears  over- 
blovsTi.  Yes,  the  general  with  a  penchant 
for  intellectual  treatises  is  a  political 
greenhorn,  they  say.  And  that's  just  the 
quality  his  advisers  hope  vdll  propel 
their  hero  to  the  head  of  the  Democratic 
pack — and  all  the  way  to  the  White 
House. 

By  Lee  WaLczak  and  Richard 
S.  Dunham  with  Stan  Crock  in 
Washington 


lly  through  joint  intelligence  and 
rork  v^ith  close  allies  in  Asia, 
and  the  Middle  East,  he  says, 
Dugh  a  greater  focus  on  home- 
purity;  regime  change  is  a  diver- 
iot  only  did  the  Bush  Adminis- 
misunderstand  the  lessons  of 
war,  it  made  a  policy  blunder  of 
proportions,"  he  writes. 
Lumsfeld  doctrine  of  making  the 
litary  a  smaller,  more  mobile, 
gh-tech  force  is  responsible  for 
ire  to  capture  or  kill  Osama  bin 
n  Afghanistan  and  for  the  post- 
os  in  Iraq.  Clark,  a  four-star 


U.  S.  Army  general,  places  the  current 
debate  over  transforming  the  military 
vdthin  a  broader  fight  between  the  Air 
Force  and  Army  that  goes  back  to 
World  War  II.  This  is  one  of  the  more 
intriguing  aspects  of  his  book.  Clark  says 
that  the  Air  Force  has  been  trying  for 
decades  to  prove  that  it  can  win  wars 
alone,  without  the  Army,  through  deci- 
sive and  devastating  air  power.  Rums- 
feld, of  course,  is  an  ex-Navy  pilot  and  a 
believer  in  air  power.  Clark  concedes 
that  air  power  won  out  in  Serbia  and 
Kosovo.  But  while  he  backs  high-tech 
warfare,  Clark  also  sees  boots  on  the 
ground  as  essential.  Special  Ops  units 
working  vdth  the  Air  Force  couldn't  de- 
stroy al  Qaeda,  but  a  division  of  Army 
soldiers  might  have.  "It  was  a  strategic 

opportunity  lost." 
CLARK  IN  1993:     ■  Iraq  may  destroy  the 
Rotating  troops   all-volunteer  Army. 
home  is  needed    Clark  spends  dozens  of 
to  keep  up  pages  exalting  the  brav- 

morale  ery  and  abilities  of  the 

men  and  women  of  the 
armed  forces  in  his  book.  But  he  warns 
that  the  U.  S.  Army  is  not  an  army  of 
occupation.  The  "quasi-imperial"  America 
envisioned  by  the  neocons  in  the  Bush 
Administration  is  not  matched  by  the 
military  force  that  is  supposed  to  create 
it.  Nor  should  it  be,  according  to  Clark. 
He  argues  that  the  U.  S.  military  is  built 
for  war-fighting,  not  long-term  policing. 
It  is  a  relatively  small  force  (just  500,000 
active  Army  troops),  composed  of  volun- 
teers, many  of  whom  are  married,  vdth 
family  commitments.  Rapid  and  frequent 
rotation  back  to  families  for  the  enlist- 
ed— and  to  their  jobs  for  the  reservists — 


[ample  of  dominating  an  enemy 

-  WESLEY  CLARK 


is  crucial  to  maintaining  the  volunteer 
force.  Wth  Iraq  tying  dovra  so  many 
troops,  that's  not  happening. 
■  American  unilateralism  is  bad  military 
policy  and  bad  foreign  policy.  Clark 
sharply  criticizes  the  2002  National  Secu- 
rity Strategy  of  the  United  States  of 
America  paper  that  postulates  a  unilater- 
al, preemptive  foreign  policy  for  the 
country.  He  argues  that  the  U.  S.  lever- 
ages its  mihtary  and  political  power 
aroimd  the  world  through  multilateral  in- 
stitutions such  as  NATO  and  the  U.  N. 
and  that  abandoning  them  has  cost  it 
dearly  in  Iraq.  In  effect,  he  says  that  the 
U.  S.  doesn't  do  nation-buUding  very  well 
and  should  outsource  it  to  the  U.  N. 
Clark  also  dislikes  talk  of  an  American 
Empire.  "Old  ideas  of  empire  have  to  be 
replaced  with  a  new  strategic  vision." 

That  vision,  of  course,  is  the  exit 
strategy  out  of  Iraq.  Clark  says  the 
U.  S.  must  return  to  its  multilateral 
roots  and  get  Europe  to  share  the  bui'- 
den  in  Iraq.  He  concedes  that  NATO  and 
the  U.  N.  need  reform  but  says  this  can 
occur  only  through  constructive  U.  S. 
leadership.  Above  all,  he  says  the  mili- 
tary should  be  powerful  enough  to 
achieve  its  goals  but  be  used  only  as  a 
last  resort  and  vdth  allies,  if  possible. 
Sounds  much  like  the  Powell  Doctrine. 

Winning  Modern  Wars  succeeds  on 
many  levels,  including  the  Stephen  E. 
Ambrose-like  description  of  battles  and 
tactics  used  by  General  Tommy  Franks 
in  pacing  the  war.  Clark  clearly  ad- 
mires the  courage  and  capabilities  of 
the  soldiers  on  the  ground.  But  he  also 
presents  a  cogent  critique  of  Pentagon 
leadership  and  White  House  politics. 
As  a  military  man,  his  insights  go  be- 
yond the  predictable  Republican-Demo- 
cratic partisan  dialogue.  It's  a  valuable 
perspective  no  matter  which  candidate 
you  vote  for. 

By  Bruce  Nussbaum  in  New  York 
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THE  GLOBAL  ECONOMY 


BUILDING  TOWARD 
A  RECOVERY 


Growth  is  picking  up 
around  the  world  as 
countries  slash  taxes  and 
cut  rates  to  spur  demand 

As  the  U. S.  economy  has  struggled 
to  recover  over  the  past  21 
months,  weak  global  demand  has 
been  like  a  ball  and  chain  holding 
it  back.  Foreign  companies,  faced  with 
slack  demand  and  overcapacity  at  home, 
have  flooded  the  U.  S.  with  imports.  And 
U.S.  exporters  have  had  a  tough  time 
making  much  headway  overseas.  Put 
the  two  together  and  foreign  trade  has 
subtracted  some  two-thirds  of  a  per- 
centage point  off  annual  U.S.  growth 
since  the  economy  bottomed  out  in  the 
fourth  quarter  of  '01.  That  may  not 
seem  like  much,  but  it  has  been  enough 


to  keep  the  U.S.  economy  from  attain- 
ing the  sort  of  cruising  speed  necessary 
to  generate  more  jobs  and  put  the  re- 
covery on  a  sustainable  flight  path. 

Now,  though,  the  global  economy 
looks  to  be  turning.  In  a  forecast  pre- 
pared for  its  annual  meeting  in  Dubai 
on  Sept.  23-24,  the  International  Mone- 
tary Fund  (IMF)  predicts  that  world  eco- 
nomic growth  will  accelerate  to  4.1% 
next  year  from  3.2%  this  year  and  3% 
in  2002.  Much  of  that,  of  course,  is  due 
to  stronger  demand  in  the  U.S.  Some 
economists  now  see  growth  of  close  to 
6%  in  the  third  quarter,  thanks  to  tax 
cuts,  a  boost  from  defense  spending, 
and  stepped-up  capital  investment. 

The  global  upswing,  though,  is  not 
only  a  made-in-the-usA  affair.  Japan,  the 
world's  second-largest  economy,  is  pick- 
ing up  and  starting  to  generate  home- 
grown growth,  rather  than  just  relying 


DIZZYING 

A  worker 
in  Wuhan. 
China's 
growth  is 
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on  exports  for 

boost.    Emergi 
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where    the    economy    all 
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dence  starting  to  perk  up. 

are  not  out  of  the  woods, 

we  are  clearly  in  a  better  siti 

tion  than  earUer  this  year,"  i: 

Managing  Director  Horst  Kohl 

said  on  Sept.  12. 

The  broadening  of  the  glol 
expansion  bodes  well  on  ma] 
fronts.  Global  trade  talks  in  Ce 
cim  broke  down  on  Sept.  14 
part  because  the  weakness 
the  world  economy  made  it  d 
ficult  for  the  U.S,  Europe,  ai 
developing  nations  to  make  co 
cessions.  Faster  growth  and  i 
creased  prosperity  don't  gua 
antee  that  the  talks  can 
restarted  next  year,  but  certai 
ly  increase  the  chances  they  may  be. 
More  concretely,  the  global  upswii 
should  help  hard-pressed  U.S.  man 
facturing  companies.  Still  hemorrhagii 
jobs,  they  remain  a  weak  link  in  tl 
economic  recovery.  "We're  starting 
see  business  levels  improve,"  sa; 
Theodore  Solso,  chief  executive 
Cummins  Inc.,  a  maker  of  big  engin( 
based  in  Columbus,  Ind. 

Indeed,  U.  S.  exports  are  on  the  ris 
and  hit  their  highest  level  in  more  th 
two  years  in  July.  Part  of  that  gain, 
course,  has  been  due  to  the  weakenir 
of  the  dollar  over  the  past  18  month 
which  has  boosted  the  competitivene 
of  U.  S.  companies,  particularly  vis-a-v 
their  European  rivals.  In  a  bid  to  gi\ 
manufacturers  a  bigger  lift,  U.  S.  Tre. 
sury  Secretary  John  W.  Snow  is  e: 
pected  to  press  both  China  and  Japan 
the  IMF  meeting  in  Dubai  to  allow  the 
currencies  to  appreciate  against  the  dc 
lar.  While  China  is  unlikely  to  agre 
traders  are  betting  that  Japan  may  t 
more  amenable. 

Stronger  overseas  demand,  couple 
with  a  lower  dollar,  is  even  raisin 
hopes  that  the  relentless  rise  of  th 
U.S.  trade  deficit  may  be  nearing 
end.  True,  a  further  increase  in  red  in 
seems  likely  in  the  coming  months 
the  supercharged  U.  S.  economy  sucks  i 
more  imports.  But  some  economists  ai 
forecasting  the  deficit  will  crest  ne? 
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year,  at  least  as  a  per- 
centage of  gross  domes- 
tic product.  "The  cur- 
rent-account deficit  will 
peak  over  the  next  year 
and  hopefully  head  down 
in  2005,"  says  former 
IMF  chief  economist 
Michael  Mussa. 

Admittedly,  the  widen- 
ing recovery  is  only  the 
first  step  toward  a  need- 
ed rebalancing  of  global 
demand.  It  will  probably 
take  a  further  fall  of  the 
dollar,  and  even  faster 
growth  abroad,  to  wean 
the  world  economy  off  its 
over-dependence  on  the  U.  S.  "The  path 
to  a  more  balanced  global  economy  will 
require  further  [action].  But  this  [expan- 
sion] is  an  important  step,"  says  J.  P. 
Morgan  Securities  economist  Bruce 
Kasman. 

It's  a  step  policymakers  can  claim 
some  credit  for.  After  all,  they've 
pumped  massive  amounts  of  money  into 
their  economies.  "We  haven't  had  such  a 
flood  of  liquidity  since  the  time  of 
Noah,"  quips  Robert  D.  Hormats,  vice- 
chairman  of  Goldman  Sachs  Interna- 
tional. The  U.S.  has  led  the  charge  by 
slashing  income  taxes  and  reducing 
short-term  interest  rates  to  their  lowest 
level  in  45  years.  But  countries  from 
South  Korea  to  Germany  have  also  cut 
taxes  while  central  banks  worldwide 
have  opened  the  monetary  spigots. 

The  global  growth  strategy  is  begin- 
ning to  pay  off.  Japan's  long-troubled 
economy  grew  faster  than  that  of  the 
U.  S.  in  the  second  quarter  Most  of  that 
growth  came  from  stronger  domestic 
demand.  Forced  to  live  with  debilitating 
deflation  over  the  past  six  years,  Japa- 
nese multinationals  have  slashed  costs 
and  boosted  efficiency.  And  despite  on- 
going problems  in  Japan's  banking  sys- 
tem, corporate  profits  are  rising  and 
businesses  are  using  that  money  to  step 
up  investment.  Capital  spending  was  up 
more  than  5%  in  the  second  quarter. 


tounding  60%  and  could 
2  million  units  this  yez 
In  contrast  to  Asia 
the  U.S.,  Europe  still 
behind    in    the    gro\ 
game — ^in  part  because 
icymakers  there  have  be 
more  timid  than  their  UJ 
and  Asian  counterparts 
trying   to    stimulate    c| 
mand.   There   are   si| 
though,   of  better  tir 
ahead.  In  Germany,  mj 
ufacturing  is  starting 
pick  up  for  the  first  ti 
in  months.  And  in  Francl 
new  business  creation 


Stronger  overseas  demand  and  the  weaker 
dollar  are  raising  hopes  that  the  relentless  rise 
of  the  U.S.  trade  deficit  may  be  near  an  end 


SHIPPING  CONTAINERS  AT  PORT  NEWARK,  N.J. 


U.  S.  companies  are  beginning  to  reap 
the  benefits.  "We're  starting  to  see  sig- 
nificant improvement  [in  Japan],"  says 
Network  Apphance  CEO  Daniel  J.  War- 
menhoven.  Adds  Cisco  Systems  CEO 
John  Chambers:  "It's  the  most  optimistic 
I've  seen  Japanese  business  and  gov- 
ernment leaders... in  a  decade."  Japan 
and  much  of  Asia  are  benefiting  from 
strong  demand  in  China.  While  China 
has  a  growing  and  controversial  trade 
surplus  with  the  U.  S.,  it's  deeply  in  the 
red  to  the  rest  of  Asia.  Indeed,  China 
looks  set  to  supplant  America  as  South 
Korea's  top  export  market. 

And  thanks  to  an  aggressively  ex- 
pansionary monetary  policy  that  has 
boosted  the  money  supply  by  20%  over 
the  past  year,  Chinese  demand  is  boom- 
ing after  a  SARS-induced  hiccup.  In  Bei- 
jing, restaurants  are  crowded  again  and 
it's  hard  to  get  taxis.  After  slowing  in 
June,  retail  sales  rose  at  a  year-over- 
year  rate  of  nearly  10%  in  August.  Sales 
of  automobiles  have  jumped   an  as- 
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robust.  "It's  not  all  gloom,"  says  Michal 
Heisse,  chief  economist  at  the  Alhail 
Group  financial-services  fiorm.  "There 
been  significant  corporate  restructurir 
and  profitability  is  improving." 

What's  more,  European  politicians 
finally  beginning  to  press  ahead  vvitl 
the  painful  reforms  needed  to  boost  el 
ficiency  and  long-term  growth.  Against  I 
grim  backdrop  of  rising  unemplojinen) 
German  Chancellor  Gerhard  Schrodt 
looks  set  to  carr>'  through  on  much 
the  pension  and  labor  market  refor 
program  he  unveiled  in  March.  1 
raising  hopes  for  stronger  gro'wrth  ij 
Germany,  Europe's  largest  economy 
Traditionally,  German  recoveries 
followed  an  increase  in  exports.  But  thil 
time,  says  Udo  Rosendahl,  portfolij 
manager  at  European  money  manage] 
Dws,  corporate  investment  and  cor 
sumer  demand  wiU  lead  the  way. 

That's  music  to  the  ears  of  U.  S. 
cymakers.  For  years,  they've  beer 
warning  America's  trading  partner^ 
against  relying  on  exports 
for  gro-tti;!!  and  proddini 
them  to  develop  some  in 
temal  demand  of  their  own 
Now,  there  are  signs  that'f 
happening.  That's  gooc 
news — both  for  the  U.S 
and  world  economies. 

By  Rich  Miller  in  Wash-  *; 
ington  with  David  Fair- 
lamb  in  Frankfurt,  Brian 
Bremner  in  Tokyo,  Dexter 
Roberts  in  Beijing,  and 
bureau  reports 
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COMMENTARY 


By  David  Welch 


A  CONTRACT  THE  BIG  THREE  CAN  TAKE  TO  THE  BANK 


Finally,  a  silver  lining  to  the  cloud 
hanging  over  Detroit.  After 
three  years  of  watching  profits 
weaken  and  market  shares  slide  at 
the  Big  Three,  the  United  Auto 
Workers  agreed  to  a  new  labor  deal 
that  should  help  Detroit  compete 
against  foreign  rivals.  The  union 
signed  tentative  labor  contracts  with 
DaimlerChrysler  and  Ford 
on  Sept.  14  and  1-5 — and  a 
similar  deal  with  General 
Motors  should  follow.  All 
three  deals  will  give  the  car- 
makers much-needed  rehef. 
The  deal  won't  solve  aU  of 
Detroit's  cost  problems,  but 
UAW  President  Ron  Gettelfin- 
ger  has  agreed  to  close  enough  plants 
and  cut  enough  jobs  to  allow  domestic 
carmakers  to  pull  close  to — or  maybe 
even  surpass — rivals  Toyota  Motor 
Corp.  and  Honda  Motor  Co.  in  pro- 
ductivity. That  would  mark  a  major 
milestone  for  the  Big  Three,  because 
they've  lagged  behind  the  Japanese  in 
efficiency  for  nearly  a  generation.  So 
far,  the  union  has  agreed  to  let  Ford 
and  Chrysler  close  or  sell  11  plants 
collectively,  gm  is  expected  to  get  a 
similar  deal  that  would  allow  it  to  cut 
up  to  18%  of  its  workforce. 

Overall,  the  new  pact  should  even- 
tually chop  about  $300  per  vehicle  off 
Detroit's  costs,  bringing  its  factory 
labor  bin  roughly  in  Hne  with  those 
of  the  Japanese  transplants  for  the 
first  time.  That's  great  news,  but  not 
quite  so  great  as  it  sounds.  The  Big 
Three  must  still  wrestle  wath  their 
colossal  pension  and  medical  costs, 
which  run  about  $450  more  per  vehi- 
cle at  Chrysler — and  a  staggering 
$1,200  more  at  gm — than  at  their 
Japanese  rivals.  Still,  "they  won't  be 
able  to  blame  the  union  anymore," 
says  Sean  McAlinden,  chief  economist 
at  the  Center  for  Automotive  Re- 

CAN  DETROIT 
CLOSE  THE  GAP? 

►  A  new  labor  pact 
will  help  U.S. 
carmakers  catch  up 
with  Japanese  rivals 

Data:  Harbour  &  Associates  Inc. 


search,  located  in  Ann  Arbor,  Mich. 
GM  has  the  best  shot  at  surpassing 
Japanese  productivity.  Its  plants  need 
just  two  hours  of  labor  more  to  build_ 
a  car  than  those  of  Toyota  and  Hon- 
da. While  GM  has  improved  its  pro- 
ductivity by  23%  during  the  past  six 
years,  Toyota's  productivity,  for  in- 
stance, has  remained  relatively  flat. 
The  auto  giant,  however,  isn't 
likely  to  reach  the  level  of  Nis- 
san's single  U.  S.  factory,  which 


ly  improve  unless  it  can  at  least  keep 
sales  near  current  levels.  Domestic 
market  share  has  fallen  almost  two 
percentage  points,  to  60%,  this  year. 
If  share  continues  to  slide,  then  De- 
troit won't  be  able  to  cash  in  on  its 
workforce  reductions. 

And  overly  aggressive  cost-cut- 
ting, of  course,  can  hurt  quality.  In 
2001,  for  example,  a  supplier  to  gm's 
new  Cadillac  plant  in  Lansing,  Mich., 
sent  preassembled  body  parts  that 

ni 
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GETTELFINGER:  The  UAW  chief  is  willing  to  let  plants  close  down 


is  more  efficient  than  all  the  others 
because  it  was  engineered  to  run  with 
a  lean  workforce  and  makes  models 
that  are  less  complex  than  those 
made  at  many  Big  Three  plants. 

Despite  the  new  leeway  from  the 
union,  Detroit  must  still  hustle  to 
achieve  all  the  possible  productivity 
gains.  To  match  Toyota,  gm  will  have 
to  shed  13,554  jobs.  Ford  needs  to 
lose  17,400  workers,  and  Chrysler 
Group  about  12,000.  Since  they  all 
have  excess  capacity,  over  time  those 
job  cuts  could  pull  the  Big  Three 
close  to  Honda  and  Toyota.  The  av- 
erage age  of  Big  Three  workers  is 
46,  and  half  will  be  ehgible  to  retire 
in  the  next  five  years.  The  domestic 
auto  makers  will  replace  only  a  frac- 
tion of  those  workers. 

Detroit's  productivity  won't  actual- 


didn't  fit  the  cars  properly.  To  fix  the 
problem,  gm  had  to  bring  the  work 
back  into  its  own  plant.  Says  McAlin- 
den: "gm  found  there  are  limits  to 
how  much  they  can  [outsource]." 

The  auto  makers  will  pay  a  price 
to  shrink  the  workforce.  In  addition 
to  their  roughly  $15  billion  in  annual 
health  and  pension  outlays,  the  Big 
Three  granted  $3,000  bonuses  this 
year  and  raises  of  2%  and  3%  in  the 
third  and  fourth  years  of  the  con- 
tract. Says  Cole:  "Legacy  costs  will 
continue  to  be  a  problem." 

That's  no  doubt  true.  In  this  deal, 
the  Big  Three  will  still  be  handing 
out  big  benefits  to  retirees.  But  at 
least  Detroit  is  making  progress  cut- 
ting its  famously  bloated  labor  costs. 

'Welch  covers  autos  from  Detroit. 
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TECHNOLOGY 


MICROSOFT:  A  KILLER  APP  THAT 
COULD  KILL  THE  COMPETITION 

Its  entry  into  the  antivirus  market  has  rivals  spooked 

It's  a  great  time  to  be  in  the  antivirus 
business.  In  August,  two  separate 
bugs  laid  low  millions  of  pes  aroxmd 
the  world,  causing  an  estimated  $2  bil- 
lion in  damage.  Both  exploited  vulnera- 
bilities in  Microsoft  Corp.'s  Windows  op- 
erating system.  And  on  Sept.  10, 
Microsoft  warned  of  yet  another  securi- 
ty hole  in  Windows  that  could  lead  to  a 
new  bout  of  bugs.  All  that  has  sent 
sales  of  antivirus  software  soaring.  So 
which  company  stands  to  benefit  the 
most  from  the  surging  demand  for  se- 
curity software?  That's  right:  Microsoft. 
The  software  giant  recently  closed  a 
deal  that  could  help  it  dominate  con- 
sumer antivirus  software.  On  Sept.  3, 
Microsoft  acquired  the  technology  of 
GeCAD  Software,  a  Romanian  software 
maker,  for  an  undisclosed  sum.  Ana- 
lysts expect  Microsoft  to  bundle 
GeCAD's  software  with  the  next  itera- 
tion of  Windows,  due  out  in  2005.  That 
could  virtually  elimi- 
nate competition  in  the 
consumer  market  for 
antivirus  software  now 
dominated  by  Syman- 
tec   Corp.,    Network 


THE  VIRUS  AHAGKERS 

How  Microsoft's  potential  rivals 
stack  up  in  the  $2.2  billion 
antivinis-software  market 


its  own  shortcomings 
Associates    Inc.,    and      COMPANY  SHARE       has  prompted  some  cyn- 

others.     Says     Laura      SYMANTEC  ^(\^/      ^^^^     chatter    in     the 

Koetzle,  a  senior  ana- .9.V/P.     industry.     "The     fear 

lyst  at  Forrester  Re-     .N|™ORK  ASSOCIATES         24         is  of  the  fox  guarding 


TREND  MICRO 


OTHER 


search  Inc.:  "Microsoft 
will  eventually  monop- 
olize the  business." 

There's  more  than  a 
little    irony    in    that. 
Critics       have       long 
blamed    Microsoft   for 
much  of  the  virus  epidemic,  arguing  that 
the  company  has  worried  less  about 
security  than  about  getting  new  prod- 
ucts out  the  door.  Vulnerabilities  have 
made  Windows  and  the  Office  word-pro- 
cessing    and     spreadsheet     program 
favored  hacker  targets.   If  Microsoft 
wrote  better  software,  critics  say,  the 
problem  would  largely  go  away.  The 
prospect  of  Microsoft  making  money  fi:x)m 


14 


18 


the     henhouse,"     says 
_         Bruce   Schneier,   chief 

COMPUTER  ASSOCIATES 5         technology    officer    at 

SOPHOS  3         Counterpane   Internet 

Seciirity  Inc. 

What's   behind   the 
^^^^-  '^^  move?  It's  not  the  mon- 

ey: The  $2.2  billion  antivirus  business  is 
chicken  feed  to  a  company  that  last  year 
generated  $32.2  biUion  in  revenues.  But 
Microsoft  badly  wants  to  protect  its 
virus-battered  reputation.  It  could  do 
so  by  convincing  users  to  take  advan- 
tage of  antivirus  software  and  regularly 
download  its  patches.  According  to  Mi- 
crosoft research,  63%  of  home  PC  users 
either  don't  have  antivirus  software  or 


are  using  obsolete  programs.  "My 
cus  is  on  the  people  who  aren't  c\ 
rently  protected,"   says   Mike   Nas 
vice-president  of  Microsoft's  securi 
business  unit. 

Microsoft  is  providing  few  specif 
about  its  antivirus  strategy.  But  ar 
lysts  expect  it  to  foUow  the  existing 
dustry  model:  selling  subscriptions  tc 
service  allowing  consumers  to  upda 
their  antivirus  protection 
new  strains  of  malicious  co 
emerge.  "That's  certainly  t 
thinking  we  have,"  says  Nas 
Of  course,  rivals  won't  hai 
over  the  consumer  mark 
without  a  fight.  But  they' 
sufficiently  realistic  to  kno 
that  their  best  bet  lies  in  t' 
corporate  market,  whe 
Microsoft  will  pose  less  of 
threat.  Corporate  serve 
often  run  non- Windows  op^ 
ating  systems,  and  Microsc 
has  no  plans  to  make  its  sec 
rity  software  work  with  riv 
products.  What's  more,  mar 
corporate  buyers  are  leery 
Microsoft's  engineering.  "Tl 
general  response  in  the  corp 
rate  world  is  no  one  trus 
Microsoft  security,"  says  Gei 
Munster,  senior  research  an 
lyst  at  U.S.  Bancorp  Pip* 
Jaffray. 

In  the  consumer  market,  t 
contrast,  software  that's  eas 
est  to  use,  even  if  it  isn't  tecl 
nically  the  best,  tends  to  win  out.  An 
since  Microsoft's  products  probably  w 
be  bundled  into  Windows,  it  will  have 
big  advantage.  Few  beUeve  that  incluc 
ing  antivirus  software  in  Widows  wi 
violate  antitrust  laws.  Wliat  potenti 
rivals  fear  is  that  Microsoft  will  use  it 
market  power  to  thwart  them.  "Th 
question  is,  will  they  play  fairly  or  wi 
they  abuse  their  monopoly  position? 
asks  Symantec  CEO  John  W  Thompsor 
He  and  other  rivals  know  they  ar 
facing  a  force  more  ominous  than  an; 
virus.  "Wlien  Microsoft  enters  an  in 
dustry  and  includes  the  software  i 
Windows,  the  sector  disappears,"  say 
Steve  Chang,  CEO  of  antivirus  softwar 
maker  Trend  Micro  Inc.  It's  a  lesso 
the  software  industry  knows  all  too  we 
By  Jay  Greene  in  Seattle,  with  Ji 
Kerstetter  in  San  Mateo,  Calif.,  an 
Steve  Hamm  in  New  York 


Since  Microsoft's  products  probably  will  be  bundled  into 
Windows,  the  software  giant  will  have  a  big  advantage 
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EDITED  BY  MONICA  ROMAN 


THE  UPS  AND  DOWNS 
OF  BIG  TOBACCO 

TOBACCO     COMPANIES     HAVE 

recently  been  battling  on  two 
fronts:  smoker  lawsuits  and 
discount  competition.  On 
Sept.  16,  the  industry  had  a 
victory  on  one  but  suffered 
a  loss  on  the  other  the  next 
day.  Good  news  came  from 
the  Illinois  Supreme  Court, 
which  ruled  that  Altria 
Group's  U.  S.  tobacco  division 
could  post  a  $6.8  billion  bond 
in  a  class  action,  instead  of 
$12.1  billion.  That  drove 
shares  of  the  Marlboro  maker 
up  10.4%,  to  $44.65.  The 
court  also  agreed  to  the  com- 
pany's request  that  it  review 
that  loss.  Analysts  now  ex- 
pect an  accelerated  resolution 
of  the  class  action.  But  the 
next  morning,  bad  news  came 
from  Altria  rival  R.J. 
Reynolds  Tobacco.  Citing  a 
drop  in  both  volume  and 
margins,  the  maker  of 
Camels  and  Winstons  an- 
nounced it  would  cut  40%  of 
its  workforce.  The  move  will 


CLOSING    BELL 


INSECURITY 

Accounting  scandals  and  ter- 
rorism should  be  a  windfall 
for  Kroll,  which  specializes  in 
reducing  corporate  risk.  But 
no  one  said  there  wouldn't  be 
bumps  along  the  way.  In- 
vestors knocked  13%  off  Kroll 
shares,  to  $21.80,  on  Sept. 
17,  after  it  said  it  would  miss 
its  annual  forecast  because  of 
a  restructuring  charge. 
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eliminate  2,600  jobs  and  carry 
$425  million  in  earnings 
charges.  Investors  greeted 
the  news  by  bidding  up  rjr 
shares  13.7%,  to  $38.86. 

ENRONS  BANKERS 
FEEL  THE  HEAT 

WHAT  DID   ENROX'S  BANKERS 

know?  Plenty,  according  to 
the  Justice  Dept.  On  Sept. 
17,  Justice  indicted  three 
Merrill  Lj-Tich  execs  for  their 
alleged  role  in  Enron's  ac- 
counting shenanigans.  At  is- 
sue is  a  1999  deal  in  which 
Merrill's  bankers  helped  En- 
ron boost  profits  by  tem- 
porarily buying  several  power 
barges  from  the  Houston  en- 
ergy trader.  The  Merrill  ex- 
ecutives, who  are  the  first 
Wall  Streeters  to  be  indicted 
in  the  Enron  scandal,  pleaded 
not  guilty.  In  an  imusual  deal, 
Menill  agreed  to  establish  a 
panel  of  executives  to  ap- 
prove all  complex  transac- 
tions conducted  by  its  clients, 
hire  an  outside  auditor,  and 
retain  an  attorney — hand- 
picked  by  Justice — to  keep 
tabs  on  that  auditor's  work. 


INDIGESTION 
AT  KRISPY  KREME 

IN     THE     PAST    TWO     YEARS, 

Krispy  Kreme  Doughnuts' 
earnings  have  been  sweeter 
than  one  of  its  glazed  dough- 
nuts. But  suddenly  sales 
aren't  looking  so  delectable. 
Although  operating  earnings 
have  averaged  63%  quarterly 
growth  over  the  past  10  quar- 
ters, overall  average  weekly 
stores  sales  were  down  1.1% 
in  the  fiscal  second  quarter. 
"New  unit  productivity  will 
continue  to  be  a  drag  on  sys- 
temwide  average  weekly 
sales,"  says  John  Ivankoe,  a 
J.R  Morgan  Securities  ana- 
lyst who  recently  downgraded 
the  stock  to  "under\veight." 
As  for  Winston-Salem  (N.  C.)- 
based  Krispy  Kreme,  it  in- 
sists results  will  keep  rising 
in  the  double  digits. 


HEADLINER:   JEFFREY   IMMELT 


SHOW  THEM  THE  MONEY 


Jeffrey  Immelt  has  even 
more  reason  to  care  about 
cash  flow  than  he  did  be- 
fore. In  another  sign  that 
Corporate  America's 
love  affair  with 
stock  options  is  on 
the  wane,  the 
General  Electric 
chief  has  a  new 
equity  package 
that  will  grant 
him  stock  only  if 
the  company's  cash 
flow  from  operations 
rises  at  least  10%  annually 
over  the  next  five  years. 

The  other  half  of  the  so- 
called  performance  share 
imits,  which  are  currently 
valued  at  $7.5  million,  will 
go  to  him  if  ge  stock  meets 
or  exceeds  the  performance 
of  the  Standard  &  Poor's 
500-stock  index  over  the 


same  period.  The  deal  re- 
places stock  options,  which  | 
GE  is  now  expensing.  Last 
year,  Immelt  got  1  nuUion 
stock  options,  which 
vest  in  equal  parts 
over  five  years. 
GE  also  has 
changed  the  equi- 
ty packages  of 
several  hundred 
other  GE  execs  to 
give  them  a  mix  of  1 
options  and  restrict- 
ed stock,  rather  than 
just  options.  For  a  compa- 
ny that  has  handed  out  op- 1 
tions  to  more  than  45,000 
employees  since  1989,  it's  a  | 
significant  shift.  But  faced 
with  the  likelihood  of  hav- 
ing to  expense  options  in 
the  future,  more  companies 
may  follow  ge's  lead. 

Diane  Brady  \ 


LOCKHEED:  ANOTHER 
INFO  TECH  BET 

LOCKHEED  MARTIN  CONTINUED 

the  defense  industry's  flight 
tow^ard  information  technolo- 
gy with  its  Sept.  15  deal  to 
buy  San  Diego-based  Titan 
for  $2.4  bHHon.  The  Bethesda 
(Md.)  company,  the  world's 
largest  defense  contractor,  is 
buying  a  unit  that  could  ex- 
pand the  intelligence,  com- 
munications, and  computer 
services  it  can  offer  the  Pen- 
tagon. In  August,  Lockheed 
Martin  agreed  to  buy  much 
of  the  federal  computer  busi- 
ness of  Dallas-based  Affiliated 
Computer  Services. 

A  SENATE  REBUKE 
FOR  THE  FCC'S  CHIEF 

THE  SENATE  DEALT  FEDERAL 

Communications  Commission 
ChauTnan  Michael  Powell  an- 
other blow.  On  Sept.  16,  the 
legislative  body  voted  55-40 
to  veto  sweeping  new'  rules 


passed  by  the  FCC  just  threl 
months  ago  to  allow  greatel 
media  consolidation.  The  voti 
is  hkely  to  be  only  a  symbol 
ic  victory,  however,  becausj 
it  falls  short  of  the  two-thirdl 
majority  needed  to  block 
veto  threatened  by  the  WhitJ 
House.    House    Speaker   J| 
Dennis  Hastert  (R-Ill.) 
also  vowed  to  block  any  cor 
panion  resolution  from  reaclj 
ing  a  vote  in  the  House 
Representatives.    Still, 
could   be   overruled   if  2 
House  members  request  sue 
a  vote. 


ETCETERA... 

■  United  Airlines  parent  UAi 
will  launch  a  low-fare  carriei 
next  February. 

■  Boston  Scientific  revealec 
data  showing  its  new  drug- 
coated  stent  works  as  well  as 
Johnson  &  Johnson's. 

■  Sears  acquired  the  Struc- 
ture men's  brand  from  Limit- 
ed Brands. 
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In  tomorrow's  global  food  economy,  every  crop  will  grow  where  it  grows  best. 
%  And  ADM  can  link  farmers  to  almost  any  market  in  the  world. 

Tf-.  a  natural  \\a\  to  improve  agricultural  efficiency  make  food  more  affordable,  and  feed  a  hungry  world. 

Nature  has  answers.  Is  anyone  listening? 
Yes. 


ADM 


THE  NATURE  OF  WHATS  TO  COME- 


THE    RACE    NEVER    STOPS 
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Announcing  an  inspirational  cross-country  bicycling  event 
to  promote  cancer  awareness  and  cancer  research. 


It's  one  of  the  most  exciting  events 
ever  undertaken  in  the  battle 
against  cancer.  A  week-long,  coast- 
to-coast  journey,  to  inspire  and 
inform  Americans  about  cancer 
research,  and  the  vital  importance 
of  clinical  trials  in  developing  new 
medicines. 

The  extraordinary 
Tour  of  Hope  Team 

They're  researchers,  nurses  and 
physicians  who  care  for  cancer 
patients.  Family  members  who  have 
been  touched  by  the  disease.  Cancer 
survivors  with  amazing  stories. 
Twenty-six  unique  and  inspiring 


individuals,  who  will  relay  ride  their 
bikes  day  and  night  across  America. 
And  at  the  start,  the  finish,  and 
points  along  the  way,  they'll  be 
joined  by  Lance  Armstrong,  five- 
time  Tour  de  France  winner,  cancer 
survivor,  and  passionate  advocate 
for  cancer  research. 

Clinical  trials  — 
the  path  to  new  medicines 

There  are  approximately  400  new 
cancer  treatments  waiting  to  be 
studied.  Yet  fewer  than  5  percent  of 
adult  cancer  patients  participate  in 
clinical  trials.  Medicines  in  devel- 
opment can  be  lifesavers  and  offer 


hope  for  the  future,  so  patient  par- 
ticipation is  vital. 

Bristol-Myers  Squibb  — 
leading  the  v/ay  for  four  decades 

For  over  forty  years,  Bristol-Myers 
Squibb  has  been  at  the  forefront 
of  cancer  research,  and  today  our 
pipeline  is  full  of  promising  therapies 
for  breast,  lung,  colorectal  and  other 
cancers.  The  Tour  of  Hope  expresses 
our  unwavering  commitment  to 
cancer  patients.  At  Bristol-Myers 
Squibb,  the  race  against  cancer  — 
and  heart  disease,  schizophrenia, 
AIDS,  diabetes,  and  other  illnesses  — 
never  stops. 


I 


^  Bristol-Myers  Squibb  Company 

Hope,  Triumph,  and  the  Miracle  of  IN/ledicine 

vtfww.tourofhope.org 
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lEDICARE  REFORM:  AS  REALIH 
ETS  IN,  A  NEW  PLAN  EMERGES 


■  ■hen  the  House  and  Senate  passed  separate  versions  of 

nm  Medicare  reform  last  spring,  many  Hill-watchers  pre- 

r  W  dieted  a  quick  bill-signing  in  the  Rose  Garden.  After 
the  Repubhcans  who  run  Washington  wanted  to  prove 

^y  could  deliver  on  their  promise  to  give  elderly  voters  a 

w  prescription-drug  benefit.  But  exploding  deficits  and  bit- 
ideological  disputes  are  threatening  ambitious  reform 

"orts.  Now,  the  chances  of  Bush  seeing  a  major  Medicare 

structuring  are  down  to  50-50.  And  in  an  effort  to  build  bi- 

rtisan  consensus  out  of  partisan  gridlock,  a 

i-prising  coalition  is  mulling  a  stripped-dov^m 

ug  benefit  dubbed  Plan  B.  Says  Senator 

luck  Hagel  (R-Neb.):  "The  forces  of  reality 

:ve  set  in." 

Thirteen  gop  House  conservatives,  who  op- 

•se  a  big  new  entitlement  and  worry  about  its 

00  billion-plus  price  tag,  are  asking  their 

adership  to  consider  a  far  less  ambitious  pro- 

■»sal.  And  Senate  Repubhcans  such  as  Hagel, 

>hn  Ensign  (Nev.),  and  Don  Nickles  (Okla.) 

■e  looking  at  ways  to  target  benefits  to  those 

ith  low  incomes  or  high  drug  bills. 

Similarly,  more  than  40  moderate  House 

emocrats,  led  by  California's  Cal  Dooley,  are 

ishing  their  own  scaled-back  plan.  In  the 

anate,    Democrats    including    New    York's 

illary  Rodham  Clinton  are  exploring  compro- 

ises.  And  some  Uberal  groups  could  back  the  

ea  if  a  broader  bill  collapses.  "Even  with  $400  billion,  you 

in't  have  a  [full]  benefit,"  says  Ron  Pollack,  executive  di- 

;ctor  of  Washington-based  advocacy  group  Families  USA. 

fou  have  to  make  choices.  The  first  call  should  be  those  who 

ive  the  greatest  need." 

The  still-evolving  plan  would  ditch  the  new  drug  premium, 

)mplex  benefits,  and  controversial  reforms  of  the  broad- 

ised  bill.  Instead,  Washington  would  issue  a  free  discount 

aig  card  to  all  those  65  and  older  that  could  cut  prices  by 


;  A  bare 


10%  to  20%.  The  poorest  seniors  could  still  get  benefits 
through  Medicaid.  The  feds  would  pick  up  roughly  the  first 
$1,000  of  drug  costs  for  those  making  up  to,  say,  $20,000.  And 
all  retirees  with  catastrophic  expenses — regardless  of  in- 
come— ^would  get  extra  help.  The  bill  would  also  boost  gov- 
ernment reimbursements  for  doctors,  rural  hospitals,  and 
other  health  providers — a  key  to  wooing  wavering  lawmakers. 
The  compromise  would  avoid  the  nastiest  issues  in  the 
reform  debate.  For  instance,  many  Republicans  won't  vote  for 
restructuring  Medicare  unless  it  includes  a  cen- 
tral role  for  private  insurance.  But  most  Dem- 
ocrats, and  some  gop  moderates,  won't  sup- 
port a  measure  that  includes  such  a  provision, 
fearing  it  would  destroy  the  traditional  pro- 
gram. A  bare-bones  compromise  would  delay 
the  insurance  battle  until  after  2004.  "We  could 
get  this  bizarre  meeting  of  the  minds,"  says 
one  health  lobbyist.  "If  they  can't  resolve  these 
issues.  Plan  B  becomes  a  lot  more  credible." 

That's  not  to  say  it's  a  sure  shot.  Backers 
must  agree  on  how  much  to  spend  and  how  to 
divide  the  money  between  a  catastrophic  ben- 
efit and  a  low-income  subsidy.  And  for  now, 
the  combatants  aren't  ready  to  abandon  broad- 
er reform.  The  powerful  seniors'  lobby  aarp 
hasn't  given  up  on  benefits  for  all.  Bush  and 
the  Hill  gop  leadership  continue  to  push  for  a 

big  Medicare  overhaul.  And  hberals,  led  by 

Senator  Edward  M.  Kennedy  (D-Mass.),  still  want  the  most 
generous  benefits  possible. 

Hill  Republicans  say  it's  unlikely  an  ambitious  reform  plan 
can  succeed  unless  Bush  devotes  substantial  time  and  poUti- 
cal  capital  to  the  cause.  But  the  President  is  busy  with  for- 
eign-policy flare-ups  and  a  vexing  economy.  With  little 
progress  so  far  and  lawnnakers  eager  to  deliver  an  antidote  to 
the  high  cost  of  drugs,  Plan  B  could  soon  emerge  as  Plan  A. 

By  Howard  Gleckman 


CAPITAL  WRAPUP 


THE  SEC  VS.  CEOS 

►  The  Securities  &  Exchange  Commis- 
sion is  ready  to  give  corporate  boards 
a  dose  of  democracy.  BiisinessWeek 
has  learned  that  the  sec  is  putting  the 
finishing  touches  on  proposals  to  make 
it  easier  for  shareholders  to  nominate 
their  own  candidates  for  board  seats 
on  the  official  proxy  ballot.  Despite 
stiff  opposition  from  Corporate  Ameri- 
ca, the  SEC  is  Ukely  to  give  the  propos- 
als tentative  approval  in  early  October. 

In  July,  the  sec  suggested  it  would 
consider  a  two-stage  process  for  get- 


ting outside  nominees  on  the  proxy.  In 
the  detailed  plan,  shareholders  would 
first  need  to  show  that  management 
and  the  board  weren't  responding  to 
owners.  The  "triggering  event"  could 
be  a  majority  vote  on  a  shareholder 
resolution  requesting  access  to  the 
proxy  ballot.  Another  trigger  could  be 
the  company's  failure  to  act  on  share- 
holder proposals  that  win  majority 
votes  and  whose  sponsors  hold  at  least 
1%  of  the  outfit's  equity. 

Once  either  of  those  hurdles  is 
cleared,  shareholders  could  nominate 
candidates  for  at  least  two  seats.  The 


sec  may  let  them  put  up  to  20%  of 
director  slots  in  play.  To  avoid  chaotic 
contests,  investors  would  have  to 
agree  on  nominees.  If  they  can't,  the 
group  representing  the  most  share- 
holders would  get  to  pick  the  insur- 
gent slate.  "We  don't  want  to  turn 
[this]  into  California,"  says  a  top  offi- 
cial. CEOS  fear  that  giving  shareholders 
access  to  the  proxy  will  crimp  their 
agendas.  But  vvith  the  foiur  sec  com- 
missioners likely  to  support  Chairman 
William  H.  Donaldson,  final  rules  could 
be  in  place  for  2004's  proxy  season. 

By  Amy  Bamis 
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Is  the  DaimlerChrysler  deal 

mistake?  Many  say  yes-ain 

call  for  Schrempp's  headl 


On  a  brisk  September  evenin| 

DaimlerChrysler  executives  gat! 

er  for  a  party  at  a  sprawl 

Mercedes-Benz   dealership 

Fi-ankfurt.  As  guests  sip  ch; 

pagne  and  nibble  crudites,  t. 

auditorium  lights  dim,  music  swe 

and  a  huge  video  screen  displays 

young  Formula  One  driver  filmed  th.j 

morning  in  Brescia,  Italy.  He  slips  tl 

626-horsepower  engine  of  the  new 

cedes-Benz  $416,000  SLR  McLaren  spo: 

car  into  gear  and  tears  into  the  Alps,  r^ 

tracing  part  of  the  historic  Mille  Mig 

(1,000  mile)  road  race. 

Milling  among  the  crowd  is  ChrysL 
Group  Chief  Executive  Dieter  Zetsch^ 
the  German  boss  dispatched  three  y 
ago  to  turn  aroimd  the  company's  trov 
bled  U.  S.  unit.  The  breathless  celebratioj 
of  Mercedes'  muscular  engines,  prest 
gious  sedans,  and  leading-edge  technolog 
is  a  far  cry  fi-om  Zetsche's  daily  struggl 
in  Aubvim  HiUs,  Mich.  For  if  Mercedes  i 
the  profit  engine  behind  DaimlerChry 
sler's  $166  billion,  globe-spanning  busi 
ness,  Chrysler  remains  its  dragging  mul 
fler.  Its  unpopular  models,  inefficien 
factories,  and  weak  brand  image  havi 
defied  efforts  of  the  new  boss  for  a  quid 
turnaround.  Says  Zetsche:  "We  have  t< 
deal  with  the  hand  we  have,  and  turn  i 
into  a  winning  hand." 

Still,  there's  no  masking  the  stark  re 
ahty  behind  the  biggest  industrial  merg 
er  in  history.  Five  years  after  Daimler 
Benz  CEO  Jtirgen  E.  Schrempp  carriec 
out  a  $36  bilUon  fusion  with  Chryslei 
Corp.,  his  promise  of  creating  the  world'; 
most  profitable  carmaker  is  a  financia 
blowout;  After  an  unexpected  $1  billior 

loss    in   the    second    quarter 

WORRIED:  Now,  Chrysler  may  end  2003  in  the 
Schrempp  gives  red,  despite  Schrempp's  boast 
few  interviews      a  year  ago  that  the  imit  woulc 


■m  $2  billion  this  year.  That  wipes  out 

■e  gains  of  2002  and  follows  on  the  heels 

^the  $5.8  billion  logs  in  2001. 

Chrysler    is    not    the    only    thing 

hrempp,  59,  is  worrying  about  these 

ys.  In  July,  a  J.  D.  Power  &  Associ- 

3S  Inc.  survey  revealed  embarrassing 

j^iality  deficiencies  at  Mercedes  itself, 

ising  questions  about  whether  the  drain 

management  from  Chrysler  is  affect- 

l  the  classiest  of  German  marques.  Mit- 

bishi  Motor  Corp.,  another  troubled 

iperial  possession,  has  warned  of  a  $683 

illion  first-half  loss  and  has  slashed  its 

il-year  earnings  forecast  by  75%,  as 

.  S.  sales  plunge.  In  July,  Daimler's  $30 

Uion  truck  business  embarked  on  a 

i^eeping  reorganization  to  reap  savings 

om  sharing  parts  and  pooling  purchas- 

*?  for  its  various  units  after  losing  $960 

illion  in  two  years.  And  in  August, 

aimler  agreed  to  pay  $300  million  to 

ttle  a  lawsuit  by  institutional  investors 

Id  still  faces  a  $2  billion  claim  by  share- 

)lder  Kirk  Kerkorian. 

Was  the  merger  a  colossal  mistake?  A 

owing  chorus  of  voices  says  it  was. 

any  experts  think  Chrysler,  whose  com- 


Sharp  cost-cutting 

at  home  has  led  to 

quality  gripes  on 

Mercedes  models 


petitiveness  Schrempp  badly  misjudged  in 
1998,  might  have  gone  bankrupt  by  now 
without  its  German  parent.  Schrempp 
promised  a  swift  integration  and  a  world- 
spanning  company  that  would  dominate 
the  industry.  But  five  years  later,  new 
products  have  failed  to  pull  Chrysler  out 
of  a  rut.  And  DaimlerChrysler  dominates 
only  where  it  did  before — in  luxury  cars. 
It  now  owns  or  controls  stinggling  play- 
ers in  both  the  U.S.  and  Asia.  Analysts 
even  speculate  that  DaimlerChrysler 
might  jettison  Chrysler  altogether.  The 
CEO  refuses  to  admit  defeat.  "There  are 
one  or  two  things  we  didn't  do  right  [at 
Chrysler]  in  the  beginning.  But  we  will 
get  it  right,"    a  subdued  Schrempp  told 


DAIMLERCHRYSLER'S  WOES 


MOUNTING  LOSSES 

Chrysler  Group  lost  $1  billion  in  the 
second  quarter,  and  a  long-awaited 
turnaround  is  still  not  in  sight.  The 
launch  of  the  upscale  Pacifica  has 
been  disappointing. 

QUALITY  PROBLEMS 

Mecedes'  reputation  for  top  quality 
is  being  tarnished  by  the  use  of 
cheaper  parts  and  a  recent  rash  of 
technical  glitches. 

REBATC  WARS 

Profit-draining  incentive  wars  in  the 
U.S.  show  no  sign  of  abating.  Tradi- 
tionally, incentives  are  used  to  clear 
out  inventories  before  new  models 
hit  the  showrooms.  But  Chrysler  is 
already  offering  $3,000  back  on  the 
2004  Jeep  Grand  Cherokee. 
Chrysler's  marketing  costs  in  the 


second  quarter  soared  to  29%  of 
sales  because  of  incentives. 

OLD  FACTORIES 

New  Japanese  factories  in  the  U.S. 
are  more  flexible  and  more  effi- 
cient than  Chrysler's  plants  and 
will  add  to  an  overcapacity  of  cars 
and  light  trucks.  One  of  the  least 
flexible  is  the  Dodge  Neon  plant  in 
Belvidere,  III. 

TURNAROUND  STALLED 

Mitsubishi  lost  $683  million  in 
the  first  half  of  this  year. 
Synergies  in  mass-market 
cars  developed  with 
Chrysler  will  take 
three  to  four  years 
to  materialize. 


CHRYSLER 
PACIFICA 


Data:  BusinessWeek 


journalists  at  the  Frankfurt  motor  show. 

Many  institutional  investors  and  small 
shareholders  are  fed  up.  They  want  to 
see  Schrempp  replaced  and  the  deal  un- 
wound. The  market  capitalization  of 
DaimlerChrysler,  at  $38  billion,  is  well 
below  the  German  auto  maker's  $47  bil- 
lion market  cap  before  its  marriage  to 
Chrysler.  BMW,  the  company  closest  in 
size  and  market  segment  to  Mercedes, 
has  see>i  its  market  value  rise  by  27%,  to 
$26  bilh.  n,  since  the  end  of  1998. 

But  thi  most  -tinging  criticism  comes 
from  those  within  the  vaunted  119-year- 
old  auto  miker,  who  point  to  top  man- 
agement errt  ;  not  market  woes,  for  the 
company's  dis.  ial  performance.  "The  en- 
tire management  board  is  too  removed 
fi*om  the  business.  Things  have  being  go- 
ing in  the  wrong  direction  for  a  long  pe- 
riod of  time,"  says  one  senior  Daimler- 
Chrysler manager. 

Poor  execution  isn't  the  only  problem. 
The  logic  behind  Schrempp'.:  vision  of 
Welt  AG,  a  world  auto  company  with  in- 
tegrated parts,  looks  increasingly  flawed. 
Sure,  ChJrysler  and  Mitsubishi  may  be 
able  to  cut  their  costs,  by  sharing  parts 
and  engineering.  But  many  auto-indus- 
try experts  and  top  executives  agree  that 
Schrempp  erred  fundamentally  in  merg- 
ing a  luxury  auto  maker  with  a  mass- 
market  brand — an  unnatural  combination 
that  offers  limited  benefits  and  requires 
twice  the  expertise  and  effort  to  man- 
age. Moreover,  luxury  has  proved  a  bet- 
ter source  of  growth  and  profits  than 
mass-market  cars. 

True,  when  Mercedes  management 
sets  its  mind  to  change,  it  can  be  very 
successful.  In  the  early  '90s  when  Mer- 
cedes was  losing  ground  to  the  Japanese, 
it  revamped  models  and  invested  in  new 
market  niches  and  factories. 

But  the  golobal  auto  market  today  is 
brutally  competitive.  Car  sales  in  Asia, 
Europe,  and  the  U.S.  are  all  in  a  long 
slump,  and  the  Japanese  continue  to  seize 
market  share  firom  Chrysler.  The  tough- 
est challenge  may  be  the  relentless 
downward  pressure  on  prices  in  the  U.  S. 
Big  Three  rebates  now  average  nearly 
$4,000  per  vehicle,  more  than  double  1998 
levels.  That  makes  it  hard  to  earn  a 
premium  on  even  the  newest,  snazziest 
models.  Witness  Chrysler's  $38,000  2004 
Pacifica  minivan-suv  crossover.  Con- 
sumers considered  the 
price  tag  steep  ior  a 
Chrysler,  and  it  now 
comes  with  a  $1,000 
rebate.  In  August, 
Chrysler  lost  to  Toy- 
ota its  53-year  position 
as  America's  No.  3  car- 
maker. "Chrysler  could 
prove  impossible  to  fix,"  says 
Garel  Rhys  professor  of 
automotive     economics     at 
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Cardiff  Business  School  in  Wales. 

The  Germans  who  are  doing  the  driv- 
ing at  Mercedes  and  Chrysler  still  counsel 
patience.  They  insist  that  the  intef,ration 
of  process  know-how  and  parts  sharing  is 
just  starting  to  kick  in  and  tJiat,  over 
time,  producti\aty  gains  wiQ  reduce  costs 
while  quahty  improvements  and  new 
models  boost  Chrysler.  Bit  Chrysler's 
problems  are  overw'helming  the  gain?. 
The  new  products  vital  to  a  Chrysler  i-e- 
bound  have  been  slow  in  cominr;.  The 
first  joint  Chrysler-Mercedes  engineer- 
ing product — ^the  sleek  Chrysler  Crossfire 
roadster — only  recently  hit  the  market. 
While  the  $35,000  car  offers  German  en- 
gineering finesse  and  quality  at  a  bar- 
gain, thanks  to  borrowing  40%  of  its  com- 
ponents fiDm  Mercedes,  the  experiment  is 
a  one-of-a-kind.  Future  Chrysler  cars  will 
share  most  with  Mitsubishi,  not  Mer- 
cedes, in  order  to  avoid  diluting  the  lux- 
ury German  brand  image. 

In  Stuttgart,  the  fear  and  loathing  of 
Chrysler  is  palpable.  "Chrysler  is  the 
downfall  of  Mercedes-Benz.  It  is  a  hole 
for  billions  of  euros,"  says  one  Mercedes 
dealer.  For  the  first  half,  Daimler- 
Chrysler's  revenues  fell  by  11%,  to  $75 
billion,  and  net  profit  declined  by  81%,  to 
$773  million. 

For  now,  Jiirgen  Hubbert, 
the  respected  boss  of  Mer- 
cedes Car  Group,  has  kept 
Mercedes  pumping  out 
steady  profits.  But  there  are 
signs  that  could  portend  an 
erosion  of  competitiveness. 
The  C-Class  compact  sedan 
is  straining  under  competi- 
tion from  BMW's  older  3  Se- 
ries model,  while  less  expen- 
sive cars  that  were  developed 
to  spur  growth,  including  the 
A-Class,  are  unprofitable. 
Worse,  Mercedes  recently 
suffered  a  spate  of  quality 
problems,  includiii.;  faulty 
transmissions.  J.  D.  Power's 
July  report  on  customer  sat- 
isfaction flagged  a  number  of 
tiuality  problems  on  three 
Mercedes  models  from  the 
year  2000:  the  E-Class  sedan, 
the  M  Class  sv\',  and  the  CLK 
coupe. 

How  much  more  bad  news 
can  Schrempp  survive?  His 
fate — and  that  of  Daimler- 
Chrysler — depend  on 
Deutsche  Bank,  Daimler- 
Chrysler's  largest  shareholder, 
which  has  seen  the  value  of 
its  12%  stake  plunge  by  more 
than  $15  billion  since  the 
merger.  "The    ey  question  is: 


What  does  Deutsche  Bank  think?  Do  you 
throw  good  money  after  bad,  or  cut  your 
losses,"  says  David  E.  Cole,  president  of 
the  Center  for  Automotive  Studies  in 
Ann  Arbor,  Mich.  Deutsche  Chairman 
Josef  Ackermann  says  he  swants  to  sell 
the  bank's  stake,  but  not  at  todaj^'s  price. 
The  bank  is  stiU  backing  Schrempp,  but  if 
Chrysler  posts  huge  losses  in  the  quar- 


Pros  say  Schrempp 

erred  badly  in 

merging  luxury  and 

mass-market  cars 


ters  ahead  that  push  the  mother  company 
into  the  red,  Ackermann  could  oust 
Schrempp. 

Dissatisfaction  with  the  merger  is 
growing  within  Daimler  Benz,  especially 
among  Mercedes  executives.  Says  one 
insider:  "The  race  is  on  to  be 
[Schrempp's]  successor"  The  front-run- 
nei^i  Zetsche  and  Eckhard  Cordes,  head 
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of  commercial  vehicles  who  edged 
struggling  dixision  into  the  black  in 
second  quarter,  even  though  its  marj 
are  still  way  below  target. 

Getting  rid   of  Chrysler   could 
tougher  than  firing  Schrempp.  A  pan 
company  can  put  a  subsidiary  into  Ch; 
ter  11  bankruptcy  and  shrug  off  its  pi 
sion  and  health-care  obligations.  But  t 
works  in  this  case  only  if  Chrysler's  o 
gations  aren't  guaranteed  by  pan 
DaimlerChrysler.  Otherwise,  creditors 
unions  would  simply  take  their  dem 
to  the  parent. 

A  more  likely  outcome:  Daimler  coi 
spin  off  Chrysler  to  its  shareholders.  T 
question  is  whether  Chrysler's  resear 
and  development,  engineering,  and  les 
ership  could  be  disentangled  from  Daii 
ler's.  Daimler  might  also  sell  Chrysler 
pieces,  as  BMW  did  with  its  money-losL  '^^ 
Rover  unit.  Daimler,  the  theory  go( 
could  sell  off  Chrysler's  profitable  Je 
SUV  and  Dodge  truck  units  for  a  pro 
and  hand  off  the  money-losing  passe 
ger-car  business  to  diehard  Chrysler  lo 
alists  for  $1.  That,  however,  would  surej 
trigger  massive  political  and  labor  re 
tions  as  thousands  of  car-unit  jobs  we: 
destroyed,  and  benefits  jeopardized.  Sh( 
of  that,  DaimlerChrysler  could  merj^ 
Chrysler  and  Mitsubishi  c; 
operations  into  a  single  unit. 
Deutsche  Bank  will  prob. 
bly  keep  Schrempp  at  tl 
hekn  for  now^,  barring  anoth( 
dramatic  setback  at  Chrysle 
But  DaimlerChrysler  execi 
tives  concede  that  a  real  ti 
around  will  take  three  to  fiv 
years  and  billions  in  inves 
ment.  In  short:  a  new  genen 
tion  of  cars  built  in  update 
plants.  Zetsche  and  Schremp 
are  confident  they  can  pull  tlu 
off.  But  many  argue  th: 
Schrempp,  who  quadrupled  hi 
salary  after  the  merger  ani 
ranks  in  compensation  review 
as  Germany's  top-paid  CE( 
with  an  estimated  $12.1  mil 
lion  pay  package  in  2002,  doe 
not  deserve  a  third  chance 
he  fails  again,  Chrysler's  prob 
lems  will  overwhebn  its  Ger 
man  parent  in  less  than  fiv 
years,  w^arns  an  insider.  "I 
will  be  the  biggest  industria  111 
cleanup  job  (Germany  has  eve) 
seen."  Given  Schrempp'^ 
checkered  track  record,  that's  i 
high-stakes  gamble. 

By  Gail  Edmondson  h. 
Stuttgart  and  Kathleen  Ker 
unn  in  Auburn  Hills,  Mich., 
with  bureau  reports 
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MALAYSIA 


MALAYSIA 
AFTER  MAHATHIR 

A  new  economic  model  is  needed.  Can  Badawi  provide  it? 


Late  next  month,  a  low-key  cere- 
mony will  take  place  on  the  fourth 
floor  of  a  pastel-pink  palace  in  the 
new  Malaysian  capital  of  Putra- 
In  the  privacy  of  his  inner  cham- 
Prime  Minister  Mahathir  Mohamad 
is  to  hand  over  his  so-called  job  manu- 
al— a  largely  sjinbolic  binder  of  docu- 
ments— to  Abdullah  Badawi,  his  Deputy 
Prime  Minister.  Sporting  the  long- 
sleeved  safari  suits  the  two  wear  aroimd 


jaya 
bers, 


the  building  on  any  weekday,  they  will 
shake  hands  and  say  their  goodbyes. 
Then  Mahathir  will  stroll  across  the 
marble  floor,  place  his  thumb  on  the 
biomechanical  security  lock  on  the  front 
door,  and  leave  Malaysia  in  the  care  of 
its  first  new  Prime  Minister  in  22  years. 
"I  will  be  nothing,"  Mahathir  has  told 
the  Malaysian  press.  "I  will  be  Dr.  Ma- 
hathir Mohamad." 

Can  a  man  who  has  ruled  with  an 


DIPLOMAT 


Badawi  (right) 
is  known  as  a 
consensus-builde 
a  skill  he  learned 
in  his  eight  years 
as  Foreign  Ministe 


authoritarian  hand  for  more  the 
two  decades  truly  be  expectt 
to  walk  away  from  the  corridoi 
of  power?  Some  find  it  hard  ' 
believe  that  a  leader  as  forcef 
as  the  77-year-old  "Dr.  M"  wou 
step  down  so  quietly,  but  man 
in  Kuala  Lumpur  say  the  trans 
tion  has  already  effectively  hai 
pened.  Since  Mahathir,  a  forme 
physician,  tearfully  announced  i 
June,  2002,  that  he  wanted  t 
quit,  he  has  been  slowly  handin 
his  duties  to  Badawi.  Indeed,  la.s 
spring  Mahathir  took  a  two 
month    vacation,    leaving    hi 
deputy  in  charge  as  the  SAR 
outbreak  pummeled  tourism  an 
the  war  in  Iraq  brought  angr 
i   Malays  into  the  streets.  Badawi 
||   diplomatically  phrased  objectio 
to  the  Iraq  war  offended  no  on 
in  the  international  communit; 
while  appeasing  protesters  anc 
showing  that  the  heir  apparent  po.< 
sessed  a  deft  touch.  "They  are  as  mucl 
my  people  as  they  are  Dr.  Mahathir's, 
Badawi  told  a  U.S.  official  in  August. 
In  his  long  tenure,  Mahathir  clearb 
healed  much  of  what  ailed  Malaysia 
When  he  rose  to  pow'er  in  1981,  th< 
country  still  bore  scars  from  violen 
race  riots  and  a  long  fight  against 
stubborn  communist  insurgency.  Since 
then,  it  has  become  a  model  of  pros 
perity,  civil  order,  and  economic  growl! 
for  Asia.  "Mahathir  created  a  nation,' 
says  Robert  Broadfoot,  managing  direc- 
tor of  Pohtical  &  Economic  Risk  Con- 
sultancy in  Hong  Kong.  "There's  reaj 
pride  in  the  country'." 

Along  the  way,  though,  Malaysia  de- 
veloped a  cozy,  inbred  business  and  po- 
litical CTilture  that  critics  hope  the  new 
Prime  Minister  will  change.  Badawi  is 
showing  signs  that  he  may  do  so.  But 
he's  a  card-carrA^ing  member  of  the  Es- 
tablishment, too.  "To  consolidate  his 
power  base,  he  needs  to  play  the  game," 
says  Bridget  Welsh,  a  Malaysia  expert 
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at  the  Paul  H.  Nitze  School  of  Ad- 
vanced International  Studies  in  Wash- 
ington. "But  he  needs  to  tackle  the  rules 
of  the  game.  That's  the  dilemma." 

There's  little  doubt  that  Badawi  will 
present  a  far  different  public  face  to 
the  world.  Mahathir  has  earned  a  repu- 
tation both  as  a  fierce  defender  of  Asia 
against  the  West  and  as  a  tough  political 
infighter  at  home.  He  may  be  best  re- 
membered by  many  Westerners  for  his 
fierce  anti- American  outbursts  and  anti- 
Semitic  statements.  In  contrast,  the  63- 
year-old  Badawi  is  known  as  a  consen- 
sus-builder, a  skill  he  learned  in  his 
eight  years  as  Foreign  Minister.  He  is 
also  the  son  and  grandson  of  Islamic 
scholars  and  a  student  of  Islam  himself, 
earning  him  the  respect  of  Malaysia's 
new  breed  of  fundamentalist  Muslims,  a 
growing  political  force.  "Badawi  will 
have  stronger  Islamic  credentials  than 
Mahathir,  so  he'll  be  able  to  tone  down 
his  rhetoric,"  says  a  U.  S.  defense  official 
who  met  Badawi  recently. 

Badawi  declined  to  be  interviewed 
for  this  story.  Mahathir,  after  receiving  a 
letter  from  BusinessWeek  asking  for 
comment  on  charges  by  critics  that  his 
regime  had  been  tainted  by  cronyism 
and  corruption,  told  reporters  in  Kuala 
Lumpur  that  any  such  allegations  were 
"nonsense." 

As  Malaysia  prepares  for  the  hand- 
over to  Badawi,  the  country  is  feeling 
upbeat  about  its  future.  The  stock  ex- 
change has  jumped  nearly  20%  since 
January,  and  the  economy  is  expected 
to  hit  4.5%  growth  this  year.  Foreign 
investors  have  long  liked  the  political 
stability,  good  infrastructure,  and  rela- 
tively cheap  skilled  labor  Malaysia  of- 
fers. In  exchange,  foreigners  have 
agreed  to  honor  laws  that  often  require 
them  to  give  equity  stakes  in  their  en- 
terprises to  Bumiputras — a  local  term 
for  ethnic  Malay  Muslims. 

This  arrangement  frequently  drew 
charges  from  critics  that  Malaysia  Inc. 
benefited  from  state  largesse  and  that  it 
tolerated  corruption.  UntU  recent  years, 


Meet  the  New  Boss 

Badawi's  style  is  far  different  from  the 
authoritarian  Mahathir's 


BADAWI 

■  Advocates  better 
corporate  governance 
and  is  speaking  out 
against  graft 

■  Is  an  Islamic  scholar 
and  has  good  relations 
with  Malaysia's  increas- 
ingly radical  clerics 

■  Has  shown  diplomatic 
tact  in  handling 
explosive  issues  such  as 
the  war  in  Iraq 

■  Is  known  as  a  patient, 
nonconfrontational 
negotiator  with  few 
enemies 

■  Is  expected  to  slow  the 
pace  of  infrastructure 
development 


MAHATHIR 

■  Transformed  Malaysia 
into  a  prosperous  nation, 
but  one  that  has 
tolerated  corruption 

■  Defused  ethnic  tensions 
with  an  affirmative- 
action  program  promoting 
Malays 

■  Has  offended  the 
West  with  his  fierce 
anti-American  and 
anti-Semitic  statements 

■  Is  known  for  fighting 
political  battles  to  the 
bitter  end,  even  if  it 
alienates  voters ' 

■  Has  spent  billions  on 
infrastructure  projects 
such  as  a  new  capital 


as  long  as  the  factories  were  humming, 
few  were  concerned.  Today,  though,  in- 
vestors can  avoid  Malaysia's  intricate 
corporate  dance  by  building  their  facto- 
ries in  other  countries — China  first  and 
foremost — that  offer  cheaper  skilled  la- 
bor and  good  infrastructure,  too.  Aver- 
age factory  wages  in  Malaysia  are  $159 
per  month,  compared  with  $125  in  Chi- 


MAUYSIA'S  ECONOMY 
IS  GROWING  AGAIN... 


.AND  FOREIGN  INVESTMENT 
IS  BOUNCING  BACK... 


FOREIGN  DIRECT 
INVESTMENT  INFLOW 


.BUT  ITS  GETTING  PRICED 
OUT  OF  THE  MARKET 


MALAYSIA 
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A  PERCENT 

OaU:  Malaysian  Finance  Mmistiy. 
Malaysian  Institute  for  Economic  Rese.!fch 
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Data:  International  Labor  Organization, 
Boston  Consulting,  government  reports 


na   and  just   $18   in   Vietna 
"Malaysia  is  being  sandwiched 
lower-cost   producers    such 
China,  India,  and  Vietnam,"  s; 
Rajeev  MaUk,  a  senior  econo: 
at  J.  P.  Morgan  Chase  &  Co. 
Singapore.  "But  it's  unable 
move  up  the  value  chain  a; 
compete  with  Korea,  Taiwan, 
Singapore." 

To  make  Malaysia  more 
tractive   to   foreign   investo 
Badawi  seems  ready  to  shake 
the  country's  business  cult 
For  months  now,  he  has  be 
breaking    protocol    by    raili: 
against  corruption  at  otherwi; 
polite,  white-tablecloth  luncheo 
with  Malaysia's  upper  crust.  ' 
cannot  dismiss  the  problem 
saying  that  this  is  just  the  w; 
things  are  done  in  Malaysia  ai 
offer  to  pay  a  bribe,"  he  to 
Malay  graduates  of  elite  Briti: 
universities  in  a  speech  on  M 
6.  He  has  also  vowed  to  "recti 
the  "excruciating"  level  of  r 
tape  at  government  agencies  th; 
regulate  hotel  management  a 
land  transactions. 

Badawi  may  also  rein  in  ou 
lays  for  the  giant  public-wor 
programs  that  have  been  M 
hathir's  signature.  Since  199 
Malaysia  has  spent  well  over  $1 
billion  on  infrastructure  project 
such  as  the  Kuala  Lumpur  I 
temational  Airport,  a  new  capit< 
in  Putrajaya,  and  the  Petron; 
Twin.  Towers  in  Kuala  Lumpu 
the  world's  tallest  buildings.  I 
the  March  address,  Badawi  sai 
that  some  such  projects  have  "becom 
too  embarrassing  to  mention." 

There's  little  doubt  that  the  handove 
of  power  vdll  initially  be  smooth.  Bi 
Badawi  mtU  come  vinder  enormous  pre; 
sure  to  prove  himself  quickly  in  the  pc 
litical  arena.  One  of  his  first  challenge 
win  be  to  ensure  victory  for  his  party 
elections  expected  next  spring.  "If  h 
does  well,  he  can  come  up  with  his  ow] 
policies,  programs,  and  agenda,"  says 
prominent  Malaysian  economist.  "Onl^ 
after  the  elections  can  he  prove  he's  no 
living  under  Mahathir's  shadow."  Wher 
that  happens,  though,  the  answers  t( 
Badawi's  real  challenges — remaking  th( 
business  culture,  reorienting  the  econo 
my — surely  won't  be  found  in  the  jol'^' 
manual  that  Mahathir  will  leave  in  his 
hands.  Only  when  Badawi  becomes  hi; 
own  man  wiU  the  world  know  if  he  is  uf 
to  the  task  of  taking  over  where  the 
good  doctor  left  off. 

By  Michael  Shari  in  Kuala  L/umjni 
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PROUD  SPONSOR 


hat's  why  Palmeiro  stays  with  it.  Because  it  worlds.  In  fact,  about 
6  million  men  worldwide  have  improved  their  love  lives.  All  with 
ie  help  of  VIAGRA.  So  do  what  Rafael  did.  Ask  your  doctor  about 
lAGRA.  And  go  to  viagra.com  today. 

ased  on  patient  testimonials.  Individual  results  may  vary. 

ease  see  patient  summary  ofinformation  for  VIAGRA  {23-mg.  50-mg,  lOO-m^)  tablets  on  the  following  page. 

lAGRA  is  indicated  for  the  treatment  of  erectile  dysfunction.  Remember  that  no  medicine  is  for  everyone.  If  you  use  nitrate  drugs,  often  used  to  control  chest 
ain  (also  known  as  angina),  don't  take  VIAGRA,  This  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level.  Discuss  your 
3neral  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual  activity,  If  you  experience  chest  pain,  nausea,  or  any  other 
scomforts  during  sex  or  an  erection  that  lasts  longer  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache, 
,cial  flushing,  and  upset  stomach.  Less  commonly  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur 


The     one     that     works     for     mill 


o  n  s. 


PATIENT  SUMMARY  OF  INFORMATION  ABOUT 
VLAlGFRyX 

'sildenafil  citraiejat^u 
This  summary  contains  important  information  about  VIAGRA'  It 

Is  not  meant  to  take  the  place  ol  your  doctor's  instructions.  Read  this 
information  carefully  belore  you  start  taking  VIAGRA.  Ask  your  doctor  or 
pharmacist  il  you  do  not  understand  any  ol  this  information  or  it  you  want  to 
know  more  about  VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescritKd  by  Iheir 
doctors.  However  VIAGRA  is  not  for  everyone.  It  is  intended  for  use  only  by 
men  who  have  a  condition  called  erectile  dysfunction.  VIAGRA  must 
never  be  used  by  men  who  are  taking  medicines  that  contain 
nitrates  ot  any  kind,  at  any  time.  This  includes  nitroglycerin.  It 
you  take  VIAGRA  with  any  nitrate  medicine  your  blood  pressure 
could  suddenly  drop  to  an  unsafe  or  life  threatening  level. 

What  Is  VIAGRA? 
VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It  can 
help  many  men  who  have  erectile  dysfunction  get  and  keep  an  erection  when 
they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  just  by  taking  this  medicine.  VIAGRA  helps  a 
man  with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually 
excited. 

How  Sex  Affects  the  Body 
When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood  than 
usual.  The  penis  then  expands  and  hardens.  This  is  called  an  erection.  After 
the  man  is  done  having  sex,  this  extra  blood  Hows  out  of  the  penis  back  into 
the  body.  The  erection  goes  away,  II  an  erection  lasts  lor  a  long  time  (more 
than  6  hours),  it  can  permanently  damage  your  penis.  You  should  call  a 
docfor  immediately  il  you  ever  have  a  prolonged  erection  that  lasts  more 
than  4  hours. 

Some  conditions  and  medicines  interfere  with  this  natural  erection  process. 
The  penis  cannot  lill  with  enough  blood.  The  man  cannot  have  an  erection. 
This  is  called  erectile  dysfunction  if  it  becomes  a  frequent  problem. 
During  sex.  your  heart  works  harder.  Therefore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems.  Before  you  start  any 
treatment  lor  erectile  dysfunction,  ask  your  doctor  il  your  heart  is  healthy 
enough  to  handle  the  extra  strain  ol  having  sex,  II  you  have  chest  pains, 
dizziness  or  nausea  during  sex,  stop  having  sex  and  immediately  tell  your 
doctor  you  have  had  this  problem. 

How  VIAGRA  Works 
VIAGRA  enables  many  men  with  erectile  dyslunction  to  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited,  VIAGRA  helps  the  penis  fill 
with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the  erection 
goes  away. 

VIAGRA  Is  Not  for  Everyone 
As  noted  above  [How  Sex  Meets  the  Body),  ask  your  doctor  if  your  heart  is 
healthy  enough  for  sexual  activity 

If  you  take  any  medicines  that  contain  nitrates-either  regularly  or 
as  needed-you  should  never  take  VIAGRA.  II  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy,  faint,  or 
even  have  a  heart  attack  or  stroke  Nitrates  are  found  in  many  prescription 
medicines  that  are  used  to  treat  angina  (chest  pain  due  to  heart  disease) 
such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and  tablets 
that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrate  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
("poppers").  If  you  are  not  sure  if  any  of  your  medicines  contain  nitrates,  or 
if  you  do  not  understand  what  nitrates  are,  ask  your  doctor  or  pharmacist. 
VIAGRA  is  only  for  patients  with  erectile  dyslunction.  VIAGRA  is  not  lor 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA. 
VIAGRA  must  be  used  only  under  a  doctor's  supervision. 
What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dyslunction.  It  is  a  treatment  lor 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting  sexually 
transmitted  diseases,  including  HIV-the  virus  that  causes  AIDS. 

•  VIAGRA  IS  not  a  hormone  or  an  aphrodisiac. 

What  To  Tell  Your  Doctor  Before  Yoh  Begin  VIAGRA 
Only  your  doctor  can  decide  il  VIAGRA  is  right  for  you.  VIAGRA  can  cause 
mild,  temporary  lowering  ol  your  blood  pressure.  You  will  need  to  have  a 
thorough  medical  exam  to  diagnose  your  erectile  dysfonclion  and  to  find  out 
if  you  can  safely  take  VIAGRA  alone  or  with  your  other  medicines.  Your 
doctor  should  determine  if  your  heart  is  healthy  enough  to  handle  the  extra 
strain  of  having  sex. 
Be  sure  to  tell  your  doctor  if  you: 

•  have  ever  had  any  heart  problems  (e.g.,  angina,  chest  pain,  heart 
failure,  irregular  heart  beats,  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  biood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 


•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have^  deformed  penis,  Peyronie's  disease,  or  ever  had  an  erection 
that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Other  Medicines 
Some  medicines  can  change  the  vray  VIAGRA  works.  Tell  your  doctor  about 
any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any  medicines 
before  checking  with  your  doctor  or  pharmacist.  This  includes  prescription 
and  nonprescription  medicines  OKcmedies. 

•  Remember,  VIAGRA  should  never  be  used  with  medicines  that  contain 
nitrates  (see  VIAGRA  Is  Not  lor  Everyone). 

•  If  you  are  taking  alpha-blocker  therapy  tor  the  treatment  of  high  blood 
pressure  or  prostate  problems,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  you  take 
your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dosa  may  be  adjusted 
(please  see  Finding  the  Right  Dose  for  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatments  that 
cause  erections.  These  treatments  include  pills,  medicines  that  are 
injected  or  inserted  into  me  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg,  50  mg  and  1(X)  mg).  If  you  do  not 
get  the  results  you  expect,  talk  with  your  doctor  You  and  your  doctor  can 
determine  the  dose  that  works  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day. 

II  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lowest  dose  (25  mg)  of  VIAGRA.  If  you  are  taking 
protease  inhibitors,  such  as  for  the  treatment  ol  HIV  your  doctor  may 
recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum  single  dose  of 
25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are  taking  alpha-blocker 
therapy,  you  should  not  take  a  dose  ol  greater  than  25  mg  of  VIAGRA  at  the 
same  time  (within  4  hours)  as  your  dose  ol  alpha-blocker 

How  To  Take  VIAGRA 
Take  VIAGRA  about  one  hour  belore  you  plan  to  have  sex.  Beginning  in 
about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get  an 
erection  If  you  are  sexually  excited.  II  you  take  VIAGRA  after  a  high-fat  meal 
(such  as  a  cheeseburger  and  trench  fries),  the  medicine  may  take  a  little 
longer  to  start  working.  VIAGRA  can  help  you  get  an  erection  when  you  are 
sexually  excited.  You  will  not  get  an  erection  |ust  by  taking  the  pill. 

Possible  Side  Effects 
Like  all  medicines.  VIAGRA  can  cause  some  side  effects.  These  effects  are 
usually  mild  to  moderate  and  usually  don't  last  longer  than  a  lew  hours.  Some 
of  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The  most 
common  side  effects  of  VIAGRA  are  headache  Hushing  ol  the  lace,  and  upset 
stomach.  Less  common  side  elfects  that  may  occur  are  temporary  changes  in 
color  vision  (such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensitive  to 
light,  or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erection  that  lasts  many  hours.  You 
should  call  a  doctor  immediately  if  you  ever  have  an  erection  that  lasts  more 
than  4  hours.  If  not  treated  right  away,  permanent  damage  to  your  penis 
could  occur  (see  How  Sex  Affects  the  Body). 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported 
rarely  in  men  taking  VIAGRA.  l(/lost,  but  not  all,  of  these  men  had  heart 
problems  before  taking  this  medicine.  It  is  not  possible  to  determine  whether 
these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheet  If  you 
want  mote  information  or  develop  any  side  effects  or  symptoms  you  are 
concerned  about,  call  your  doctor 

Accidental  Overdose 
In  case  of  accidental  overdose,  call  your  doctor  right  away. 

Storing  VIAGRA 
Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  original 
container.  Store  at  25°C  (77°F):  excursions  permitted  to  IS-SO'C  (59-86°F) 
[see  USP  Controlled  Room  Temperature). 

For  More  Information  on  VIAGRA 
VIAGRA  is  a  prescription  medicine  used  to  treat  ereciiie  dysfunction.  Only 
your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a  summary.  If 
you  have  any  questions  or  want  more  information  about  VIAGRA,  talk  with 
your  doctor  or  pharmacist,  visit  www.viagra.com,  or  call  1-888-4VIAGRA. 
23-5515-00-6  Rev.  6  Sept.  2002 


(sildenafil  citrate) mbku 


Uaior  League  Baseball  traderaite  and  copynghls  are  used  oilti  pennissioii  ol  k^joi  League  Baseliall  Piopenies.  Inc  Visit  the  olficial  Wed  site  at  MLB  cm 

VG132SS4A  ©2003  Pfizer  Inc  All  riglils  reserved.  The  blue  diamond  tablet  shape  is  a  registered  trademark  of  Ptizer  Inc. 


REJECTION 

Stockholm  voters 


IWEDEN 


FHE  EURO: 

HOW  DAMAGING  A  HIT? 

}weden's  "no"  vote  may  alter  the  path  of  EU  integration 


rwo  days  after  Swedish  voters  deci- 
sively rejected  the  euro,  Rune  An- 
dersson,  one  of  the  few  business 
3aders  in  the  "no"  camp,  savored  what 
nay  prove  to  be  a  landmark  victory. 
This  is  evidence  of  the  Swedish  peo- 
•le's  common  sense  and  independence," 
aid  the  Electrolux  Chairman.  "We  had  a 
paction  of  the  yes  side's  resources  and 
ew  political  heavyweights." 

The  14-point  margin  of  victory  for  the 
lo's  confounded  the  pollsters  and  left 
Swedish  politics  in  tatters.  It  also  sent 
hock  waves  across  Europe.  Swedish 
'rime  Minister  Goran  Persson,  who 
taked  loads  of  political  capital  on  adop- 
ion  of  the  European  single  currency, 
low  finds  himself  in  his  worst  political 
risis  since  he  took  office  in  1996.  The 
2ader  of  the  Social  Democrats  has  lost 
lis  most  valuable  ally  and  apparent  suc- 
essor,  Foreign  Minister  Anna  Lindh, 
^^ho  was  fatally  stabbed  four  days  before 
he  vote.  And  the  centerpiece  of  his  eco- 
lomic  strategy — boosting  trade  and  in- 
vestment by  inserting  Sweden  firmly  into 
he  European  Union — looks  imattainable 
or  years.  "There  will  have  to  be  a 
remendous  change  in  the  pohtical  and 
iconomic  circumstances"  before  the  coun- 
rys  leadership  can  contemplate  another 
(uro  referendum,  says  Klas  Eklund,  chief 
iconomist  at  Stockholm  bank  seb. 

The  Swedish  vote  also  sent  an  vinwel- 
ome  message  to  Europe's  leaders.  Even 


as  officials  in  Brussels  are  putting  the  fi- 
nal touches  on  a  draft  European  consti- 
tution, the  Swedish  tiej  signaled  that  fis- 
sures within  the  15  member  European 
Union  are  likely  to  persist  and  even  in- 
tensify. No-campaigners  in  the  other  euro 
holdouts,  Britain  and  Denmark,  have  got- 
ten a  boost.  While  some 
think  the  Swedish  vote  will 
slow  the  pace  of  European 
integration,  others  think 
the  reverse  will  happen. 
"The  Germans  and  French 
may  now  go  ahead  and  do 
what  they  want  without 
consulting  the  less  reliable 
Europeans,"  says  Katinka 
Barysch,  chief  economist  at 
the  Center  for  European 
Reform,  a  London  think 
tank. 

Indeed,  Sweden's  rejec- 
tion of  the  euro  may  be  a 
sign  that  the  European  in- 
tegration train  is  breaking 
up  into  different  segments. 
Core  players  such  as  Ger- 
many and  France  will  con- 
tinue to  drive  the  process, 
even  as  they  feel  free  to 
flout  some  of  the  EU's  rules. 
Then  there  are  the  10  coun- 
tries fi-om  Eastern  Europe, 
the  Baltics,  and  the 
Mediterranean,  which  are 


SWEDEN 


IJ 


BRITAIN 


DENMARK 


Sept.  14  referendum 
'Aug.  survey 


scheduled    to    join 
the   EU   next  May 
and     are     ecstatic 
cast  ballots  on  the   about  being  admit- 

single  currency      ^ed  to  the  club,  it's 

no  small  irony  that 
on  the  day  Swedes  snubbed  the  euro, 
Estonians  voted  overwhelmingly  to  join 
the  EU.  Bringing  up  the  rear  are  out- 
liers such  as  Britain  and  Sweden,  where 
many  are  wary  of  giving  up  control  of 
economic  and  social  policies. 

Resistance  to  integration  could  widen 
beyond  the  single  currency.  Unless  Eu- 
rope's pohtical  bosses  do  a  better  job  of 
selling  the  benefits  of  their  project,  they 
may  hit  speed  bumps  in  getting  their 
constitution  ratified.  They  already  face 
potentially  damaging  plebiscites  in  Ire- 
land and  Denmark,  whose  laws  mandate 
that  the  new  blueprint  must  be  put  to  a 
vote.  And  Britons  are  pressing  Prime 
Minister  Tony  Blair  to  do  the  same.  Al- 
though he's  an  avowed  europhile,  Blair 
looks  unlikely  to  chance  a  referendum 
on  the  euro  for  at  least  three  years.  The 
Swedish  vote  was  "a  shot  across  the  bow 
here,"  says  Michael  Hughes,  chief  in- 
vestment officer  at  Baring  Asset  Man- 
agement in  London. 

German  and  French  pohticians  seem 
likely  to  shrug  off"  the  Swedish  result  as 
a  protest  from  a  small  country  that  has 
long  shunned  alliances,  such  as  NATO.  But 
Berlin  and  Paris  have  themselves  to 
blame  for  some  of  the  EU's  poor  image. 
Both  have  defied  the  requirement  that 
euro  zone  members  keep  their  budget 
deficits  below  3%  of  gross  domestic  prod- 
uct. OfiBcials  in  Sweden  and  HoUand,  both 
of  which  have  followed  the  rules,  have  de- 
cried such  high-handedness. 
All  this  fractiousness 
contributed  to  Swedish  vot- 
ers' judgment  that  adopt- 
ing the  single  currency  at 
this  stage  was  an  unneces- 
sary risk.  After  all,  the 
country  is  running  a  budg- 
et surplus,  and  gross  do- 
mestic product  growth  is 
headed  for  1.5%  this  year, 
well  above  the  12-member 
euro  zone's  0.5%.  And  what 
of  predictions  that  compa- 
nies will  now  abandon 
Sweden?  That's  "empty 
talk,"  says  Doris  Olson,  a 
76-year-old  retired  Ubrari- 
an.  In  coming  years,  Olson 
and  her  compatriots  will 
learn  if  there  will  be  a 
price  to  pay  for  their 
vaunted  independence. 

By  Stanley  Reed  in 
London,  urith  Ariane  Sains 
in  Stockholm,  David  Fair- 
lamb  in  Frankfurt,  and 
Carol  Matlock  in  Paris 
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Opposition  to  Europe's 

single  currency  runs 

high  in  the  following 

three  countries 


42% 


35% 


0/ 
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Data:  Swedish  government,  Barclays 
Capital/NOP.  Danske  Bank 
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NOW  IRAQ  MAY  BRING 

ANKARA  AND  WASHINGTON  TOGETHER 


Relations  between  longtime  allies  Tlirkey  and  the  U.  S.,  se- 
verely strained  as  a  resiilt  of  the  Iraq  conflict,  may  be  set 
to  improve  dramatically.  Fierce  grassroots  opposition  to 
the  war  led  the  Turkish  Parhament  to  vote  on  Mar.  1  to  re- 
fuse U.  S .  ground  troops  free  passage  through  Turkish  terri- 
tory— a  move  that  complicated  Pentagon  war  plans  on  the  eve 
of  the  Iraq  operation.  Relations  flared  further  in  July  when 
U.S.  troops  detained  11  Turkish  special  forces  in  northern 
Iraq  on  suspicion  of  plotting  to  murder  the  Kurdish  governor 
of  Kirkuk — a  charge  Ankara  angrily  dismissed. 

Now,  however,  both  sides  have  strong  strate- 
gic motives  to  repair  the  relationship.  The 
Bush  Administration,  eager  to  shift  some  of 
the  burden  of  Iraqi  peacekeeping  off  U.  S.  and 
British  troops,  is  keen  to  have  a  muscular 
TAirkish  military  presence  in  Iraq.  For  its  part, 
Tlirkey  wants  the  U.  S.  to  help  it  disband  5,000 
heavily  armed  Kurdish  guerrillas  of  the  anti- 
Tui'kish  Kurdistan  Workers'  Party,  or  pkk,  in 
northern  Iraq.  The  pkk,  a  separatist  move- 
ment dedicated  to  carving  out  an  independent 
Kurdish  nation  in  southeastern  Turkey  and 
surrounding  areas,  is  blamed  for  a  guerrilla 
war  that  has  left  more  than  30,000  Kurds  and 
Turks  dead  since  the  1980s. 

Ankara  is  particularly  concerned  because 
the  PKK  on  Sept.  1  lifted  a  cease-fire  it  had 
declared  in  2000.  That  truce  followed  the  cap- 
ture  of  PKK  leader  Abdullah  Ocalan  by  Tbrkish  authorities  the 
previous  year,  an  action  that  led  to  an  easing  of  security 
concerns  and  significant  political  liberalization.  A  renewal  of 
PKK  attacks,  Turkish  officials  worry,  could  stop  liberalization 
moves  and  endanger  Turkey's  rapprochement  with  the  Eu- 
ropean Union.  That's  one  reason  Ankara  is  eager  to  enlist 
U.  S.  suppoi-t  in  its  fight  with  the  pkk. 

Publicly,  both  Washington  and  Ankara  deny  any  horse- 
trading.  Nevertheless,  the  request  for  Turkish  troops  is  like- 


IN  TURKEY:  Cooperation 


ly  one  reason  the  White  House  informed  Congress  on  Sept.l 
that  it  plans  to  award  Turkey  up  to  $8.5  bUUon  in  loan  guaj 
antees.  An  accord  on  the  guarantees,  which  would  be  used 
pay  dowTi  Turkish  foreign  debt,  could  be  signed  by  the  end 
September.  Meanwhile,  on  Sept.  12,  Turkish  and  U.S.  officii 
agreed  on  a  joint  plan  to  combat  pkk  guerrillas.  "All  terrc 
ists  and  safe  havens  have  to  be  eliminated  fi'om  Iraq.  Perioci 
says  an  Administration  official.  Details  haven't  been  dij 
closed.  But  Soner  Cagaptay,  coordinator  of  the  Washington  l| 
stitute  for  Near  East  Policy's  Tlirkish  prograf 
says  the  two  sides  could  work  together 
capture  the  leadership  of  the  pkk,"  which  woul 
"paralyze"  the  organization.  Turkey  and  tl| 
U.  S.  will  also  urge  guerrillas  who  aren't  part 
the  PKK  leadership  to  take  advantage  of  a  paj 
tial  amnesty.  Soldiers  who  turn  themselves 
by  February',  2004,  earn  lenient  sentences. 

For  its  part,  the  government  of  Rece 
Tayyip  Erdogan,  an  Islamist  conservative  wh|l 
has  been  Prime  Minister  since  mid-March, 
readying  plans  to  send  10,000  peacekeepers  t 
Iraq.  They  will  probably  go  to  Sunni  Arab  ai 
eas  near  Baghdad  rather  than  to  more  sensitiv 
Kurdish  zones  in  the  north.  1\irkey's  Parhi 
ment  is  expected  to  approve  the  deploymen 
even  though  64%  of  the  public  oppose  th 
move.  "Right  now  we  have  to  be  [in  Iraq]  nc 
for  war,  but  for  peace,"  says  Reha  Denemet 
deputy  chairman  of  the  ruling  Justice  &  Development  Part} 
There  are  other  benefits  to  improved  U.S.-I\irkey  tie: 
Turkish  companies  are  set  to  win  contracts  to  help  rebuili  J 
Iraq's  power  infrastructure  and  repair  hospitals.  And  as  onB 
of  the  few  real  democracies  in  the  Muslim  world,  Turke; ' 
can  also  serve  as  a  role  model.  As  the  U.  S.  tries  to  reshap' 
Iraq,  that's  a  good  reason  to  give  Turkey  a  seat  at  the  table 
By  John  Rossant  in  Paris,  with  Louisa  Edgerly  ii 
Istanbul  and  Stan  Crock  in  Washington 


GLOBAL  WRAPUP 


BUSH-PUTIN  SUMMIT 

►  Vladimir  V.  Putin's  and  George  W. 
Bush's  meeting  at  Camp  David  on 
Sept.  26  is  expected  to  underscore  the 
resiUence  of  the  U.  S.-Russian  relation- 
ship, despite  Moscow's  opposition  to 
the  Iraq  war.  Sure,  Putin  shares 
French  and  German  concerns  about 
the  U.  S.-led  occupation,  but  he  has 
also  been  working  to  find  a  formula 
that  would  bridge  the  divide  in  the 
U.  N.  Security  Council  and  lead  to  a 
peacekeeping  mission  in  Iraq,  possibly 
including  Russian  troops.  On  another 


thorny  issue,  Moscow  has  frozen  its 
support  of  Iran's  nuclear  program. 
In  return,  Putin  wants  stronger 
U.  S.  backing  for  Russia's  bid  to  join 
the  World  Trade  Organization  and  the 
lifting,  finally,  of  the  decades-old  Jack- 
son-Vanik  Amendment,  which  tied 
Russia's  trade  status  with  the  U.  S.  to 
its  emigration  policy.  Putin  is  facing 
criticism  at  home  for  his  pro-U.  S.  tilt. 

REGULATORY  CLEANUP  IN  BRAZIL 

►  In  a  move  Ukely  to  please  investors, 
Brazilian  Finance  Minister  Antonio 
Palocci  has  promised  to  streamline 


government  regulation  of  newly  priva- 
tized industries  such  as  teleconrununi- 
cations,  power,  and  oil. 

Investors  have  spent  $80  billion 
buying  privatized  Brazilian  companies 
since  the  mid-1990s.  But  some  got 
their  fingers  burned  because  sales 
went  ahead  before  regulations  were  in 
place.  A  row  erupted  earlier  this  year 
when  the  Communications  Ministry 
tried  to  hold  up  rises  in  phone  charges 
agreed  to  in  earUer  contracts.  "We 
want  to  guarantee  to  investors  that 
contracts  will  be  respected,"  Palocci 
told  BusinessWeek  on  Sept.  15. 


» 
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COMMENTARY 


By  Mark  Hyman 

BASEBALL'S  PLAYING  FIELB  GETS  EVEN  LESS  LEVEL 


As  Bud  Selig  spoke  from  his  office 
in  Milwaukee,  the  sweet  music 
of  a  pemiant  race  crackled  over 
the  radio.  The  Cubs  and  Cardinals 
were  locked  in  a  tight  contest.  And 
Selig,  baseball's  indomitable  commis- 
sioner, was  savoring  every  foul  ball. 
"Tie  game,  terrific  game.  But  the 
whole  season  has  been  close  and 
competitive,"  cooed  the  commish. 

This  time,  Selig  wasn't  serving  up 
the  usual  management 
pablum.  As  Major 
League  Baseball  (MLB) 
enters  the  home 
stretch  this  month,  it's 
in  the  unfamiliar  spot 
of  being  awash  with 
unpredictable  finishes. 
On  Sept.  16,  15  teams 
of  baseball's  30  fran- 
chises were  in  the 
hunt  for  post-season 
glory.  The  flush  Yan- 
kees and  Braves 
seemed  bound  for  the 
playoffs,  as  usual.  But 
so  might  be  tightfisted 
also-rans  such  as  the 
Florida  Marlins  and 
Kansas  City  Royals. 

The  hot  races  are 
good  news  for  base- 
ball. More  fans  are 
dreaming  of  miracles  this  fall,  and 
some  of  them  are  showing  up  at  ball- 
parks. Attendance  is  up  47%  in 
Miami  and  27%  in  K.  C.  The  nomadic 
Montreal  Expos,  owned  by  MLB  and 
playing  22  games  in  Puerto  Rico, 
have  posted  a  21%  gain. 

"I  feel  very  good  about  where  we 
are,"  says  Selig.  But  there  are  al- 
ready signs  that  the  good  feeling 
may  not  last.  Chief  among  the  trou- 
bling signals:  the  still-widening  gap 


between  what  rich  franchises  such  as 
the  Yankees  pay  their  players  and 
the  pittance  parceled  out  by  their 
poor  relations.  Even  more  worri- 
some: Some  clubs  that  are  receiving 
a  windfall  in  revenue  sharing  have 
nevertheless  slashed  their  payrolls. 
In  2002,  the  payroll  spread  was 
$91  million — from  the  Yankees' 
league-high  $125  million  to  the  Tam- 
pa Bay  Devil  Rays'  $34  million.  This 


ROYALS: 

They're 
battling  on 


season,  the  gap  between  the  same 
teams  is  a  staggering  $133  million 
(table).  In  fact,  five  of  the  eight  fran- 
chises ranked  at  the  pay-scale  bot- 
tom this  year  reduced  their  budgets. 
Shrinking  payrolls  from  struggling 
teams  are  hardly  what  fans  expected 
after  owners  and  players  signed  a  la- 
bor deal  last  year — one  that  Selig  & 
Co.  heralded  as  pivotal  to  restoring 
competitive  balance.  Two  key  provi- 
sions were  supposed  to  do  the  trick. 
The  first  is  a  luxury  tax  assessed 
only  against  teams  that  exceed  a 
payroll  threshold — this  year,  $117 
million.  The  other  is  the  most  ag- 


As  the  Yankees'  Pavroll  Soars . . . 
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STANDINGS 

(As  of  Sept.  16) 


NEW  YORK  YANKEES         $125      $153     Five-game  lead  in  AL  East 


The  Lowest  PavToU  Teams  Cut  Back 


EE  BREWERS       $50       $41 

lUN^AS  JITY  ROYALS 47  ] 41 

TAMPA  BA^  DEVIL  RAYS       W  "~ 20 


17  games  back  in  NL  Central 
3  games  out  in  AL  Central 
33  games  out  in  AL  East 


gressive  revenue-redistribution  sys- 
tem the  sport  has  ever  had.  As  a  re- 
sult, Tampa  Bay  receives  $20  million 
this  season — but  still  cut  its  payroll 
from  $34  million  to  $20  million. 

Most  observers  agree  that  the  lux- 
ury tax  is  affecting  many  free-spend- 
ing teams — but  not  the  Yankees,  the 
team  that  owners  most  hoped  to  rein 
in.  The  Bronx  Bombers  started  the 
season  as  the  only  team  over  the 
threshold  and  went  even  higher  in 
July,  when  they  traded  for  Aaron 
Boone,  a  $3.7  nuUion-a-year  third 
baseman.  Meanwhile,  the  Los  Angeles 
Dodgers,  who  arguably  are  one  po- 
tent hitter  away  from  a  playoff  spot, 
made  only  modest  moves.  "There  has 
been  a  broad-based  attempt  by  own- 
ers to  con\Tnce  fans  that  the  $117  mil- 
lion number  is  a  hard  cap,  that  it's 
not  good  business  to  go  above  it," 
says  Scott  Boras,  agent  for  Texas 
Rangers  all-star  Alex  Rodriguez. 

Revenue  sharing  shifts  about  $265 
million  from  rich  clubs  to  poorer  ones 
this  year.  But  so  far,  teams  on  the 
receiving  end  aren't  spending  their 
way  to  the  top.  "Those  clubs  are  tak- 
ing the  proceeds  and  investing  for 
the  long  term  in  player  develop- 
ment," explains  Rob  Manfred,  the 
owTiers'  chief  labor  negotiator.  But 
Tony  Attanasio,  the  agent  for  Seattle 
Mariners  star  Ichiro  Suzuki,  doesn't 
buy  that  line.  Some  owTiers  are  pock- 
eting the  windfall,  he  suspects: 
"That's  truly  a  disgrace.  Those  funds 
should  be  directed  to  putting  a  viin- 
ning  team  on  the  field." 

So  if  revenue  sharing  isn't  behind 
this  season's  seesaw  playoff  races, 
what  is?  Chalk  it  up  partly  to  clever 
talent  evaluators  in  Kansas  City, 
Miami,  Montreal,  and  Oakland  who 
have  their  plucky  teams  placing  as 

well  as  rivals  ^\^th 
far  gaudier  pay- 
rolls. All  in  all,  it 
should  be  a  nail- 
biting  final  week- 
end. Just  don't 
count  on  it  again 
next  year. 


DODGERS:  Only  modest  moves 


Hyman  is  con- 
tributing editor  for 
Sports  Business. 
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HERSHEY:  CANDY 
IS  DANDY,  BUT. . . 

Can  the  company  cook  up  some  tasty  new  snacks? 


nu 


Richard  H.  Lenny's  first  two  years 
running  Hershey  Foods  Corp., 
based  in  Hershey,  Pa.,  have  been 
anything  but  a  stroll  through  Can- 
dyland.  In  the  spring  of  2002,  a  year  af- 
ter Lenny  became  CEO,  Hershey  was  hit 
with  a  nasty  labor  strike.  Then,  just 
weeks  after  settling  that  dispute,  Lenny 
acknowledged  that  the  trust  that  con- 
trols the  company,  established  by  founder 
Milton  S.  Hershey,  wanted  to  sell  it.  "It's 
been  a  wild  ride,"  Lenny  says  now. 

The  sale  was  called  off  a  year  ago,  in 
the  face  of  massive  community  and  po- 
htical  opposition.  But  now  Lenny  has 
to  prove  that  he's  up  to  the  mounting 
competitive  challenges  facing  the  choco- 
late maker.  Hershey  is  under  relentless 
pressui-e  in  the  $60  billion  U.S.  snack 
market  from  bigger  and  richer  food  gi- 
ants— all  with  the  global  reach  Hershey 
lacks — that  are  working  to  woo  cus- 
tomers away  from  candy.  Hershey  dom- 
inates the  U.  S.  chocolate  candy  busi- 
ness. But  chocolate  is  less  than  15%  of 
the  total  snack  market,  which  is  grow- 
ing at  t\nce  the  clip  of  the  candy  mar- 
ket. Shoppers  increasingly  are  passing 
up  Hershey  sweets  in  favor  of  chips, 
sports  bars,  or  granola-coated  mimchies. 

The  first  outsider  to  run  the  company 
in  its  109-year  historj' — Lenny  made  his 
name  turning  around  Nabisco  Biscuit 
Co.  before  it  was  acquired  by  Kraft 
Foods  Inc.  in  2000 — has  undeniably 
made  some  headway.  Over  the  past  two 
years,  he  has  orchestrated  an  ambitious 
overhaul,  slashing  costs,  shuttering  fa- 
cilities, and  cutting  layers  of  middle 
management.  He  got  rid  of  weak  prod- 
uct hnes,  such  as  Luden's  throat  drops, 
and  dropped  hundreds  of  slow-selling 
package  sizes.  Lenny  improved  distri- 
bution, boosting  Hershey's  presence  in 
convenience  stores,  where  margins  are 
higher  than  in  supermarkets.  He  also 
introduced  much-needed  new  products. 
Now,  Lenny  is  de\nsing  a  plan  to  push 
Hershey  beyond  candy  and  grab  a  piece 
of  the  faster-gro\\'ing  snack  market. 

The  moves  so  far  have  increased  Her- 
shey's margins,  which  were  among  the 
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lowest  in  the  industry,  and  its  st^ 
price.  Morgan  Stanley  analyst  Da\'id 
Adelman  now  figures  net  income  fri 
continuing  operations  will  be  up  8. 
this  year,  to  $472  million,  compared  w 
the  low  single-digit  increases  of  the  1; 
1990s.  But  sales,  he  predicts,  will  risi 
scant  1.2%,  to  $4.2  billion.  Hershe 
stock  price,  recently  $72.57,  is  up  abol 
12%  since  Mar  9,  2001,  the  day  befo 
the  announcement  that  Lenny  wou 
take  over,  vs.  a  4.6%  gain  for  the  Sta 
dard  &  Poor's  packaged-food  index. 
But  the  big  problem  before  Le 
arrived  is  still  there,  sitting  as  shiny 
a  neatly  wTapped  Hershey's  Kiss:  Hoi 
can  the  company  grow?  On  Wall  Stre 
skepticism  remains  that  Lenny  can  h 
his  promised  sales-growth  goals  of  3% 
to  4%  per  year.  That's  well  above 
the  1.3%  compoimd  annual  growth 
rate    the    company   generated 
from  1997  to  2002,  and  higher 
than  the  recent  2%  to  3% 
gro\\i:h  in  the  choco- 
late candy  market. 
Many        analysts 
think      Hershey's 
goals  are  a  stretch. 
"To  do  that  I  think 
they  have  to  broad- 


n  beyond  chocolate  candy,"  says 
'rudential  Securities  Inc.  analyst 
ohn  M.  McMillin* 

Lenny's  rejuvenation  of  the  Her- 
Jiey  sales  force  should  help.  The 
ompany  has  beefed  up  the  number 
»f  sales  reps  servicing  customers. 
Chat  helped  it  gain  ground  in  con- 
venience stores.  Derek  J.  Schmitt, 
ategory  manager  for  candy  at  7- 
51even  Inc.,  says  Hershey  is  better 
low  at  providing  displays  that 
vork  with  7-Eleven's  limited  shelf 
space  and  at  giving  more  advance 
vaming  of  new  product  launches. 
'I  know  what  I'm  going  to  be  doing 
with  Hershey]  next  June,"  says 
khmitt.  "Before,  they'd  usually  drop  [a 
lew  product]  on  your  desk  about  a 
Tionth  before  it  became  available." 

In  fact,  before  Lenny  came,  the  com- 
pany's new-product  machine  had  sput- 
tered. Instead  of  launching  one  big  prod- 
jct  every  year  or  two,  Hershey  now 
las  a  steady  stream  of  new  products 
and  line  extensions,  such  as  Reese's 
Inside  Out  Cups — peanut  but- 
ter on  the  outside,  chocolate 
inside — and  the  upcom- 
ing Swoops,  chip- 
shaped  versions  of 
^■^BAjjfc^  some  Hershey  candy 
A  V,  '  bars.  Hershey  has  even  be- 
1^  gun  making  sugar-free  choco- 

lates  this  year,  though  they  are 
a  minuscule  part  of  total  sales. 
Overall,  Hershey  has  managed  to 
gain  market  share  in  recent  years 
in  the  U.S.  chocolate  candy  segment. 
Its  43%  dwarfs  the  27%  share  of  Mars 
nc.  and  the  9%  of  Nestle. 

But  dominance  in  chocolate  will  only 
ake  Hershey  so  far.  The  overall  snack 
usiness,  which  is  growing  at  about  5% 
year,  according  to  Prudential's 
McMiUin,  is  becoming  more  competitive. 
General  Mills  Inc.  and  Kellogg  Co.  are 
nibbling  away  at  the  candy  market  with 
snacks  like  their  Honey  Nut  Cheerios 
Milk  'n  Cereal  Bars  and  Nutri-Grain 
bars,  respectively. 

The  best  way  into  the  broader  snack 
market,  say  some  experts,  may  be  the 
path  Lenny  is  taking,  which  is  to  build 


on  existing  brands  rather  than  creat- 
ing new  ones  from  scratch.  "Rather  than 
launching  new  brands,  which  are  ex- 
pensive and  destined  to  fail,"  says  Gary 
M.  Stibel,  founder  of  New  England  Con- 
sulting Group,  "Lenny  is  focusing  more 
time,  people,  and  money  on  power 
brands  and  smartly  extending  them." 

The  company  has  done  extensive 
market  research  and  testing  of  possi- 
ble new  products  under  its  existing 
brands,  which  include  Almond  Joy  and 
York  Peppermint  Patties.  While  he 
won't  get  specific,  Lenny  says  new 
snacks  could  include  cookies,  crackers,  or 
snack  bars.  "We  know  our  brands  can 
travel,"  says  Lenny. 

Hershey's  options  for  traveling  out- 
side the  U.  S.  are  limited,  however  Ten- 
tative moves  to  expand  in  Europe  in 
the  1990s  were  stymied  by  entrenched 
competition  and  the  high  cost  of  poten- 
tial acquisitions.  Lenny  says  Hershey 
will  look  at  "creative"  ways  to  expand  in 
such  markets  as  Asia  and  Latin  Ameri- 
ca, where  it  already  has  a  toehold.  But 
even  joint  ventures  have  limited  appeal, 
given  that  rivals  such  as  Mars  and 
Nestle  are  already  established  globally. 

Lenny  is  clear  about  one  thing:  Her- 
shey won't  be  on  the  block  again.  The 
trust  has  said  so.  That  provides  some 
sense  of  stability  for  management,  and 
for  the  town  of  Hershey,  Pa.  But  it  also 
means  investors  have  to  trust  Lenny's 
overhaul  to  sweeten  their  returns. 

By  Amy  Barrett  in  Hershey,  Pa. 


HERSHEY'S  HURDLES 

Now  that  the  sale  of  the  company  is  off,  CEO  Rick  Lenny  has 
set  his  sights  on  significant  growth 


1.3% 

Average  revenue  growth  in 
past  five  years. 

Without  new  snack 
products,  Lenny  may 
find  it  hard  to  achieve 
the  3%  growth  he's 
aiming  for. 


$60 


BILLION 


Size  of  U.S. 
snack  market. 

Hershey  dominates 
chocolate  candy  but  has 
few  offerings  In  faster- 
growing  categories  such 
as  cereal  or  power  bars. 


90% 

Share  of  Hershey  sales  from 
North  America. 

Boosting  offshore  rev- 
enues will  be  tough.  It 
will  likely  require 
experienced  partners — 
or  lots  of  cash. 
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Successful 
INVESTOR 

What  80  Million  People 

Need  to  Know  to 
Invest  Profitably 

-AHD 

AwM  Big  Losses 


WILLIAM  J.  O'NEIL 

Founder  of  INVESTOR'S  BUSINESS  DAILV 


Who  can  you  trust 

in  a  market  where  80  million 
Americans  lost  50-80%  of  their 
wealth?  If  you  followed  the 
investing  strategy  of  Investor's 
Business  Daily  founder  William 
J.  O'Neil  you  would  have  kept 
your  profits  largely  intact. 

Rebuild  your  wealth  with  The 
Successful  Investor.  Its  proven, 
"crash-tested"  guidelines  include: 

•  How  to  buy  the  best  stocks  at 
the  right  time 

•  Chart  patterns  that  indicate  major 
stocic  moves  either  up  or  down 

•  Exactly  when  to  sell  and  nail 
down  your  profits 

Don't  let  old  habits  put  you  back  at 
risk  for  more  market  losses-profit 
with  The  Successful  Investor. 


Available  Everywhere 
Books  Are  Sold 


The  McGrawHHI  Companies     0 


180°  flat  beds    gracious  service    privacy    a  better  sleep  in  business  class      BRITISH  AIRWAYS 


Upgrade  from  a  power  nap 
to  a  good  night's  sleep. 


Visit  brnishair\sa\s.com     r'2003  British  Wr^asi  Pc 
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AS  the  global  economy  recovers  and  pent-up  demand 
for  business  travel  leads  to  a  burst  of  spending,  all 
eyes  are  on  corporate  travel  managers.  Charged  with 
the  task  of  keeping  costs  down,  the  sawiest  of  them  have 
turned  travel  purchasing  into  a  tightly  controlled,  carefully 
monitored  business  process.  By  setting  several  basic  pohcies 
in  place  —  mandating  the  use  of  a  single  travel  agency  and 
single  corporate  card,  both  of  which  capture  'clean'  spending 
information,  then  forging  preferred-supplier 
agreements  to  lock  in  advantageous  prices, 
companies  are  leveraging  their  market  share 
to  save  hard  dollars.  And  by  streamlining  the 
researching/purchasing/expense  accounting 
process,  they  are  also  saving  considerably  on 
process  costs.  At  Xerox  Corporation,  for  example, 
the  company  is  able  to  save  $1.1  miUion  a  year 
after  implementing  a  Web-based  electronic 
expense  management  solution. 


British  Airways  Offers  First  Flat  Beds 
in  Business  Class 

British  Airways  is  the  only  international  airline  to  offer  a  seat  that  converts  to 
a  completely  flat,  six-foot-long  bed  for  business-class  travelers.  The  seats  are 
designed  in  forward  and  rearward  facing  pairs,  creating  a  lounge-style  environ- 
ment. Each  armchair-like  seat,  complete  with  adjustable  footstool,  converts  to 
a  flat  bed  at  the  touch  of  a  button.  The  cabin  layout  is  designed  to  maximize 
personal  space  and  privacy,  with  each  seat  also  featuring  individual  privacy 
screens  which  can  be  opened  or  closed,  depending  on  whether  customers  are 
traveling  alone.  Traditional  side-by-side  seating  is  also  available. 
Travelers  are  also  treated  to  a  choice  of  18 
channels  of  film  and  TV  with  a  generous, 
adjustable  screen  for  easy  viewing,  as 
well  as  12  channels  of  CD  quality 
audio.  All  seats  are  also  wired 
with  laptop  power  points  and 
telephones,  and  British 
^  Airways  is  currently 

testing  in-flight  two- 

way  Internet  service, 

^  using  wireless 

^  Wi-Fi  technology. 


Starwood  Preferred 
Guest*  Program  Teams 
up  with  Tumi* 

Starwood  Preferred  Guest  is 
teaming  up  with  Tumi,  purveyors 
of  contemporary,  cutting-edge 
luggage  and  accessories.  Through 
this  partnership,  Starwood  Preferred 
Guest  will  offer  members  exclusive 
access  to  Tumi  private  sales,  special 
Tumi  incentives  for  frequent  stays, 
and  the  opportunity  to  redeem 
Starpoints*  for  merchandise  at 
Tumi.com. 

Tumi  customers  will  benefit  too, 
gaining  access 
to  preferred 


membership  status  In  Starwood 
Preferred  Guest  and  scoring  high- 
value  incentives,  including  free 
nights  when  they  stay  at  any  of 
Starwood's  hotels  and  resorts.  Since 
1998,  Starwood  has  boasted  more 
hotels  on  Conde  Nast  Traveler's 
Gold  List  of  the  "best  places 
to  stay"  than  any  other  hotel 
company.  Starwood  brands  include 
Westin,  Sheraton,  Four  Points  by 
Sheraton,  St.  Regis,  The  Luxury 
Collection  and  W  Hotels. 

Recognized  with  the  Freddie 
Awards'  "Program  of  the  Year" 
four  years  running,  Starwood 
Preferred  Guest  opens  the  door 
to  some  of  the  world's  best  hotels. 
Key  business  destinations  around 
the  globe  are  covered,  as  are  125 
world-class  resorts.  For  more  infor- 
mation, visit  www.spg.com  or  call 
(877)-STARWOOD. 
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TRUE    REDEMPTION      DEFINED 


Wliere  inodern  pleasures 
meet  ancient  treasu 


WESTIN    EUROPA    &    REGINA      ITALY 


Make  history  one  destination  at  a  time.  Starwood  Preferred  Guest'  offers  you  750  hotels  and  resorts 
in  over  80  countries.  From  tlie  sublime  to  the  majestic,  all  with  no  blackout  dates. 

BECOME    A   STARWOOD     PREFERRED    GUEST  AT   SPG.COM 
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Westin         Sheraton        FourPoints        St.  Regis       Luxury  Collection        hotels 

Sh»aton 
VOTED   BEST   FREQUENT   GUEST   PROGRAM   4   YEARS    IN   A   ROW   —    FREDDICi   AWARDS    1999-200: 
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TRAVEL  MANAGEMENT  101 

Travel  management  isn't  just  about  controlling  costs;  it's  about 
the  thoughtful  collection  and  review  of  information.  Travel 
managers  closely  monitor  their  agreements,  to  see  whether 
negotiated  discounts  are  actually  used  by  travelers;  whether  contracts 
sufficiently  match  travel  demand;  whether  contracted  rates  beat 
market  rates;  and  where  "rogue"  spending  —  bookings  made  out  of 
policy  —  takes  place  and  how  it  is  acted  upon. 


Another  area 
where  travel 
managers  have 
exerted  important 
influence  is  the 
migration  toward 
automated  travel 
booking  systems. 

Why  have 
employees  go 
through  the 
exercise  to  book 
online,  when  a 

corporate  travel  agency  can  do  it  for 
them?  The  answer  is  time  and  money. 

When  Motorola  launched  an  online 
booking  system,  it  saw  average  ticket 
prices  immediately  fall  about  20  percent. 
Citibank  and  Lucent  Technologies  saw 
ticket  prices  fall  as  much  as  25  percent. 
Travel  professionals  call  this  phenome- 
non "visual  guilt;"  it's  proof,  they  point 
out,  that  when  travelers  are  shown  a 
wide  variety  of  travel  options,  they  will 
scout  out  the  ones  that  put  the  smallest 
dent  in  their  travel  budgets. 

The  other  advantage  to  self-bookings: 
lower  agency  transaction  fees.  Offline 
fees  are  typically  $30-$75,  depending 
on  the  complexity  of  the  reservation. 
By  contrast,  online  fees  are  $15-$22.50 
per  transaction.  As  an  example,  a  major 
U.S.  corporation  with  23,000  travelers 
and  $40  million  in  annual  air  billings, 
that  mandates  the  use  of  an  online 
booking  tool,  now  saves  50  percent 
in  transaction  fees.  That,  plus  the 
$2.5  million  it  saves  when  travelers 
make  cheaper  choices,  has  led  to 
$4  million  total  savings  on  travel  costs. 

For  cornp^aies  that  do  not  have 
an  automates  booking  solution  in 
place,  or  have  uot  yet  organized  a 


Thrifty  Car  Rental 
Cains  Corporate 
Constituency 

Once  considered  to  be  largely  a 
leisure-travel  operation,  Thrifty  Car 
Rental  has  recently  shifted  its  focus 
toward  seeking  corporate  accounts, 
then  rewarding  them  with  special 
perks  and  privi- 
leges. "We're 


managed-travel  program,  several 
commercial  Web  sites  offer  corporate- 
travel  booking  capability.  Ttavelocity 
(www.travelocity.com)  and  Orbitz 
(www.orbitz.com)  both  have  a  high 
percentage  of  corporate  users  — 
sometimes  more  than  one-third.  Side- 
step (www.sidestep.com)  searches 
inventory  from  all  travel  sites  — 
computer  reservations  systems, 
private-label  sites  like  Southwest 
Airlines  and  JetBlue,  online  agencies 
(including  the  two  mentioned  above), 
hotel  and  car  rental  companies,  even 
consolidators,  to  find  the  best  possible 
price  options. 

Don't  want  to  be  entirely  reliant 
on  the  Web  for  travel  bookings  and 
assistance?  Many  companies  are  suc- 
cessfully using  a  bricks-and-clicks 
approach:  encouraging  do-it-yourself 
bookings  whenever  possible  and  using 
a  travel  agent  when  itineraries  get  too 
complex.  Expedia  (www.expedia.com), 
recently  capitalized  on  this  trend  by 
purchasing  a  large,  corporate  travel 
agency  to  give  corporate  clients  the 
online  tools  they  need  to  manage 
employee  travel  and  corporate  travel 
policies,  backed  by  a  24-hour  corporate 
travel  customer  service  center. 


seeing 
interest 
from  the 
corporate 
traveler  we 
haven t  seen  before," 
Donald  Himelfarb,  president  of 
Thrifty,  told  Business  Travel  News, 
explaining  that  price  transparency  on 
interactive  travel  Web  sites  Expedia, 
Travelocity  and  Orbitz  is  making  a 
compelling  case  to  cost<onscious 
consumers  —  and  their  CFOs. 

Thrifty's  generous  Corporate 
Account  Program  offers  companies 
of  all  sizes  —  from  conglomerates 
down  to  sole  proprietorships  — 
a  series  of  important  benefits: 
unlimited  mileage  in  the  48  con- 
tiguous states,  15  percent  discounts 
on  airport  parking  at  Thrifty's  40 
Airport  Parking  facilities,  and 
automatic  enrollment  in  the  Blue 
Chip  Express  Rental  Program. 

Thrifty  has  rental  locations  in 
70+  countries,  and  has  kiosks  inside 
terminals  in  more  than  120  airports 
in  the  U.S.  and  all  major  airports 
in  Canada.  Besides  advantageous 
rates,  Thrifty  also  offers  a  special 
bonus:  the  traveler's  choice  of 
miles  or  points  (with  15  airlines 
plus  Hilton  Hotels)  every  time 
they  rent  from  Thrifty. 
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Trying  to  hold  down 
your  bonom  lineP 
Make  sure  you  get  our 
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bonom  rate. 


Our  lowest  rates.  ^ 


Visit  us  online  or  call  UUU.  I  fllAir  I  I  or  your  professional  travel  agent. 

3  Thrifty  Rent-A-Car  System,  Inc.  Thrifty.com  is  a  trademark  of  Thrifty.  Inc.  All  rights  reserved.  Thrifty  features  quality  products  of  OaimlerChrysler  and  other  fine  cars. 
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NAMiC  TRAVEL  MANAGEMENT 

It's  an  interesting  time  to  be  in  travel  management.  Demand 
has  been  depressed  for  more  than  two  years,  competition 
is  stiff,  and  suppliers  are  now  willing  to  deal.  All  in  all,  it's 
a  fortuitous  time  to  leverage  your  company's  spending  power. 


^ 


"It's  verv'  much  a  buyer's  market. 
And  recognizing  this,  suppliers  have 
become  more  innovative,"  says 
Matthew  Davis,  global  director  of  con- 
sulting services  for  American  Express. 

The  unusual  cooperation  between 
travel  supplier  (airline,  hotel  company, 
travel  management  firm,  car  rental)  is 
all  part  of  a  move  away  from  traditional 
approaches  to  travel  purchasing,  which 
involve  contracts  and  discounts  with 
volume  guarantees,  to  a  more  flexible 


one  that  allows  for  'spot  buying' — 
locating  bargains,  then  making  short- 
term  agreements.  Companies  are  also 
switching  from  a  dollar  guarantee  to 
a  market  share  agreement.  That  way, 
no  matter  how  much  is  spent  quarter 
over  quarter,  there  may  be  a  benefit  in 
moving  all  of  your  market  share  to  a 
particular  airline  or  hotel  chain.  Some 
companies  are  aggregating  their  busi- 
ness through  a  mega-travel  agency  that 
has  sufficient  traffic  to  make  so-called 
'cluster  deals.'  Others  are  using  airlines' 
tiered  pricing  programs.  American 
Airlines,  Delta  and  US  Airways  offer 
point-of-sale  discounts  in  exchange 
for  a  certain  volume  or  market  share. 
The  discouni  level  varies  by  quarter, 
depending  on  how  well  the  company 
performs  agair?t  the  agreed-upon  goal. 


Other  ways  to  apply  dynamic  pricing 
principles  is  to  consider  the  total  cost  of 
a  trip.  It's  not  just  a  matter  of  booking 
a  low-cost  carrier,  Matthew  Davis  pointed 
out,  but  whether  that  route  makes 
sense  as  an  option.  "Beware  of  false 
economies,"  he  warns.  "The  fares 
may  look  tempting,  but  these  low-cost 
carriers  may  not  fly  from  primary 
airports  into  primary  airports."  Flying 
from  London  into  Lubeck  airport, 
which  is  60  km  from  Hamburg,  or  to 
Hahn,  which  is  100  km  from  Frankfurt, 
for  example,  means  that  taxi  transfers 
actually  may  cost  more  than  the  airfare. 
"Time  is  money,"  says  Davis,  "and 
having  to  leave  a  meeting  two  hours 
early  to  catch  the  last  flight  of  the  day 
may  not  make  the  most  business  sense." 

False  economies  also  lurk  in  imlikely 
places.  In  Europe,  where  low-cost  airlines 
have  become  hugely  popular,  major 
carriers  are  stepping  up  competition  on 
certain  city-pairs,  offering  the  network 
airline  services  (frequency,  frequent-flyer 
points,  use  of  major  airports,  comfortable 
airport  lounges,  meals  on  flights)  at  prices 


nearly  comparable  to  —  sometimes 
less  than  — their  no-frills  competitors. 
British  Airways  has  been  so  successful 
at  competing  with  the  low-cost  upstarts 
in  Western  Europe  that  it  was  recently 
named  as  the  "best  low  cost  airline" 
in  an  annual  poll  organized  by  The 
Guardian  newspaper  in  the  UK.  British 
Airways,  which  restructured  its  Europe, 
and  domestic  fare  structure  in  summer 
2002,  now  offers  new  reduced  fares  on 
more  than  170  routes  across  the  continen 

In  the  hotel  sector,  some  companie 
are  trying  reverse  auctions,  inviting 
hotel  companies  to  bid  prices  down 
for  the  chance  to  become  a  preferred 
supplier  in  a  company's  travel  progran 
According  to  Business  TYavel  News, 
Hewlett-Packard  has  held  34  reverse 
auctions  this  year,  largely  in  markets 
where  hotel  competition  is  intense, 
and  hoteUers  are  willing  to  live  with 
paper-thin  margins. 

Still,  with  travel  rebounding,  there 
soon  may  be  less  maneuverability  in 
price.  In  many  markets,  prices  already 
are  so  depressed  there's  no  more  room 
to  move  down,  so  instead,  companies 
are  focusing  on  adding  value  through 
amenities  rather  than  squeezing  out 
any  further  discounts.  Anything  that 
can  be  built  into  a  rate  that  could  save 
the  company  money  —  free  breakfast, 
free  parking,  and  discounted  or  free 
telephone  calls,  for  example  —  are 
routinely  part  of  negotiations. 


Double  Dip*  To  Earn  Both  Points  &  Miles: 
Only  With  HHonors 

Stay  anywhere  but  HHonors  hotels  and  you're  only  getting  half  of  what  you 
deserve.  That's  because  other  programs  make  you  choose  between  earning 
points  or  miles.  Hilton  HHonors,  on  the  other  hand,  gives  you  both. 

HHonors  members  can  earn  both  hotel  points  and  airline  miles  —  what 
Hilton  calls  Double  Dipping  —  for  the  same  stay.  The  program  is  available  on 
stays  at  most  every  business  and  leisure  rate.  And  you  have  any  of  more  than 
60  participating  airline  partners  to  choose  from,  more  than  any  other  hotel 
program.  It's  the  fastest  way  to  earn  a  free  vacation.  To  qualify  for  Double 
Dipping,  present  your  HHonors  and  frequent  flyer  numbers  at  the  time  of 
reservation  and  at  check-in. 

Double  dipping  is  available  for  stays  at  the  Hilton  family  of  hotels: 
Hilton®,  Conrad®,  Doubletree®,  Embassy 
Suites  Hotels®,  Hampton  Inn®,  Hampton  I 
&  Suites®,  Hilton  Garden  Inn®, 
Homewood  Suites®  by  Hilton  and 
Scandic  hotels.  For  more  informa- 
tion, visit  www.hiltonhhonors.com. 
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YOU  KNOW  HOW  TO  SET 


CLOCKS  FROM  AT  LEAST  ELEVEN 


ENT  MANUFACTURERS. 
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You're  a  seasoned  traveler,  able  to  effortlessly  configure  your  modem 
for  both  8-  and  9-dialout  hotel  phones.  You  are,  in  other  words, 
a  prime  candidate  for  Hilton  HHonors.*  As  an  HHonors  member, 
you'll  find  a  Hilton  Family  hotel  waiting  for  you  wherever  you  go. 
HHonors  welcomes  you  with  rewards,  privileges  and  the  unmatched 
opportunity  to  Double  Dip®— to  earn  both  hotel  points  and  airline, 
miles  for  every  stay  at  our  2,400-plus  hotels  worldwide.  To  make 
a  reservation,  visit  hiltonhhonors.com  (but  of  course,  you  already 
knew  that),  or  call  1-800- HHONORS. 
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ARE  YOU  IN  THE  KNOW? 


Hilton  HHonors  membership,  earning  of  Points  &  Miles*  and  redemption  of  points  are  subject  to  HHonors  Terms  and  Conditions.  ©2003  Hilton  HHonors  Worldwide. 


SPECIAL   ADVERTISING    SECTION 


PORTAL  POWER 

Since  it's  now  well  established  that  the  more  companies 
encourage  travelers  to  book  their  arrangements  themselves, 
the  more  money  they  can  save,  methodology  that  makes 
self-booking  fast  and  uncomplicated  is  high  up  on  the  corporate 
priority  list.  To  that  end,  a  number  of  so-called  travel  portals  are 
being  marketed  to  facilitate  the  research  and  booking  process  of 
travelers  and  travel  arrangers,  who  otherwise  would  engage  the 
services  of  a  travel  agent. 


and  availability,  compare  routes,  and 
make  changes  to  itineraries  on  the 
site  as  well. 

In  August  2003,  Cendant  Corpora- 
tion launched  TVavelport  Corporate 
Solutions,  Inc.,  offering  corporations 
a  customizable  business  travel  portal 
that  Cendant  claims  helps  reduce 
overall  travel  management  costs  up 
to  40  percent.  More  than  275  compa- 
nies, including  Microsoft,  Nike  Inc., 
and  Siebel  Systems,  are  already  taking 
advantage  of  what  Travelport  has 
to  offer. 

The  new  company  leverages  brands 
within  Cendant's  Travel  Distribution 
Services  Division,  by  integrating 
Highwire,  the  online  corporate  booking 
tool;  Galileo  International,  a  leading 
global  travel  distribution  services  (CDS) 
company;  and  Cendant's  travel  agency, 
which  provides  global  fulfillment  and 
24/7  customer  service  for  Travelport 
users.  The  booking  engine  includes 
user-friendly  features:  complete 
online  processing  for  airline  ticket 
changes,  e-notification  of  hotel 
confirmations,  changes  and 
cancellations,  and  access  to 
premium  economy  fares 
on  international  flights. 


Each  of  these  portals  is  customized 
for  each  corporate  client,  showing  only 
those  travel  options  that  fall  within  a 
particular  company's  travel  policy,  and 
directing  travelers  to  preferred  suppUers 
only.  Some  are  accessed  only  via  a  cor- 
porate Intranet:  others  from  an  Intranet 
or  the  Internet.  Many  portals  are  now 
configured  to  display  Web  fares,  so 
travelers  have  access  to  airline  inventory 
they  otherwise  would  have  to  access 
outside  the  corporate  booking  system. 
(Up  until  recently,  for  example,  it  was 
only  possible  to  book  a  JetBlue  Web 
fare  by  doing  so  directly  from  the 
JetBlue  Web  site,  not  via  a  portal.) 
Leading  portals  include  the  following: 

GetThere,  a  Sabre  Holdings  company, 
is  a  leading  provider  of  Web-based  travel 
reservation  systems  for  both  corporations 
and  major  airlines.  GetThere's  systems 
are  used  to  provide  Web-based  travel 
procurement,  including  air,  hotels,  car 
rentals,  trains  and  meeting  planning  to 
employees  at  such  leading  companies 
as  Boeing,  ChevronTexaco,  Cisco, 
Credit  Suisse  First  Boston,  Honeywell, 
Pricewaterhouse-Coopers  and  SBC 
Communications.  (70  percent  of 
the  largest  corporate  travel  spenders 
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that  have   elected  a  portal  system 
use  GetThe  e.)  GetThere  has  earned 
high  mark^  or  ease  to  use:  employees 
log  onto  tho    corporate  Intranet  site, 
and  cUck  on     e  travel  icon.  From  there, 
reservations  c:     only  a  few  more  clicks 
away.  Traveler     an  also  check  prices 


Avis  Rolls  Out 
Motorola  Navigation 
System  Nationwide 

Avis  Rent  A  Car  System,  Inc.  has  an 
interesting  new  way  to  help  travelersl 
drive  safely  and  efficiently  in  unfamilia( 
destinations.  A  new  partnership 
with  Motorola  makes  the  "Avis 
Assist"  phone-based  navigation 
system  available  in  up  to  50  cities 


Horn 


across  the  United  States  and  Canada. 
Customers  simply  rent  a  Motorola 
phone  with  GPS  (global  positioning 
system)  capabilities  through  Avis; 
speed-dial  the  call  center  and  tell  the 
representative  (via  speakerphone)  an 
address.  They're  then  connected  to 
a  location-based  navigation  service 
that  literally  talks  them  through 
directions,  broadcasting  street 
names  and  driving  maneuvers 
along  the  route. 

Because  the  phone  is 
portable,  renters  can  use  Avis 
Assist  in  or  out  of  the  vehicle, 
and  Avis  can  provide 
a  navigation  system 
in  any  car  type 
that  it  rents. 

Avis  and  its  sub- 
sidiaries operate  in 
more  than  1,700 
locations  world- 
wide. Avis  is  one 
of  the  world's  top 
brands  for  customer 
loyalty,  tying  for  num- 
ber one  in  the  2003  J.D. 
Power  &  Associates 
rental  car  customer 
satisfaction  study. 


INTRODUCING  Drive  Free  at  AVIS. 

Rent  three  times  from  September  through  December  and  get  a  free  weekend  on  us. 
That's  right,  it's  on  us  and  it's  yours  to  enjoy  all  the  way  up  until  May  15th. 


Zlick  on  avis.com  for  more  details 
Dr  call  1-800-722-5909  to  sign  up. 
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3ffer  valid  when  customer  registers  tor  promotion  at  avis.com  or  by  calling  Avis  at  800-722-5909.  Renter  must  have  three  qualifying  paid  rentals  between  9/1/03  and  12/31/03.  Quailing  paid  rentals 
equire  a  minimum  of  two  consecutive  days.  Customer  must  have  a  Wizard  Number  to  register/qualify  for  promotion  The  award  of  two  consecutive  free  weekend  days  applies  \(^  base  rental  time 
;harges.  Customer  is  responsible  for  optional  products,  applicable  taxes,  surcharges,  concession  recovery  fees,  and  customer  facility  charges  (SlO/contract  in  CA).  Certificafe-j  are  redeemable  at 
)articipating  Avis  locations  in  the  United  States  except  in  the  metropolitan  New  York  area.  Redemptions  apply  on  4-door  compact  through  4-door  full  size  car  classes  and  mustie  redeemed  between 
10/2/03  and  5/17/04  on  weekend  rentals.  Weekends  begin  between  Thursday  noon  and  Sunday  noon.  Cars  must  be  returned  by  Monday  at  midnight.  Advance  reservation  required.  Redemption  of 
iward  certificate(s)  may  be  subject  to  vehicle  availability.  Blackout  penods  apply  which  include  but  are  not  limited  to:  Thanksgiving  weekend,  December  25-29.  President's  weekend  in  AZ,  CO,  FL,  HI, 
ind  UT  and  Easter  weekend  in  FL.  Minimum  age  is  25  but  may  vary  by  location.  Awards  not  applicable  to  one-way  rentals  and  cannot  be  combined  with  any  other  coupo^,  promotion,  or  special 
)ffer,  ©2003  Avis  Rent  a  Car  System.  Inc.  Ju 

Avis  features  GM  vehicles  like  ^ntiac  Grand  Prix 


SPECIAL   ADVERTISING    SECTION 


Marriott  Rewards  Grow  More  Rewarding 

With  more  than  18  million  members  and  2,300  participating  hotels  in  65  countries, 
Marriott  Rewards  is  the  largest  and  most  popular  frequent  guest  program  in  the 
world.  In  addition  to  free  hotel  stays,  members  may  redeem 
Marriott  Rewards  points  for  more  than  300 
different  reward  options,  including  Nick 
Faldo  and  John  Jacobs®  golf  schools; 
airline  travel;  spa  packages;  luxury 
Caribbean,  Mediterranean  and 
Alaskan  cruises;  car  and  SUV  rentals 
from  Hertz;  theme  park  passes 
to  Disney®,  Universal  Studios  and 
Discovery  Cove  Orlando;  retail  mer- 
chandise and  more.  Marriott  Rewards 
offers  more  resorts,  more  spas,  and  more 
hotels  with  on-site  golf,  as  well  as  the 
opportunity  to  redeem  free  nights  at  more 
Mobil-rated  three-,  four-  and  five-star 
hotels,  than  any  other  lodging  program. 
Complete  details  on  the  entire 
Marriott  Rewards  program,  including 
Silver,  Gold  and  Platinum  Elite  level 
benefits,  program  partners,  reward 
options,  news  and  special  offers,  are 
available  at  marriottrewards.com. 


Internet  or  a  corporate 
Intranet.  An  online  manage- 
ment tool  allows  travel 
managers  to  update 
travel  policy  in  real 
time  and  push  changes 
directly  to  American 
Express  travel  counselors' 
point-of-service  tools  and 
the  corporate  online  booking 
tool.  In  addition,  the  portal  can  be 
customized  with  messages,  warnings, 
pohcy  changes,  and  other  important 
information,  as  well  as  links  to  maps, 
driving  directions,  and  currency  con- 
version tools. 

Another  special  feature:  Ticket 
TRAX  NR,  which  helps  managers 
keep  track  of  unused  nonrefundable 
(but  still  usable)  tickets. 

e-Tl-avel,  the  e-commerce  business  unit 
of  Amadeus  Global  TVavel  Distribution, 
has  a  portal  of  its  own:  Aergo,  which  is 
designed  as  a  module  for  Oracle's  ERP 
system.  The  recent  integration  of  Aergo 
with  Oracle's  Internet  Expenses  module 
lets  employees  quickly  plan  and  book 


Travelport's  so-called  30-30-30  allows 
most  corporations  to  implement  the  tool 
in  30  days  and  achieve  30  percent  adop- 
tion within  the  first  month,  leading  to  an 
average  30  percent  cost  savings,  says  a 
company  spokesperson. 

American  Express's  TravelBahn™ 
portal  gives  travelers  and  travel  man- 
agers centralized  access  to  a  host  of 
travel  service  tools  and  travel-related 
links.  Through  TravelBahn,  travelers 
can  update  their  personal  profile  in 
real-time,  view  travel  itineraries  and 
invoices,  manage  their  expenses,  and 
access  their  oiline  booking  engine  — 
anytime,  anyv.  iiere.  Access  is  via  the 


their  own  travel  itineraries,  and  fill  out 
their  own  expense  reports,  24  hotirs  a 
day.  Oracle  said  it  would  be  working 
toward  further  integration  of  Aergo  with 
iProcurement,  Oracle's  Internet-based 
solution  for  streamlining  the  procure- 
to-pay  business  process. 

Aergo  is  one  of  the  world's  most 
widely  deployed  online  solutions  for 
global  managed  travel.  It  is  currently 
used  in  more  than  20  countries, 
enabhng  employees  in  some  250 
corporations  to  plan  and  book  complete 
travel  itineraries  in  comphance  with 
corporate  guidehnes  and  within  a 
secure  online  environment. 

e-Travel  managing  director  Ian  Wheelei 
noted  that  corporations  using  Aergo  can ' 
save  up  to  30  percent  on  their  annual 
travel  expenditure  and  typically  see  a  ful 
return  on  their  investment  in  the  initial 
year  of  implementation.  "Customers  are 
demanding  more  and  more  integration 
into  their  existing  Enterprise  Resource 
Planning  systems,  expense  programs, 
workflows,  and  business  intelligence," 
he  said.  "By  adopting  our  integrated 
Travel  Management  Solution,  customers 
will  be  able  to  reap  cost  efficiencies, 
process  improvements,  time  savings, 
and  enhanced  productivity." 
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Earn  points  with  every  stay  at: 

Harriott 

HOTELS  &  RESORTS 


JW  MARRIOTT. 

HOTELS  &  RESORTS 


RENAISSANCE. 

HOTELS  &  RESORTS 


COURTYARD 


Residence 


SprincHill 


TownePlace 


Fairfield 
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VACATION  aUB„ 

INTERNATIONAL 


Get  to  your  dream  destination  twice  as  fast  with  Double  Points 

from  Marriott  Rewards  and  Visaf* 


VfSA 


From  September  15,  2003  through  January  31,  2004  you'll  earn  double  points  when  you  pay  for  J^LflmOtt 

your  stays  at  2,300  Marriott  hotels  with  any  Visa  card,  starting  with  your  second  Visa-paid  stay.       R  F  \A/  A  R  H  ^ 
Register  for  this  promotion  today,  to  reach  your  dream  destination  on  the  double!  —  - 


Register  for  Double  Points  at  MarriottRewards.com  or  call  1-888-MARRIOTT. 


'Promotion  Termi  &  Conditions:  Registration  for  this  promotion  is  required  to  earn  double  points.  Marriott  Rewards  members  will  earn  double  points  beginning  with  their  second  stay 
when  their  first  stay  and  subsequent  stays  are  made  between  September  15,  2003  and  January  31,  2004  and  payment  is  made  with  any  Visa  card  A  stay  is  defined  as  consecutive  nights 
spent  at  the  same  hotel,  regardless  of  check-in  and  check-out  activity  tviarriott  Rewards  double  points  earnings  are  on  base  points  oniy.  Nights  spent  while  redeeming  an  award  are  not 
eligible  for  double  points  or  toward  Elite  level  status;  no  double  point  earnings  on  Elite  bonus  Members  electing  to  earn  miles  are  not  eligible  for  this  promotion  All  Marriott  Rewards  and 
Visa  program  terms  and  conditions  apply.  Visit  MarriottRewards.com  for  complete  details.  vO  Marriott  International,  Inc.  2003 


Science  &  Technology 


Creative  Clot-Busting 

Concentric's  novel  device 
widens  the  window  in  which 
patients  can  be  treated  after 
a  stroke.  Here's  how  it  works: 


A  CATHETER  is  snaked  through  the  groin 
and  into  the  blocked  artery  m  the  brain. 


A  TINY  FLEXIBLE  WIRE  with  coils  on  the 
tip  is  pushed  through  the  catheter 
into  the  clot.  The  coils  grab  the  clot. 


HEALTH  CARE 


SNAKING  OUT 
STROKES 

Concentric  is  testing  a  corkscrew  for  clogged  arteries 


When  Bill  Schlosberg  came  down 
with  a  crushing  headache  on 
Feb.  23,  he  didn't  know  he  was 
having  a  stroke.  He  made  it 
fi-om  his  home  in  Overland  Park,  Kan.,  to 
the  emergency  room,  where  doctors 
eventually  pinned  down  the  cause  of  his 
pain.  Unfv'i-tunately,  he  wasn't  eligible 
for  convent!'  nal  drug  treatment  to  break 
up  the  clot  ilocking  an  artery  in  his 
brain.  So  th  y  transferred  him  to  a 
stroke  special  y  center,  where  doctors 


threaded  a  catheter  into  the  artery  and 
delicately  dislodged  the  clot.  Schlosberg, 
a  56-year-old  engineer  who  was  initially 
paralyzed  by  the  stroke,  regained  most  of 
his  lost  motor  function  a  few  days  later. 
"Without  this  treatment,  I  don't  think 
I'd  be  here  now,"  he  says. 

The  tool  that  saved  Schlosberg's  life 
is  still  being  tested,  but  stroke  special- 
ists are  already  buzzing  about  it.  The 
device,  called  the  merci  Retriever,  is 
literally  a  corkscrew  for  brain  clots.  In- 


THE  CLOT  IS  PULLED  into  a  larger  catheter 
and  sucked  out  of  the  body. 


vented  at  the  University  of  California  a 
Los  Angeles  and  developed  by  Concen 
trie  Medical  Inc.  in  Mountain  View 
Calif.,  it  is  expected  to  be  submittec 
for  Food  &  Drug  Administration  ap- 
proval by  the  end  of  October. 

If  Concentric's  device  gets  the  greer 
light,  it  could  be  a  godsend  for  a  hugt 
and  seriously  underserved  group  of  pa- 
tients. "Ischemic"  strokes — those  causec 
by  blood  clots — account  for  85%  of  the 
700,000  strokes  diagnosed  in  the  U.S. 
each  year,  according  to  the  Americar 
Heart  Assn.  Stroke  is  the  third-leading 
cause  of  death.  And  the  paralysis  and 
loss  of  brain  function  that  often  result 
make  it  the  No.  1  trigger  of  long-term 
disabihty.  What's  especially  dishearten- 
ing is  that  there's  only  one  dinig  ap- 
proved for  treating  strokes.  And  only 
2%  of  patients  can  get  it — largely  be- 
cause it  must  be  given  within  three 
hours  of  onset  of  stroke,  which  is  noto- 
riously tough  to  diagnose. 

The  Concentric  device  may  be  usable 
six  or  even  eight  hours  into  the  stroke.] 
"Expanding  that  time  window  would  be ' 
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NOW  THERE'S  A  PUSHp  TALK 
THAT  WORKSWHERE  fDU  DO. 


m 


JUST  PUSH  TO  TALK  AND  CONNECT  TO  AMERICA'S  BEST, 
MOST  RELIABLE  NATIONAL  WIRELESS  NETWORK 
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R  PUSH  TO  TALK  AND  GET  FREE  UNLIMITED  GROUP  CALLING 


)lan  And  also  ei)|oy  unlimitffl  dih'  \u  uoe  Push  to  Talk  callimj  all  with^ 
_dn(J  any  America  s  Chnnc    with  I'ush  to  Talk  ralliiic]  plan  starting  at  S'VJ  9<)  riiontfily  ,u  ■  -• 
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Countless  Challenges.  Unlimited  Solutions. 


Congratulations  to  the  Laureates  of 

THE  TECH  MUSEUM  AWARDS  2003 


Technology  Benefiting  Humanity 


Presented  by  Applied  Materials,  inc. 


The  NASDAQ  Stock  iVIarket 
Education  Award  Laureates 

Computers  for  Youtii 

Equal  Access 

Brij  Kothari,  Indian  Institute  of 

Management- Ahmedabad 
Alexander  E.  MacDonald,  NOAA 

Forecast  Systems  Laboratory 
Omar  Dengo  Foundation 


Knight  Ridder 

Equality  Award  Laureates 

The  Benetech  Initiative 
The  Boston  Foundation 
League  of  Women  Voters 

of  California 
Radio  News  Agency  68H 
WITNESS 


Intel 

Environment  Award  Laureates 

Iftekhar  Enayetullah  and 
Maqsood  Sinha,  Waste  Concern 

Environmental  Defense 

Imbibitive  Technologies 

INBio 

James  D.  Spinhirne,  NASA  Goddard 
Space  Flight  Center 


Accenture 

Economic  Development  Award  Laureates 

Bombas  de  Mecate 

EcoSystems 

Lee  Felsenstein,  Jhai  Foundation 

Gram  Vikas 

Grupo  Sofonias 


Health  Award  Laureates 

AfriAfya 

Center  for  Biomolecular  Science  and 

Engineering,  UC  Santa  Cruz 
Institute  for  OneWorld  Health 
PATH 
The  Smile  Train 


In  2000,  The  United  Nations  identified  and  charged  its  members  with  solving  the 
eight  most  urgent  global  challenges  facing  humanity  by  2015.  Each  year,  The  Tech  Museum 
Awards  honor  those  who  are  using  technology  to  address  these  challenges.  This  year,  more 
than  500  nominations  were  submitted  from  70  countries.  25  Laureates  were  selected. 
On  October  15,  five  recipients  will  be  awarded  a  total  of  $250,000. 


♦ 


TheTech 


For  more  Information  on  The  Tech  Museum  Awards  or  to 
purchase  tables  or  tickets  to  the  Awards  Gala  please  call 
408-795-6314  or  visit  http://techawards.thetech.org. 
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Science  &  Technology 


I 


;  breakthrough,"  says  Dr.  Marilyn 
ymer,  medical  director  of  the  stroke 
mter  at  Mid  America  Brain  &  Stroke 
istitute  at  Saint  Luke's  Health  Sys- 
•m  in  Kansas  City,  Mo.,  which  treated 
chlosberg  as  part  of  a  clinical  trial, 
jid  it  could  be  a  windfall  for  Concen- 
ic:  CEO  Gary  Curtis  estimates  if  he 
caches  just  20%  of  stroke  patients  each 
3ar,  the  company  could  pull  in  $850 
lillion  in  annual  sales. 

Success  is  far  from  certain,  however, 
he  stroke  field  is  littered  with  experi- 
lental  devices  that  sounded  great  but 
itimately  failed.  The  problem  is,  the 
alls  of  the  blood  vessels  that  feed  the 
rain  are  tissue-thin  and  extraordinari- 
.'  fragile.  The  slightest 
ig  can  cause  debUitat- 
jig — sometimes    even 
ital — bleeding  in  the 
rain.  No  one  has  been 
ble  to  fashion  a  device 
trong  enough  to  re- 
j'love    clots    yet    soft 
nough  to  leave  arter- 
b  unscathed.  "It  has 
een  a  design  challenge 
:)r  years,"  Curtis  says. 
'  The  company  could 
kee   a   nervous    FDA. 
"he  medical-device  in- 
ustry  has  suffered  a 
eries  of  setbacks  this 
ear,  including  the  rev- 
lation  that  Indianapo- 
s-based  Guidant  Corp. 
ailed  to  report  mal- 
iinctions — some  lead- 
ig  to  deaths — of  a  de- 
ice  sold  for  treating 
bdominal  aortic  aneurysms.  Guidant 
aid  $92.4  million  in  fines  to  settle  fed- 
ral  felony  charges  in  June.  Given  such 
isappointments,  the  fda  is  bound  to 
crutinize  Concentric's  safety  record  be- 
Dre  letting  hospitals  stock  up. 

So  far,  Concentric  seems  to  be  on  the 
ight  path.  The  Retriever  has  worked  in 
bout  50%  of  the  patients  tested.  In  con- 
rast,  the  only  clot-busting  drug  ap- 
proved to  treat  strokes,  (Jenentech  Inc.'s 
Lctivase  has  a  33%  success  rate.  Curtis 
ays  less  than  5%  of  patients  treated 
nth  the  device  suffered  bleeding  or  oth- 
r  debilitating  side  effects.  Activase  has 

6%  complication  rate.  Better  yet, 
here  is  evidence  the  two  treatments 
nay  be  complementary:  Some  of  the  pa- 
ients  in  the  Concentric  trials  were  giv- 
n  injections  of  Activase  directly  into 
heir  brains  to  dissolve  remnants  of  clots 
he  Retriever  couldn't  reach. 

The  secret  to  the  Retriever's  clot- 
•usting  talent  is  in  its  design.  It  is  made 
f  a  "shape  memory"  alloy — the  same 


Before  the  MERCI 
Retriever,  no  one 
had  been  able 
to  design  a  device 
strong  enough 
to  remove  clots, 
yet  soft  enough 
to  leave  arteries 
unscathed 


kind  that's  used  in  flexible  eyeglass 
frames.  That  means  it  can  be  molded 
so  it's  perfectly  straight  when  it  is 
threaded  through  a  catheter  that  is  in- 
serted into  an  artery  in  the  brain,  but 
when  the  wire  protrudes  from  the  end 
of  the  catheter,  it  automatically  reshapes 
itself  into  tiny  coils  that  latch  on  to  the 
clot  (diagram).  A  balloon  at  the  end  of 
the  catheter  inflates  to  stop  blood  flow 
temporarily  through  the  artery  so  the 
clot  can't  break  free  and  travel  away. 
The  clot  is  then  pulled  into  a  second, 
larger  catheter  and  sucked  out  of  the 
body  with  a  syringe.  In  some  cases,  the 
procedure  can  be  done  in  as  little  as  20 
minutes,  whereas  Activase,  given  intra- 
venously, can  take  an 
hour  or  more  to  dis- 
solve a  clot,  says  Dr. 
Sidney  Starkman,  clin- 
ical professor  of  emer- 
gency medicine  and 
neurology  at  ucLA. 

The  Concentric  tool 
offers  more  than  a  time 
advantage.  It  may  be  a 
lifesaver  for  patients 
who  can't  be  given  clot- 
busting  drugs  because 
the  risk  of  catastrophic 
bleeding  is  too  high. 
People  who  have  re- 
cently undergone  sur- 
gery, for  example,  can't 
be  treated  with  Acti- 
vase. In  a  trial  at  ucla 
Medical  Center,  doctors 
were  able  to  use  the 
Concentric  tool  on  a 
woman  in  her  30s  who 
had  suffered  a  stroke  two  weeks  after 
giving  birth  by  cesarean  section.  She  ar- 
rived at  the  hospital  unable  to  speak  or 
move  on  her  right  side.  With  one  tug  of 
the  Retriever,  "she  was  made  normal  im- 
mediately," Starkman  says. 

If  Concentric  wins  the  PDA's  consent, 
the  company  will  face  a  whole  new  set 
of  hurdles.  It  wall  have  to  train  stroke 
specialists,  most  of  whom  have  never 
used  medical  devices  for  this  purpose 
before.  And  at  first,  the  device  may  be 
available  only  in  a  handful  of  specialty 
neurology  centers.  Concentric  has  pulled 
in  $25  milhon  in  venture  capital  so  far, 
but  execs  say  they  vdll  need  to  raise  an- 
other round  to  properly  launch  the 
product.  Despite  the  challenges,  Curtis 
says,  "we're  excited.  There  is  no  choice 
for  some  of  these  patients.  To  provide 
that  for  them  would  be  the  greatest 
high  there  is."  Certainly  medicine  could 
use  another  powerful  weapon  against 
one  of  its  most  sinister  foes. 

By  Arlene  Weintrauh  in  Los  Angeles 
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Developments  to  Watch 


BY  OTIS  PORT 


SEEING-EYE 
CD  PLAYERS 
FOR  THE  BLIND 

THOSE  TEENSY  SILICON  CHIPS 

that  help  keep  track  of  prod- 
ucts in  warehouses  may  one 
day  open  up  new  vistas  for 
the  blind.  University  of 
Rochester  students  under 
Jack  G.  Mottley,  an  associate 
professor  of  electrical  engi- 
neering, have  built  a  system 
that  uses  radio-frequency  ID 
(rfid)  tags  and  a  portable  CD 
player  to  deliver  spoken  nav- 
igation guides  to  designated 
places.  For  example,  a  CD 
guide  to  a  college  campus 
could  respond  to  RFID  tags 
mounted  on  doors  and  build- 
ings by  annovincing  "Profes- 
sor Mottley's  office"  or  "en- 
trance to  the  physics  building 
is  five  steps  up." 

The  system,  Navigational 
Assistance  for  the  Visually 
Impaired  (navi),  uses  tags  as 
small  as  rice  grains,  that  cost 
about  250.  Each  emits  a  dis- 
tinctive code  when  triggered 
by  a  radio  signal  from  NAVi's 
antenna,  which  resembles  a 
handheld  microphone.  The 
code  tells  the  CD  machine 
what  segment  to  play.  A  pol- 
ished version  of  the  toaster- 
size  prototype,  predicts  Mott- 
ley, could  pack  everything 
inside  a  portable  CD  player. 


USING  SERMS  TO  LIBERATE  NATURAL  GAS 

WITH  ELECTRIC  UTILITIES  CONSUMING  NATURAL  GAS  IN 

record  volumes,  the  price  of  this  clean-burning  fuel  has 
soared.  Environmentalists  would  like  to  boost  suppUes, 
which  also  would  please  irate  homeowners  stuck  with 
rising  heating  bills.  At  Brookhaven  National  Laboratory, 
researchers  led  by  chemist  Mow  Lin  are  working  on  one 
solution:  "mining"  methane  from  coal  with  bacteria.  The 
main  component  of  natural  gas,  methane,  is  also  trapped 
inside  coal,  the  world's  most  abimdant  fuel.  But  current 
methods  of  liberating  it  produce  lots  of  polluted  water. 

To  address  that,  Lin's  crew  is  evolving  new  strains  of 
bacteria  that  not  only  help  catalyze  the  release  of  the 
methane  but  also  transform  the  contamination  into 
benign  compounds.  Lin  collected  the  ancestors  of  his 
bugs  from  such  places  as  hydrothermal  vents  on  the 
ocean  bed.  There,  they  thrive  in  a  toxic  stew  hotter  than 
boiling  water,  so  they  have  a  natural  aptitude  for  the  job 
Lin  hopes  to  give  them. 


ROBOTS 
AMONG 
THE  RUINS 


LAST  MONTH,  AFTER   A   MOCK 

earthquake  partly  demolished 
the  old  town  library  in 
Lebanon,  Ind.,  small  robots 
crawled  into  the  rubble, 
searching  for  the  half-dozen 
mannequins  that  had  been 
planted  in  the  building  be- 
fore it  collapsed. 

It  wa?  just  a  practice 
session  for  a  team  from 
the  University  of  South 
Florida's  Center  for  Ro- 
bot-Assistec  Search  & 
Rescue  (cra^  AR),  but  de- 
vices Mke  the;  ^  are  already  GO 


functional:  After  the  Septem- 
ber 11  terrorist  attacks  two 
years  ago,  crasar  helped 
probe  the  rubble  in  New 
York  with  remote-control  ro- 
bots— and  found  body  parts. 
Since  then,  crasar  direc- 
tor Robin  R.  Murphy  has 
been  busy  developing  new 
sensors  so  bots  can  tell  if  a 
victim  is  still  alive.  That  way. 


GET  'EM:  Rescue  by  robot 


she  explains,  rescue  workers 
won't  waste  precious  hours 
digging  out  dead  bodies  while 
there's  still  hope  of  finding 
survivors.  One  sensor  detects 
blood  flowing  in  a  victim's 
veins  by  touching  exposed 
skin.  If  the  robot  can't  get 
that  close,  another  sensor  can 
pick  up  exhaled  carbon  diox- 
ide from  a  few  feet  away. 

Next  up,  says  Murphy, 
could  be  remote-controlled  ro- 
bots that  can  deploy  and  in- 
flate air  bags  to  prop  up  the 
rubble  around  a  survivor.  That 
tops  the  to-do  list  for  the  new 
industry-university  center 
CRASAR  is  now  setting  up, 
aided  by  the  National  Science 
Foundation. 


INNOVATIONS 


■  For  centuries,  scholars  ha' 
praised  sage  for  more  th; 
just  its  pretty  lavender-ci 
ored  blossoms.  "It  also  he 
the  memory,"  according  to 
1652  textbook.  And  so 
may — for  at  least  a  couple 
hours.  Researchers  ; 
Britain's  Medicinal  Plant  R 
search  Center  gave  44  v 
unteers  either  sage  oil 
placebo  capsules  and 
tested  their  ability 
to  recall  a  Ust  of 
words  up  to  six 
hoiirs  later.  Over 
the  next  three 
hours,  those  who 
got  sage  oil 
scored  much 
higher.  More  tri 
als  are  under  way 
to  see  if  sage  oil  also 
can  mitigate  the  effects  c 
Alzheimer's  disease. 

■  Heat  from  nuclear  wast 
could  be  used  to  seal  it  safel 
away,  deep  within  the  earth 
crust,  according  to  a  repo: 
in  the  August  issue  of  Geo 
gy.  British  engineer  FerguJ 
G.F.  Gibb  proposes  dumpin 
radioactive  waste  into  hole 
three  miles  deep.  The  "hot 
waste  would  melt  the  soli 
granite  rock,  which  woul 
soon  resolidify,  forming  a  pre 
tective  tomb  that  should  las 
nearly  1  billion  years — fa 
longer  than  the  estimate{| 
10,000-year  life  span  of  con 
tainers  at  the  Yucca  Moun 
tain  repository  in  Nevada. 

■  Foodmakers  may  soon  b 
able  to  cut  salt  and  sugar  ir 
their  snacks  without  sacrific 
ing  flavor.  Researchers  fron| 
Germany's  University  of  Mtin 
ster,  working  with  Nestle  sci 
entists  in  Vevey,  Switzerland 
have  identified  a  new  flavoi 
enhancer  called  alapyridainc 
that  increases  both  saltiness 
and  sweetness.  The  compounc 
was  discovered  in  beef  stock 
and  is  itself  tasteless.  So  far 
alapyridaine  shows  no  signs 
of  triggering  the  headaches 
and  other  irritating  side  ef- 
fects caused  by  MSG,  the  stan- 
dard flavor  enhancer. 
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the  best  medicine. 


Having  better  information  can  help  you  make  more  intelligent  health 
care  decisions.  So  we  provide  a  host  of  helpful  iuformation  resources, 
like  our  Aetna  InteliHealth'"  online  health  information  site,  offered 
in  association  with  Harvard  Medical  School.  Here  you'll  find  a  wealth 
of  knowledge  about  diseases,  conditions,  treatments,  preventative 
measures,  and  much  more.  At  our  Aetna  Navigator' 'Web  site,  members 
can  receive  their  benefit  statements  and  review  claim  status 
electronically.  And  soon,  we'll  provide  you  with  survey  data  to  help 
you  assess  the  quality  of  doctors  and  hospitals  in  our  networks. 
The  informafion  to  make  intelligent  choices — that's  a  prescription 
for  quality  health  care  coverage,  from  Aetna. 
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There  must  be  a  more  intelligent  way 
to  cut  your  operational  costs. 


Business  Intelligence  from  Business  Objects 


These  days,  everyone  wants  to  cut  costs.  But  no  one 
wants  to  cut  the  ability  to  make  a  profit.  So  how  do  you 
find  the  best  ways  to  save?  With  business  intelligence 
software  from  Business  Objects,  of  course. 
Our  software,  you  see,  mines  all  your  financial  and 
operational  systems  and  gives  you  a  complete,  detailed 
view  of  all  your  costs  all  across  the  enterprise.  You  can 
access  and  create  reports.  Analyze  data.  And  find  ways 
to  make  }'our  operations  more  cost  effective.  AH  based 
on  up-to-the-moment  information. 
Business  intelligence  solutions  from  Business  Objects 
enable  you  to  track,  understand,  and  manage  enterprise 


performance  better  than  ever  before.  So  you  can  make 
better  decisions,  improve  operational  efficiency,  and 
discover  new  sources  of  revenue. 
Every  day,  more  than  17,500  companies  rely  on  our 
business  intelligence  software  to  unlock  the  power 
of  information  to  improve  enterprise  performance. 
Perhaps  you  should,  too. 

For  your  free  copy  of  our  new  business  paper  "Driving 
Organizational  Performance  with  Business  Intelligence,"  visit 
www.businessobjects.com/cost.  Or  call  Business  Objects 
at  1-800-527-0580.  And  lefs  put  away  the  chainsaw 
before  your  enterprise  gets  hurt. 
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Marketing 


COMMENTARY 

By  Lorraine  Woellert 

THE  DO-NOT-CALL  UW  WON'T  STOP  THE  CALLS 


When  President  Bush  launched 
the  Do-Not-Call  registry  in 
June,  he  said  it  would  "help 
Americans  protect  their  private  time 
or  family  time."  Added  the  Prez: 
"Unwanted  telemarketing  calls  are 
intrusive,  they  are  annoying,  and 
they're  all  too  com- 
mon." Consumers  over- 
whelmingly agreed: 
More  than  50  million 
Americans  signed  up 
for  dinnertime  peace. 

But  that  ringing 
you'll  hear  when  the 
law  takes  effect  on 
Oct.  1  won't  be  in  your 
head — it'll  be  your 
phone.  The  Adminis- 
tration's simplistic 
message,  accentuated 
by  media  hype,  has 
oversold  the  public  on 
what  the  registry  wall 
deliver.  The  Do-Not- 
Call  Implementation 
Act  is  riddled  \vith 
loopholes,  allowing  everyone  from 
your  bank  to  resort  promoters  to 
keep  on  dialing.  When  consumers 
wake  up  to  the  flaws,  expect  messy 
lawsuits,  political  finger-pointing, 
public  outrage,  and  another  black  eye 
for  legitimate  marketers — even  those 
that  are  trying  to  comply. 

The  problem  with 
Do-Not-Call  is  that  its 
authors — the  Federal 
Trade  Commission  and 
the  Federal  Communi- 
cations Commission — 
had  many  people  to 
please.  Congress 
carved  out  loopholes 
for  charities,  politi- 
cians, and  their  paid 
fund-raisers.  And  the 
Administration,  eager 
for  a  populist  pitch  to 
consumers  without  be- 
ing seen  as  heavy- 
handed  regulators, 
wanted  broad  business 
exemptions. 

How  broad?  Every 
time  you  pay  a  bill, 
buy  something,  or 
have  merchandise  de- 


livered, you  give  that  company  an 
opening  to  solicit  you  by  phone  for 
the  next  18  months.  Depending  on 
how  businesses  interpret  the  law, 
even  calling  an  800  number  to  ask  a 
question  could  be  enough  to  trigger 
sales  pitches  for  three  months.  And 


WHO  WILL  STILL  BE 
ON  THE  LINE? 

■  Charities,  politicians, 
pollsters,  and  market 
researchers 

■  Companies  you  do 
business  with 

■  Companies  that  have 
sold  you  something, 
billed  you,  or  made  a 
delivery  to  you  in  the 
past  18  months 

■  Businesses  you've 
contacted  in  the  past 
three  months 

■  Companies  that 
obtain  your  permission 


beware  signing  up  for  in-store  raffles 
or  clicking  "I  Agree"  buttons  when 
buying  online:  You  could  be  giving 
companies  permission  to  call  you. 
As  their  pool  of  phone  numbers 
shrinks,  businesses  will  intensify 
their  sales  pitches  to  existing  cus- 
tomers. Expect  calls  from  your  bank 
offering  to  upgrade  its 
services,  for  example. 
Callers  w^ho  don't  make 
explicit  sales  pitches 
are  home  free.  Come- 
ons  that  announce 
you've  won  a  hotel 
stay — if  you'll  only  sit 
through  an  on-site  sales 
pitch — are  allowed,  too. 
Do  consumers  know 
about  these  loopholes? 
No.  A  Sept.  10  Harris 
Poll  found  that  just  9% 
of  adults  are  aware  that 
the  new  rules  apply 
only  to  for-profit  tele- 
marketers. No  wonder 
the  already  bruised 
telemarketing  industry 
is  bracing  for  a  back- 
lash. "Consumers  are 
being  led  down  this 


primrose  path,"  says  Louis  Mastria, 
director  of  public  affairs  at  the  Di- 
rect Marketing  Assn.  (DMA).  "The  FTC 
is  creating  the  perception  that  you 
will  never  get  a  call  again." 

To  deflect  pubhc  ire,  the  DMA  is 
ramping  up  an  education  campaign. 
The  message:  In  most 
cases,  companies  that 
call  w^on't  be  breaking 
the  law.  Nonetheless, 
"the  FTC  and  FCC  can 
expect  a  spate  of  erro- 
neous complaints,"  says 
Tim  Searcy,  president 
of  the  American  Tele- 
services  Assn. 

Complaints,  whether 
spurious  or  legitimate, 
might  fall  between  the 
cracks,  however.  The 
FTC  and  FCC  remain  at 
V  odds  on  key  provisions 

^^^^  of  the  law,  how^  it  will 

^^PJfch^-    be  enforced,  and  who'll 
J^^       pay  for  enforcement. 
Businesses  covered  by 
the  FCC  rules — including  such  notori- 
ous callers  as  phone  companies  and 
financial  institutions — enjoy  looser 
definitions  for  existing  business  rela- 
tionships. The  FTC  conceded,  in  a 
Sept.  9  report  to  Congress,  that  busi- 
nesses could  exploit  those  discrepan- 
cies to  boost  calling.  "This  could  an- 
noy consumers,"  the  FTC  warned. 
Meanwhile,  at  least  12  states  have 
refused  to  roll  their  own  do-not-call 
Usts  into  the  federal  hst,  creating  yet 
another  level  of  regulation. 

A  lawsuit  challenging  the  constitu- 
tionality of  Do-Not-Call  in  federal  dis- 
trict court  in  Denver  could  put  on  the 
brakes.  Telemarketers,  led  by  Main- 
stream Marketing  Services  Inc.,  say 
Do-Not-Call  restricts  speech  and  vio- 
lates the  equal  protection  clause  by 
establishing  categories  of  calls  to  be 
blocked.  If  the  judge  halts  enforce- 
ment, Washington  should  take  the 
time  to  do  the  job  right  and  create  a 
bare-bones  registry  with  no  exemp- 
tions. Consumers  seeking  reliff  from 
phone  huckstei-s  shouldn't  be  r>old  a 
bill  of  goods  by  their  government. 

WoeUert  covers  consumer  and 
legal  affairs  in  Washington. 
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Marketing 


RETAILING 


NO  LONGER 

BIG  BRAND  ON  CAMPUS 

Are  Abercrombie  &  Fitch's  prices  too  rich  for  kids'  blood? 

The  West  Towne  Mall  in  Madison, 
Wis.,  is  bustling  with  young  shop- 
pers on  Saturday  afternoon,  but  at 
one  retailer  there's  plenty  of  elbow 
room:  Abercrombie  &  Fitch  Co.  As  1 
p.m.  approaches,  only  four  customers 
are  in  the  store,  and  two  of  them  are 
heading  out  the  door  empty-handed. 
"You  can  buy  two  pair  of  jeans  else- 
where for  the  $60  you  pay  here  for 
one,"  gripes  Chris  Budzin,  20,  as  he 
makes  his  exit  with  girlfriend  Jayne 
Vosen,  18. 

A  few  years  ago,  Abercrombie's  high 
prices  were  as 
much  a  part  of  its 
cachet  among  free- 
spending  teens  as 
its  preppy  styles 
and  racy  marketing. 
Then  the  economy 
soured,  and  high 
prices  became  a 
tumoff  to  cost-con- 
scious kids.  To  keep 
the  registers  ring- 
ing, such  rivals  as 
American      Eagle 

Outfitters  Inc.  and  department  stores 
have  discounted  aggressively.  Aber- 
crombie chose  to  take  the  high  road, 
eschewing  promotions  to  preserve  the 
brand's  exclusivity  and  lofty  margins — 
the  highest  of  any  teen  retailer. 

That  reflects  a  discipline  that  lots  of 
other  marketers — are  any  Detroit  car- 
makers listening? — seem  to  have  forgot- 
ten. But  critics  say  Abercrombie  Chief 
Executive  Officer  Michael  Jeffries  hasn't 
given  kids  a  good  enough  reason  to  pay 
top  dollar.  As  Abercrombie  enters  its 
fourth  year  of  mostly  declining  sales,  it 
may  be  time  to  question  whether  Jef- 
fries' noble  experiment  is  panning  out. 
Even  as  most  retailers  benefited  from  a 
surprisingly  strong  back-to-school  sea- 
son, Abercrombie  reported  on  Sept.  4 
that  sales  at  stores  open  at  least  a  year 
plummeted  11%  in  August. 

Although  Jeffries  declined  to  be  in- 
terviewed by  BusinessWeek,  he  has  as- 
sured analy.-ts  that  sales  will  rebound 
when  the  economy  does,  and  that  keep- 
ing the  Al;  rcrombie  brand  "aspira- 


tional"  is  the  best  way  to  maintain  prof- 
its. Otherwise,  he  reasons,  you  train 
your  consiimers  to  expect  discounts.  Jef- 
fries says  he  has  updated  Abercrom- 
bie's preppy  fashion  look  with  low-rise 
jeans  and  sexy  knit  tops.  And  he  says 
that  HoUister  Co.,  the  3-year- 
old  surf-inspired  division  that 
now  accounts  for  113  of 
Abercrombie's  625  stores,  is 
off  to  a  fast  start,  though  the 
jvuy  is  out  on  how  much  it 
will  cannibalize  sales. 

Abercrombie's  rich  profit 
mai'gins  kept  skeptics  at  bay 
until  recently.  Under  JefEries, 
who  arrived  in  1992  after 
spending  much  of  his  career 
at  Federated  Department 
Stores  Inc.,  Abercrombie  ex- 
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A  PERCENT  CHANGE 

Data:  Company  rapaits 


ercised  tight  cost  and  inventory  contrc 
And,  of  course,  Abercrombie  has  lo 
commanded  big  markups — a  hood 
sweatshirt  sets  a  shopper  back  $69.f 
vs.  $39.50  for  a  similar  item  at  Americ 
Eagle.  The  result:  Abercrombie's  $3 
milhon  in  operating  profits  came  to 
hefty  20%  of  its  $1.6  billion  sales  in  t 
fiscal  year  ended  January  2003. 

At  some  point,  though,  those  ma 
gins  will  shrink  if  sales  keep  slidin 
Abercrombie  stiU  is  identified  with 

JUST  LOOKING 

August  sales  fell 
11%  even  as  most 
retailers  reported 
a  strong  back-to- 
school  season 

edgy   collegiate   loc 
and  logo  shirts  th 
took  the  teen  mark* 
by  storm  in  the  se- 
ond  half  of  the  1990 
But     teenage     gir 
want   more    extrem 
styles  like  punk,  saj 
Irma  Zandl,  presider 
of    Zandl    Group, 
New  York  teen  maj 
ket     research     firn 
That's  how  rivals  P; 
cific  Sunwear,  Urba 
Outfitters,  and  Aerc 
postale     have     kep 
growing   even   whil 
holding   the    line    o 
discounting.  "He  [Je: 
fries]  happens  to  b 
off  trend,"  Zandl  say: 
Clearly  the  marke 
has  shifted  on  Aber 
crombie.  The  questio: 
is,    can    Jeffries    re 
spond?  Some  analysts  fear  that  cus 
tomers  fleeing  Abercrombie  for  low 
priced    rivals    won't    be    back.    Say 
Marshall  Cohen,  chief  analyst  at  marke 
research  firm  npd  Group  Inc.:  "This  i 
the  first  generation  of  teens  [in  years 
that  has  been  trainee 
to  purchase  on  a  bud 
get."  When  even  kid 
have  learned  how  tt 
pinch    a    penny,    th* 
time  may  have  arrivec 
for  Jeffries  to  chang< 
course.  His  profits  art 
impressive,  but  the} 
won't  hold  up  forevej 
if  customers  keep  vot 
ing  with  their  feet. 

By  Robert  Bemer  it 
Madison,  Wis. 


HIP  NO  MORE? 

Abercrombie  &  Fitch 
same-store  sales 


AUG. 


90  BusinessWe-.   /  September  29,  2003 


■m 


w^mrm^mfw* 


Not  with  us  it  isn't. 


We  see  management  a 
little  differently  from  the 
rest  of  the  crowd. 
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At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows. ..or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

CIO  eBookl  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  http://www.netiq.com/uk/manageability 
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Management 


COMMENTARY 

By  Louis  Lavelle 

AFTER  THE  JOBLESS  RECOVERY. 
A  WAR  FOR  TALENT 


For  two  years,  economists  have 
looked  at  new  unemployment  ap- 
plications with  increasing  alarm. 
But  for  managers  on  the  corporate 
front  lines,  the  real  cause  for  concern 
in  coming  months  could  be  a  different 
population  of  job-seekers:  the  gainful- 
ly employed.  With  unemployment  at 
its  highest  point  in  nearly  a  decade, 
workers  lucky  enough  to  avoid  layoffs 
have  had  httle  opportunity  to  jump 
ship.  That  will  change  as  the  econo- 
my picks  up.  Companies  will  have  to 
begin  hiring  if  growing  demand  over- 
whelms the  productivity  gains  that 
have  allowed  them  to  chum  out  more 
goods  with  fewer  workers. 

Experts  predict  that  annual  volim- 
tary  turnover  could  rise  to  20%  or 
more  for  white-collar  workers,  as 
companies  bid  for  top  talent  and  star 
employees  start  heading  for  the  ex- 
its. For  employers,  "it's  going  to  be 
quite  traumatic,"  says  Ed  Jensen,  a 
partner  in  the  human  performance 
practice  at  Accenture  Ltd. 

It  has  been  three  long  years  of 
doubled-up  workloads,  minuscule 
raises,  and  ungrateful  bosses — and 
American  workers  are  fed  up.  In  the 
late  1990s,  when  even  modest  per- 
formers could  drum  up  multiple  job 
offers,  such  treatment  would  have 
led  to  a  mass  exodus.  Today,  it  has 
many  workers  quietly  updating  their 
resumes  and  biding  their  time.  After 
three  rounds  of  layoffs  in  three  years 
at  her  magazine,  one  New  York  edi- 
tor says  she's  now  pulling  all- 
nighters  every  other  week.  With  an 
out-of-work  husband,  she  can't  afford 
to  quit,  but  she'll  depart  as  soon  as 
hiring  picks  up.  "You  feel  grateful  for 
having  a  job,  but  because  of  downsiz- 
ing I'm  doing  two  other  people's 
jobs,"  she  says.  "It  has  just  been 
hugely  stressful." 

How  many  people  are  in  the  same 
boat?  Sibson  Consulting  says  one  out 
of  six  is  ready  to  bolt.  Walker  Infor- 
mal'on  says  its  survey  of  2,400  em- 
ploye'^s  found  that  34%  were  at  high 
risk  i      departure.  And  Accenture 
says  hi  f  of  all  U.S.  middle  managers 
are  activ  ."■ly  looking  for  new  jobs  or 
will  be  >oon.  The  bottom  line:  After 


years  of  cracking  the  whip,  employ- 
ers who  want  to  win  the  coming  war 
for  talent  need  to  start  giving  their 
troops  a  compelling  reason  to  stay. 

None  of  this  should  come  as  a  sur- 
prise. As  a  yearlong  jobless  recovery 
that  followed  the  1990-91  recession 
gave  way  to  vigorous  job  growth  in 
1992,  voluntary  departures  surged. 
This  time  around,  the  battle  for  tal- 
ent could  be  fiercer.  The  ciurent  re- 
covery's jobless  stage  is  both  more 
severe  and  nearly  twice  as  long  as  in 


the  early  '90s — and  it's  not  over  yet. 
The  result:  large  numbers  of  employ-] 
ees  who  feel  trapped  in  their  jobs 
and  who  have  no  qualms  about  leav- 
ing. Says  Frederick  F.  Reichheld,  a 
Bain  &  Co.  loyalty  expert:  "They're 
very  susceptible  to  an  offer  they 
can't  refuse." 

Most  susceptible  of  all  are  the 
people  companies  can  least  afford  to 
lose.  With  budgets  stretched  to  the 
limit,  there  are  fewer  rewards  to  go 
around.  In  2003,  pay  raises  for 
salaried  employees  have  averaged 
3.4%,  down  from  3.6%  in  2002  and 
4.3%  in  2000  and  2001,  says  Hewitt 
Associates  LLC.  Compounding  the 
problem,  many  outfits  are  offering 
the  same  raises  to  stars  and  laggards  | 
alike,  and  top  performers  feel  under- 
appreciated. In  a  recent  survey  of 
1,100  employees,  Sibson  found  the 
best  workers  had  the 
worst  attitudes  and  were 
more  likely  to  be  planning  | 
a  job  search. 

For  companies  left  in 
the  lurch  by  mass  defec- 
tions, it's  not  just  a  ques- 
tion of  temporary  incon- 
venience. Replacement 
costs  for  professional  em- 
ployees can  be  stagger- 
ing— 18  months  pay,  ac- 
cording to  Hay  Group,  not 
including  lost  sales  and 
productivity. 

To  avoid  that  fate,  busi- 
nesses need  to  get  mov- 
ing— now.  Managers  need 
to  do  a  better  job  of  dif- 
ferentiating stars  from 
imderachievers.  Well- 
structured  incentive  pay, 
such  as  stock  or  options 
tied  to  specific  perform- 
ance goals,  can  help.  But 
even  that  will  do  little  to 
motivate  employees  if  the 
job  feels  like  a  dead  end. 
Managers  should  be  look- 
ing for  ways  to  give  star 
players  more  responsibili- 
ty, greater  autonomy,  and 
a  clear  shot  at  advance- 
ment. After  all,  the  best 
time  to  talk  your  most 
valuable  players  into 
sticking  with  the  team  is 
before  they've  begun 
scouting  opportunities 
with  competitors. 


Lavelle  covers  manage- 
ment from  New  York. 
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Legal  Affairs 


STRATEGIES 


STRIKING 


BACK 


How  the  music 
industry  charted 
its  crusade  against 
Web  pirates 

Cary  Sherman's  spacious  office,  at 
the  far  end  of  a  long  hall  deco- 
rated with  gold  and  platinum 
records,  might  as  well  be  Holly- 
wood's embassy  in  Washington. 
Sunlight  streams  through  big  windows 
across  a  mod  suite  of  low-slung  couches 
and  coffee  tables.  For  a  man  now  vilified 
worldwide  for  suing  Internet  music 
downloaders,  the  president  of  the  Record- 
ing Industry  Association  of  America 
(riaa)  looks  remarkably  relaxed.  But 
there's  good  reason  for  his  aplomb. 
"Nothing  about  this  campaign  was  im- 
provised," Sherman  says.  "We  had 
thought  through  the  details  long  before 
the  first  lawsuit  was  filed." 

That  required  monumental  advance 
planning.  From  a  purely  logistical  stand- 
point, the  music  industry's  antipiracy 
campaign  is  the  most  complex  and  con- 
troversial one  in  history.  Microsoft  Corp. 
raids  factories  manufacturing  illicit  copies 
of  Windows.  DirectTV  sues  people  who 
own  unauthorized  signal-decoding  devices. 
But  these  efforts  have  focused  almost 
exclusively  solid,  three-dimensional  ob- 


jects. Music  companies  are  the  first  to 
wage  a  wide-scale  attack  against  people 
who  steal  digital  property  over  the  Net. 

As  a  result,  the  riaa's  legal  war  is 
being  closely  scrutinized  by  everyone 
from  artists  to  civil  libertarians — not  to 
mention  managers  in  industries  facing 
similar  threats.  That  includes  movie  stu- 
dios, book  publishers,  computer-game 
manufacturers,  software  makers,  and 
database  sellers  such  as  Reed  Elsevier 
and  The  McGraw-Hill  Companies  (pub- 
lisher of  BusitiessWeek).  Music's  strate- 
gy— if  it  works — could  serve  as  a  model 
for  other  companies.  "We've  got  a  big 
problem  with  file-sharing,  too,"  says  Bob 
Kruger,  vice-president  for  enforcement 
at  Business  Software  Alhance.  "There 
are  tens  of  thousands  of  places  you  can 
get  software  for  fi-ee." 

The  RIAA  crusade  is  something  of  a 
triumph  for  Sherman.  First  his  team  had 
to  sort  through  an  array  of  imcharted 
legal,  technological,  and  public-relations 
problems.  Then  he  sold  a  comprehensive, 
step-by-step  solution  to  a  contentious 
group  of  music  executives.  But  Sherman 
is  reluctant  to  discuss  details  of  the  cam- 
paign; he  doesn't  want  to  give  opponents 
an  edge,  he  says.  The  former  intellectual- 
property  attorney  also  declines  to  reveal 
the  names  of  the  law  firms,  PR  whizzes, 
and  tech  advisers  the  RIAA  has  hired. 
"Anybody  who  helps  us  is  going  to  be 
targeted  by  hackers,"  he  says. 

Despite  the  official  silence,  sources  in- 
side and  outside  of  the  industry  have 
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THE  GENERAL: 

Cary  Sherman, 
president  of  RIAA 


shed  some  light  on  the  mobilization, 
began  to  hatch  in  early  summer,  2002,  vie 
the  RIAA's  staff  quietly  started  studying  for 
feasibility  of  suing  rncMvidual  consumers  », 
tomeys  at  Mitchell  Silberberg  &  Knuj 
Los  Angeles  entertainment  law  powerhc 
were  enlisted  to  help  under  the  leadersh  % 
partner  Russell  J.  Frackman. 

At  the  time,  most  music  executives  \|iia: 
still  opposed  to  pulling  the  trigger  on  t  lat' 
customers.  Although  freaked  out  by  sin 


THE  BUILDUP 
TO  THE  AHACK 

The  industry's 
War^igainst 

Widiyii^ual  downloaders 
came'S^ter  attempts 
to  shutte^r  file-trading 
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JANUARY.  1999 

Shawn  Fanning 

drops  out  of 

Nortlieastern 

University  to  work 

full  time  on  Napster — the 

revolutionary  online  music 

service  that  attracts  millions. 
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napster 


DECEMBER.  1999 

The  RIAA 

strikes,  suing 

Napster 

for  contributory 

copyright 

infringement. 
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JULY.  2000 

A  federal  judge 
San  Francisco 
an  injunction  cl 
Napster,  but  a 
higher  court  grc 
an  emergency  s 
pending  an  app 
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they  knew  that  a  legal  attack  would 
te  consumers.  "It's  not  that  we  weren't 
or  of  aggressive  legal  action  from  the 
0,"  says  David  H.  Johnson,  general 
el  for  Warner  Bros.,  which  was  the 
najor  label  to  approve  the  litigation 
!gy.  "But  the  only  way  we  thought  it 
sense  was  for  us  to  have  an  attractive 
lative."  The  process  of  rolling  out  le- 
ate  online  services  turned  out  to  be 
harder  than  expected,  though.  For  in- 


2001 

ig  exhausted  all  of 
)peals,  Napster 
i  down.  But  new 
;es,  harder  to 
k  legally,  such 
Drpheus,  LimeWire 
(azaa,  emerge 


campaign 
could  serve 
as  a  model 
for  other 
industries 


stance,  one  tricky  problem  was  figuring 
out  a  fair  way  to  assess  royalties  for 
monthly  subscription  services  offering  an 
imlimited  number  of  songs. 

Before  taking  teenagers  to  court,  the 
RIAA  also  wanted  to  see  if  it  could  stop 
the  problem  by  shutting  down  Web  sites 
that  facilitated  piracy.  Though  lawyers 
shut  down  Napster  in  July,  2001,  other 
peer-to-peer  networks  carefully  designed 
to  skirt  the  law,  such  as  Morpheus  and 
Grokster,  quickly  rose  up  in  its  wake. 
The  industry  sued  the  sec- 
ond-generation pirate  sites  in  ^\\  P  1 P  0pi  1 
October,  2001,  and  was  ex-  O 

pecting  a  similar  result  in 
court.  But  on  Apr.  25,  2003,  a 
federal  judge  in  Los  Angeles 
ruled    that    Morpheus    and 
Grokster  coiald  remain  open. 
The  devastating  ruling  meant 
that  it  would  be  impossible 
to  kill  music  web  sites  in 
court,  leaving  the  industry 
with  only  one  legal  option: 
suing  consumers.  "That  deci- 
sion really  threw  people  for  a  loop,"  says 
Hilary  Rosen,  former  CEO  of  the  RiAA. 
"These  are  highly  competitive  companies 
with  highly  competitive  executives.  There 
were  many  disagreements."  Despite  the 
dissension,  "a  pretty  big  village"  in  sup- 
port  of  lawsuits   against   file-sharers 
emerged  in  the  wake  of  the  unexpected 
Morpheus  ruling. 

Once  the  green  light  had  been  given, 
the  main  challenge  became  minimizing 
negative  publicity.  The  RiAA  decided  to 
broadcast  a  series  of  warnings  about  the 
upcoming  lawsuits  so  that  no  one  could 
claim  they  were  unaware  of  the  threat. 
In  June,  for  instance,  the  group  sent  out 
millions  of  instant  messages  to  Kazaa 
users  warning  them  that  file-trading  was 
against  the  law.  Days  later,  the  Web  site, 
which  makes  most  of  its  money  display- 
ing ads  to  visitors,  counterattacked  by 
tinkering  with  its  instant-messaging  sys- 
tem. Rather  than  having  it  be  offered 
automatically  to  all  visitors,  it  became 
an  option  that  users  had  to  click  a  box  to 
use — a  move  that  cut  down  on  the  riaa's 
ability  to  warn  downloaders.  Kazaa  says 


that  it  acted  to  save  users  from  "poten- 
tially distressing  vmsolicited  messages." 
On  June  25,  the  RIAA  announced  that 
it  had  reached  the  breaking  point:  File 
sharers  would  be  sued.  The  next  day, 
the  industry's  bloodhounds,  as  it  were, 
ran  off  their  leashes.  The  hunt  was  large- 
ly conducted  by  automated  Net  crawlers 
operating  around  the  clock.  While  the 
industry  is  loath  to  reveal  its  investiga- 
tive techniques,  riaa  sources  say  the 
crawlers  began  by  plugging  in  names  of 
popular  songs,  such  as  Em- 
inem's Lose   Yourself,  into 
song  search  engines  such  as 
Kazaa..  That  search,  in  turn, 
produced  a  list  of  hundreds, 
and  often  thousands,  of  peo- 
ple offering  to  share  it. 

The  crawler  then  conduct- 
ed   a    second    "user-name" 
search  to  find  out  what  other 
material    these    individuals 
were  offering.  Although  mil- 
lions of  people  are  logged  on 
to  Kazaa  and  other  sites  at 
any  given  time,  new  parallel  computing 
techniques  make  it  possible  to  analyze 
every  member  of  this  massive  communi- 
ty in  a  matter  of  weeks.  In  many  cases, 
fo*ewalls  can  be  obstacles,  preventing  a 
search  by  user  name.  But  this  hurdle 
can  be  overcome  by  cross-referencing 
the  thousands  of  individual  song  searches, 
making  it  possible  to  compile  e\adence 
against  pirates  a  hit  single  at  a  time. 
The  final  step  in  the  process  is  asking  In- 
ternet service  providers  for  the  surfers' 
identities.  Most  isps  have  gone  along 
with  these  requests  reluctantly — ^but  they 
might  stop  entirely  if  legal  challenges  by 
Verizon  and  SBC  succeed. 

The  RIAA  did  more  than  simply  inven- 
tory what  songs  people  are  offering  via 
the  Web.  It  also  collected  the  "metadata" 
associated  with  the  individual  tunes.  For 
instance,  many  MP3  music  files  offered 
on  Kazaa  also  list  the  Web  site  the  song 
comes  from,  the  name  of  the  person  of- 
fereing  it  online,  and  the  software  used  to 
make  the  files.  This  can  be  damning  evi- 
dence against  defendants  who  try  to 
claim  that  all  of  the  music  on  their  hard 
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The  industry 
sues  Grokster 
and  Morpheus  in 
federal  court  in 
Los  Angeles. 
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C*f  orpheus  3.0 


The  RIAA  starts 
to  study  the 
feasibility  of 
suing  individual 
downloaders. 


A  federal  judge 
rules  that  Grokster 
and  Morpheus 
cannot  be  closed 
down. 


SEPT.  8. 2003 

The  RIAA 
files  lawsuits 
against  261 
alleged 
copyright 
InfrinKers. 
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Legal  Affairs 


drives  is  legally  copied  from  their  CDs. 
On  Sept.  8,  the  first  smts  were  filed. 
The  accused  received  summonses,  a 
copy  of  the  complaint  listing  the  charges 
against  them,  the  songs  they  allegedly 
distributed,  and  a  two-page  cover  letter 
from  law  firm  Mitchell  Silberberg. 
"Copyright  is  not  a  victimless  crime," 
says  the  letter  sent  to  one  defendant. 
"The  music  industry  employs  thousands 
of  other  people,  such  as  CD  plant  work- 
ers, warehouse  personnel,  and  record 
store  clerks.  They  all  depend  on  the 


sales  of  recordings  to  make  a  Uving." 
So  far,  the  RIAA  has  been  offering  set- 
tlements in  the  range  of  $2,000  to  ^,000, 
according  to  three  lawyers  who  have 
counseled  defendants.  To  get  the  smts 
dropped,  the  lawyers  say,  targets  must 
sign  a  contract  restraining  them  from 
discussing  their  deals.  Just  two  days  after 
the  filing  of  suits,  10  people  had  already 
reached  agreements. 

About  the  only  element  of  the  cam- 
paign decided  after  the  annovmcement  of 
the  legal  attack  was  the  amnesty  pro- 


gram— an  effort  to  fend  off  a  wid 
feared  backlash.  Anyone  who  has  offe: 
music  illegally  can  avoid  liability  by  si] 
ing  an  affidavit  promising  to  stop  do 
loading  music.  That's  an  effort  to 
compliance  from  the  vast  majority  of 
sharers  who  have  not  been  sued — ^t 
riaa's  real  target.  Changing  the  beha^ 
of  this  community  is  Sherman's  ultim; 
goal.  The  verdict  on  that  count,  thoug 
may  not  come  for  years. 

By  Mike  France  in  Washington,  vn 
Ronald  Graver  in  Los  Angeles 


A  RISING  CHORUS 
OF  MUSIC 
DOWNLOADERS? 

It  is  a  helluva  comedown.  Not  too 
long  ago,  the  brash  entrepreneurs 
who  launched  the  peer-to-peer  file 
sharing  services  were  nearly  as  exalt- 
ed as  rock  stars  to  a  new  generation 
of  music  fans.  But  along  came  the  mu- 
sic industry  with  its  gloves-off  cam- 
paign to  fight  piracy.  The  moguls  are 
now  painting  the  P2Ps  as  nests  of  evil- 
doers and  even  accusing  them  of  help- 
ing to  proliferate  child  pornography. 

But  P2P  executives  have  begun  to 
mobilize,  hoping  to  send  out  the  mes- 
sage that,  despite  attempts  to  vilify 
it,  file-sharing  is  a  legitimate  technol- 
ogy. And  the  companies  that  once 
gloried  in  the  anarchy  of  the  cyber- 
frontier  are  now  offering  an  olive 
branch  to  the  music  establishment  by 
suggesting  ways  it  could  make  mon- 
ey on  peer-to-peer. 

The  file-sharing  companies  are 
forming  a  trade  group  to  coimter  the 
powerful  to  Recording  Industry  Asso- 
ciation of  America  (riaa).  In  late  Sep- 
tember, six  companies,  including  Mor- 
pheus, Grokster,  and  Lime  Wire,  will 
introduce  a  Washington  lobbying 
group  called  P2P  United.  Its  first  ini- 
tiative will  be  to  distance  itself  from 
charges  that  the  file-sharing  sites  abet 
pornography.  One  early  move:  agree- 
ing to  install  software  that  will  re- 
strict minors'  access  to  X-rated  sites. 

Second,  P2P  is  working  to  unify  file 
sharers  to  help  convince  Congress 
that  peer-to-peer  technology  is  not  a 
criii.Lial  enterprise.  "We  may  not 
have  :.s  much  money  as  the  enter- 
tainmc-.it  industry,"  says  Michael 
Weiss.  CEO  of  StreamCast  Networks 
Inc.,  which  owns  Morpheus,  "but  we 


P2P  MOBILIZES 

Under  assault  by  the  record 

industry,  peer-to-peer,  or  music 

file-sharing,  companies  are 

banding  together  for  a 
counterattack.  Their  strategy: 

OPPOSE  LEGISLATION 

►  The  file-sharing  industry  is 
fending  off  bills  in  Congress 
criminalizing  the  downloading  of 
copyrighted  works  via  file-sharing. 

GUARD  AGAINST  PORN 

►  P2P  services  say  they'll  install 
software  that  can  help  screen 
X-rated  sites,  hoping  to 

muffle  record  companies' 
argument  that  file-sharing 
spreads  pornography. 

BROKER  A  TRUCE 

►  Enter  into  voluntary  licensing 
agreements  with  the  record  labels 
for  downloading.  One  idea:  Create 
a  royalty  pool  from  surcharges 

on  the  sale  of  blank  CDs, 
CD  burners,  and  MPS  players. 

Data:  BusinessWeek 


have  something  stronger — 62  million 
Americans  who  use  file-sharing  soft- 
ware" to  download  music.  A  college 
speaking  tour  is  being  organized  and 
a  Web  site  created  to  encourage  file 
sharers  to  write  their  lawmakers  in 
support  of  peer-to-peer. 

These  fervent  Net  defenders  be- 
Ueve,  too,  that  history  is  on  their 
side.  As  they  see  it,  technology  isn't 
the  enemy.  Instead,  it  expands  the 
pie  for  everybody  by  opening  a  fresh 
source  of  music  revenues.  Just  look 
at  the  evolution  of 
MORPHEUS'         videocassettes,  says 
WEISS:  Weiss,  who  early  on, 

Rallying  in  1978,  opened  a 

file-sharers        video  store.  Although 
in  the  U.  S.         film  studios  initially 

fought  the  advent  of 

vcRs,  he  points  out,  the  U.  S. 
Supreme  Court  blessed  the  use  of  the 
new  technology  in  a  landmark  1984 
ruling.  Today,  movie  studios  reap  up 
to  50%  of  revenues  from  videotape 
and  DVD  sales.  So,  too,  insist  P2P  pro- 
ponents, could  online  distribution 
boost  sagging  music  sales. 

In  its  biggest  conciliatory  gesture 
so  far,  the  Net  group  that  built  its  fol- 
lowing on  the  notion  of  free  content  is 
proposing  ways  labels  can  make  mon- 
ey on  peer-to  peer.  One  scenario:  file- 
sharing  services  could  volimteer  to 
pay  license  fees  to  record  companies 
for  music  downloading.  P2P  leaders 
may  lobby  for  new  surcharges  on 
blank  CDs,  MP3  players,  and  CD  burn- 
ers to  help  create  a  $3  bilhon  annual 
royalty  pool  for  the  music  industry.  A 
$5  fee  on  monthly  broadband  connec- 
tions is  on  their  wish  list. 

Recording-industry  execs  aren't 
thrilled  about  sharing  the  business 
with  P2P  upstarts.  But  longer  term, 
insists   the  Internet  crowd,  the  labels 
will  have  to  put  aside  their  lawsuits 
and  join  the  march  of  technology — or 
risk  losing  even  more  customers. 

By  Catherine  Yang  in  Washington 
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When  Publishers  Clearing  House  needed  a  line  of  credit  to  expand  their 
business,  they  came  to  CIT.  Why?  They  knew  we'd  knock  ourselves  out 
for  them.  Learn  more  at  CIT.com.  We  see  what  you  see. 
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Companies  can 't  raise 
prices,  so  tiiey're  socl<ing 
consumers  witii  liundreds 
of  ti  id  den  ciiarges-and 

tiiat's  creating 
steaitt)  inflation 
and  fueling  a 
popular 
backlash 


&merica  used  to  be  the  land  of  the  free.  Now,  it's  the 
land  of  the  fee.  Companies,  hard-pressed  for  money, 
are  taking  every  possible  opportunity  to  nickel- 
and-dime  people  to  death.  Need  a  monthly  broker- 
age account  statement  mailed  to  you?  Ameritrade 
may  charge  you  $2  per  statement.  Want  your  hotel 
room  cleaned?  The  Alexander  Hotel  in  Miami 
Beach,  Fla.,  will  bill  you  an  extra  $2.50  daily  for 
usekeeping.  Have  to  return  a  new  camcorder?  Best  Buy  Co. 
11  dock  you  15%  as  a  "restocking  fee."  Want  to  buy  a  season 
ket  for  pro  football?  The  New  York  Jets  will  make  you  pay 
0  for  the  privilege  of  getting  on  their  waiting  list. 
The  U.S.  economy  has  become  sneaky.  Inflation  is  offi- 
lUy  low,  but  Americans  face  an  ever-growing  mountain  of 
tra  charges  that  are  pushing  up  the  true  cost  of  purchases. 
3  area  is  safe,  from  retail  to  finance  to  travel  to  sports.  "You 
ve  companies  charging  fees  for  things  that  were  free  on  an 
iprecedented  scale,"  says  Claes  G.  Fomell,  marketing  pro- 

ssor  at  the  University  of  Michigan     

asiness  School.  i^       ^ 

The  extra  hits — each  one  typically  O  K  L.MILY 

lall  by  itself — add  up  to  big  money     


Cover  Story 


(table,  page  100).  AT&T  could  bring  in  as  much  as  $475  million 
by  charging  its  long-distance  customers  a  new  990  monthly 
"regulatory  assessment  fee."  Fresh  fees  for  services  such  as 
housekeeping  will  generate  $100  million  for  hotels  this  year,  ac- 
cording to  Price WaterhouseCoopers.  Fees  on  consumers  who 
pay  bills  online  bring  banks  an  estimated  $2  billion.  And  cred- 
it-card late- 
payment  fees 
—up  by  11% 
over  the  past 
year,  on  aver- 
age— could  reach  an  astonishing  $11  billion  this  year,  estimates 
investment  bank  R.  K.  Hammer. 

The  fee  frenzy  is  mainly  an  attempt  by  Corporate  America 
to  escape  the  brutal  price  wars  of  the  past  few  years.  Com- 
panies can't  raise  list  prices  without  losing  business,  so  they  are 
burying  higher  charges  in  the  fine  print  instead.  "It's  much  eas- 
ier to  raise  a  price  through  obscure  fees  and  surcharges  than  it 

is  to  raise  a  sales  price,"  says  Stephen 

•r  Brobeck,  executive  director  of  the  Con- 
I HORNTON  sumer  Federation  of  America. 
The  plethora  of  stealth  charges 
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It's  not  just  Big  Business.  Government  plays  tliegame,  too.  Tliisye, 


Cover  Story 


makes  it  much  hai-der  for  consumers  to  use  the  Internet  to  do 
comparison  shopping,  as  they  started  to  do  in  the  late  1990s. 
The  result  is  that  apparently  simple  buying  decisions  are 
turning  into  a  hopeless  and  discouraging  labyrinth.  In  re- 
sponse, fi-ustrated  consumers  are  fueling  a  backlash,  including 
the  creation  of  new  vigilante  organizations  to  pressure  com- 
panies to  roll  back  fees  (page  104). 

The  growing  significance  of  extra  fees  means  that  inflation 

is  understated.  Sur- 
prisingly, many  add-on 
charges  are  not  re- 
flected in  the  Bureau 
of  Labor  Statistics  consumer  price  index.  One  reason  is  that 
many  companies,  especially  in  airhnes  and  telecom,  haven't 
provided  the  BLS  with  a  full  breakdown  of  their  charges.  In 
addition,  fees  for  such  things  as  credit-card  late  payments  and 
airHne-ticket  changes — both  rising — are  not  included  in  the 
government's  figures.  The  implication:  Fears  of  deflation  may 
be  overblown.  Instead,  the  true  rate  of  inflation,  so  important 
for  setting  monetary  policy,  is  probably  higher  than  the  2%  or 
so  that  the  BLS  is  reporting. 

State  and  local  governments  are  also  willing  participants  in 
the  fee  game.  Rather  than  hike  taxes,  pohticians  are  hitting 
up  Americans  with  a  bewildering  array  of  fees,  fines,  and 
penalties.  Cash-strapped  states  will  puU  in  $2.6  billion  in 
new  revenues  this  year  by  raising  more  than  200  different 
fees  on  everything  from  fishing  Kcenses  to  fingerprint  pro- 
cessing to  driving  with  new  tires.  On  Aug.  15,  the  fine  for 
driving  without  possession  of  a  driver's  license  in  New  Jersey 
jumped  to  $173,  up  from  $44.  Some  of  the  charges  are  ridicu- 


/  GOTTA  m 

WHAT? 

People  will  pay  billions  of 
dollars  more  in  fees  this 
year.  Here  are  some 
examples: 


Data.  iNatjonal  Conference  of  State  Legislatures. 
Prjcewat"  houseCoopers.  Saveonphone.com.  companies, 
local  offi":  ils,  AFMS  Transportation  Management  Group, 
UBS  W?.ib  Jig,  Air  Transport  Assn.,  SJ  Consulting  Group, 
Consumer  ":deration  of  America,  Wireless  Consumers  Alliance, 
R.K.  Hamm:,-  BusinessWeek 
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lous:  With  some  exceptions,  blind  Massachusetts  residents 
now  have  to  shell  out  $10  once,  and  $15  every  five  years, 
certification  that  proves  they  are  legally  blind. 

Already,  the  new  wave  of  consumer  outrage  is  having 
rious  consequences  for  politicians.  One  reason  Cahfomia  G 
emoi"  Gray  Davis  lost  so  much  support  was  the  popular  c 
rage  after  he  hiked  car-registration  fees  that  he  had 
several  years  ago.  They  will  triple  this  year,  to  an  average 
$234  annually,  up  from  $76. 

Corporations  are  feeling  the  heat  as  well  A  string  of  suits  '  ^ 
volving  fee  abuses  filed  by  class-action  lawyers,  state  attorn  ^ 
general,  and  private  groups  like  the  aarp  are  under  way.  N  sb 
York  State  Attorney  General  Eliot  Spitzer  made  Sears,  R  '^■ 
buck  &  Co.  and  EchoStar  Communications  Corp.  pay  millions  iw 
dollars  to  settle  claims  of  excessive  surcharges  on  recycling  t  " 
batteries  and  vmdisclosed  satellite-service  termination  fe  i^ 
"We  were  not  aware  New  York  had  a  law  capping  the  fee,  i  ^^. 
once  we  knew  we  changed  it  ahnost  immediately,"  says  Se;  s^ 
spokesman  Bill  Masterson.  Echostar  points  out  that  there  v  t  tli 
no  finding  of  wrongdoing  and  that  it  settled  to  avoid  costly ,  * 
igation.  And  a  Cahfomia  Superior  Court  judge  has  ordei  i' 
MasterCard  and  Visa  to  refund  $800  million  to  customers  mi 
charging  hidden  fees  on  purchases  made  in  foreign  curr«  it 
cies.  Visa  denies  the  charges  and  is  fighting  the  ruling.  M  » 
terCard  plans  to  appeal  the  suggested  restitution  procedtir    « 

There  are  other  signs  that  popiUar  dissatisfaction  with  U  ;« 
may  finally  be  having  an  impact.  Fees  for  using  ATMs  have  be  »'.c 
a  bane  of  consumers  for  years.  On  Sept.  3,  Washington  Mu1  » i 
al,  one  of  the  most  aggressive  retail  banks  in  the  count;  Btf 
stopped  levying  such  charges  on  users  of  its  ATMs  in  the  Nt  milt 


STATE  GOVERNMENl 


$50  Billion 

for  banks  and  credit-card  issuers 

Nobody  beats  the  banks  and  other 
financial  services  companies  when  it 
comes  to  adding  on  the  fees.  Banks 
will  get  $30  billion  this  year  from 
customers  paying  extra  for  bounced 
checks,  using  automated  teller 
machines,  and  other  added  charges. 
Credit-card  issuers  will  rake  in  an 
estimated  $20  billion  in  extra 
charges  such  as  late-payment  fees, 
which  have  been  rising.  And  that 
doesn't  even  include  fees  that  online 
brokers  charge  small-time  investors. 


"^■i:!^ : 


$40  Billion 

from  various  legislative  actfele; 


Politicians  don't  like  to  raise  ta  ee: 
so  they're  hiking  fees  instead. '  te 
close  budget  gaps,  states  Jeviec^; 
$2.6  billion  in  new  charges  thifne 
year,  on  top  of  $37  billion  the) 
already  collecting.  The  new  fee 
include  higher  penalties  for  dri' 
without  carrying  a  license,  courjs 
filing  fees,  late  bar-closing  fees 
such  absurdities  as  in  Alaska,  vli 
anyone  who  wants  to  drive  on  n  I 
tires  now  has  to  pay  the  govern  p 
$2.50  per  tire. 


\ 


at 


se- 


es 


brought  in  new  revenues  by  jacking  up  200  different  fees 


area,  even  ones  with  ac- 
its  at  other  banks.  Mean- 
le,  Congress  is  weighing 
jher  disclosure  require- 
Ijlits  for  mutual-fund  fees 
1  for  mortgage  closing  costs, 
ich  can  be  hundreds  of  dol- 
"There  are  incredible 
ses  out  there,"  says  Hous- 

&  Urban  Development 
(ot.  Secretary  Mel  Martinez. 
I'ees  have  long  been  a  fact 
lie  in  some  industries,  such 
financial  services  and  trav- 
iCar  renters,  for  example, 

used  to  having  their  bills 
tited  by  extra  charges,  such 
^as-tank  refill  penalties. 
3ut  the  urge  to  raise  fees 
\  gotten  out  of  hand.  One 
ihe  worst  offenders  is  the 
icom  industry,  which  adver- 
|S  cheap  wireless  and  long- 
iance  calling  plans  and  then 
is  on  extra  charges  that  add  20%  to  consumers'  cell-phone 
5,  on  average.  Many  wireless-service  providers  are  charging 
ra  to  help  pay  for  new  technology  to  enable  customers  to 
tch  companies  without  giving  up  their  phone  numbers. 
Unt  PCS,  for  example,  is  chai'ging  18  million  customers  $1.10 
lonth,  which  would  amount  to  $238  million  annually.  Sprint 


refuses  to  confirm  or  deny  the 
total.  AT&T's  regulatory  assess- 
ment fee,  charged  to  its  long- 
distance customers,  covers 
such  items  as  property  taxes 
and  expenses  associated  with 
regulatory  proceedings. 

Phone  companies  justify 
their  extra  fees  as  the  only 
way  to  cover  expenses  without 
losing  customers.  "Sprint's  re- 
covery of  these  costs  via  the 
surcharges  will  end  when 
these  costs  are  recovered  as 
permitted  by  law,"  says 
spokesman  Dan  Wilinsky. 
Adds  AT&T  spokesman  Bob 
Nersesian:  "If  you're  advertis- 
ing a  higher  rate  based  on 
your  expenses,  and  your 
competitors  are  advertising  a 
lower  rate  but  adding  various 
fees  at  the  bottom  of  the  line, 
what  are  you  supposed  to  do?" 
Other  companies  use  charges  to  weed  out  unprofitable  cus- 
tomers or  to  change  their  behavior.  Some  airlines  have  recently 
started  charging  passengers  $50  for  paper  tickets  and  $25  for 
every  bag  over  50  pounds.  Ameritrade's  $2  fee  for  monthly 
statements  encourages  people  to  wait  for  free  quarterly  state- 
ments or  to  get  updates  on  their  accounts  online.  And  most  on- 


TELECOM 


OTHER  INDUSTRIES 


$33  Billion 

iless,  long-distance,  and  cable 

ees.  Change-of-service  fees, 
-termination  fees.  Directory- 
ice  fees.  Regulatory 
lent  fees.  Number-portability 
able  hookup  and  equipment 
ilecom  and  cable  companies 
;en  adding  on  numerous  extra 
>  to  boost  revenues  and  cover 
is.  All  told,  fees  add  20%  to 
t  of  wireless  service,  15%  to 
t  of  long  distance,  and  at 
*/o  to  cable  and  satellite 


$17  billion 

for  hotels  and  airlines 


That  advertised  $200  flight  could 
cost  a  lot  more,  once  you  pay 
airport-security  fees,  landing  fees, 
and  fuel  surcharges.  Changing  your 
reservation  could  cost  $100.  Some 
airlines  now  charge  even  for  food  on 
certain  flights.  Such  fees  bring  the 
industry  $16  billion.  Once  you  reach 
your  destination,  don't  be  surprised 
if  your  hotel  tacks  on  extra  for  using 
the  exercise  room,  accepting 
packages,  or  cleaning  your  room. 
Total  hotel  fee  revenues:  $1  billion. 


Varies 


More  and  more  industries  are  getting 
in  on  the  fee  racket.  Some  examples: 
Retailers  such  as  Target  and  Best  Buy 
force  shoppers  to  shell  out  15%  of  a 
product's  price  for  the  privilege  of 
returning  expensive  electronic  items. 
Package-delivery  companies  charge 
extra  for  delivery  to  remote  areas,  for 
customers  mislabeling  or  using  the 
wrong  packaging,  and  even  for  the 
gas  used  by  the  companies'  trains, 
trucks,  and  airplanes.  Approximate 
cost  to  customers:  $4  billion. 
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■  Consumers  are  voting  with  tiieir  feet:  Add-on  cliarges  tiiat 
have  no  justification  are  increasingly  driving  them  away 
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line  brokerages  impose  an  extra  fee  on  small-time  investors 
who  do  not  make  a  minimum  number  of  trades.  E*Trade 
Group  Inc.  and  TD  Waterhouse  introduced  in  2001  "mainte- 
nance" fees  on  brokerage  accounts.  "Our  customers  have  access 
to  streaming  quotes,  a  rich  set  of  research  tools,"  says  Connie 
Dotson,  E*Trade's  chief  communications  officer.  "If  the  ac- 
count itself  doesn't  generate  the  revenues  to  offset  the  cost, 
then  for  that  value  we  charge  a  maintenance  fee." 

Package-delivery 
companies  such  as 
United  Parcel  Service 
Inc.  and  FedEx  Corp. 
have  offset  increased  expenses  by  adding  on  fee  after  fee  over 
the  past  few  years.  Starting  in  1999,  package-delivery  compa- 
nies charged  $1  per  package  for  deliveries  to  remote  areas. 
Now,  they  tack  on  "fuel  surcharges"  for  the  gas  in  the  planes, 
trains,  and  trucks  used  to  deliver  packages.  These  fees  are  bro- 
ken out  on  bills  for  regular  customers,  though  not  always  for  in- 
jfrequent  ones.  Indeed,  Airborne  Inc.  has  listed  a  250  charge  for 
handwritten  airbiUs  on  its  Web  site  even  though  the  company 
says  it  doesn't  charge  it.  "It  covers  us  in  case  we  do  decide  to 
charge  the  fee  in  the  future,"  says  spokesman  Robert  Mintz. 

In  the  retail  sector,  fees  take  a  different  form.  Target  Corp. 
and  Best  Buy  Co.  make  customers  pay  a  "restocking  fee"  of 
15%  for  the  privilege  of 
returning  electronics 
items  such  as  cam- 
corders, laptops,  and 
radar  detectors.  Al- 
though neither  Target 
nor  Best  Buy  wiU  dis- 
close how  much  they 
earn  fix>m  such  fees,  it's 
not  small  change  for 
consumers.  Best  Buy 
justifies  the  penalty  as 
a  way  to  discourage 
people  who  would  take 
the  camcorder,  say,  and 
return  it  after  using  it 
once.  Ikrget  did  not  re- 
turn repeated  calls. 

So  many  people 
have  asked  about  these 
restocking  fees  that 
Massachusetts'  con- 
sumer-affairs depart- 
ment posted  an  alert 
about  the  practices  on 
the  Web  in  August.  It 
warned  that  some  re- 
tailers made  people  pay 
such  fees  even  when 
they  bought  a  defective 
product.  "That's  illegal," 
says  Tatum  Zucker- 
man,  at  the  state's  con- 
sumer hotline. 

Not  to  be  outdone, 
the  original  leader  in 
fees,  financial  services,  ^      .  x 

is  finding  new  ways  to        ways.to  charge  fees 


dependence  of  banks  on  fee  income  has  spawned  a  new  bij 
of  consulting,  such  as  at  Houston-based  Strunk  &  Associat 
which  helps  banks  find  new  sources  of  revenue.  One  exa 
offering  protection  against  bouncing  checks,  for  a  fee.  Str 
justifies  such  fees  as  a  way  to  improve  customer  service. 

No  one  can  beat  the  credit-card  industry  for  its  fee  in^ 
tiveness.  Deadlines  for  paying  bills  have  been  shortened  td 
little  as  two  weeks,  and  they're  strictly  enforced,  produ(j 
more  late  fees.  Not  coincidentally,  the  number  of  credit- 
suers  with  $35  late  fees  doubled  last  year,  says  Consumer  ] 
tion.  People  can  avoid  late  fees  by  paying  their  bills 
the  phone  or  online.  But  some  banks  and  credit-card  comp 
charge  for  that,  too.  Washington  Mutual  charges  virtualljl 
of  its  customers  a  total  of  $60  a  year  to  pay  their  bUls  ordl 
And  it  costs  $15  to  pay  bills  at  the  last  minute  over 
phone  at  MBNA  Corp.  and  Providian  Financial  Corp.  Mil 
and  Providian  say  it  takes  staff  time  to  process  these 
ments  by  phone  and  that  customers  can  pay  online  for  frJ 

It  does  make  sense  to  charge  a  premium  for  added  ser 
that  cost  more  to  provide,  rather  than  force  all  customer 
pay  the  same  amoimt,  whether  or  not  they  use  the  ej 
services.  Splitting  out  such  fees  helps  keep  basic  costs  low. 
example:  charging  extra  for  airline  food.  United  Airlines 
has  been  trying  out  making  passengers  on  certain  flights 

$10  for  chicken  sal 
wiches  supplied  by 
Friday's     and     mt 
from  En's  Cheesec 
Northwest  Airlines 
us  Airways  Group  I| 
have  also  started 
charge  for  food, 
proven  to  be  extrem| 
popular,"  says  US 
ways  spokesman  Dai 
Castelveter.     "Cusj 
mers  have  a  choice.'! 
But  many  fees  ha 
no  such  justificatici 
and  ultimately,  the  nl 
gling  could  cost  coj 
panies  their  customc 
Consider  Natalie 
strong  in  Gorham, 
She  and  her  husba 
have    been    back 
Sears  only  once  si 
her   husband    Lest| 
was  ambushed  in  Ja 
uary  by  $29  in  latl 
payment    fees    alo)^ 
with   a   $1    "servici 
the  Internet  because  many  charges  aren't  reflected  charge  from  a  Se 

CONFUSION  Frustrates  consumers  by  creating  an  opaque 
labyrinth  of  seemingly  arbitrary  charges 


FEE  FREMH:  THE  HIDDEM  ECOHOMIC  COSTS 

PRICE  TRANSPARENCY  Makes  It  difficult  to  compare  prices  on 


POLICY  Creates  stealth  inflation,  which  potentially  distorts 
economic  policymaking 

WASTE  Diverts  corporate  resources  into 
coming  up  with  new,  more  complicated 


raise  revenue  from  cus- 
tomers. The  growing 
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credit  card  for  a  $| 
part  for  his  saw.  Aftl 
he  convinced  one  del 
that  his  payment  w 
actually  on  time,  tl 
company  hit  him  wi  <^<- 
$30  more  in  fees, 
the   end,   he   handc 
over  $60  in  cash  to 
salesperson.  After  bl 
ing  contacted  by  Buil 
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nessWeek,  Sears  pledged  to  refund  the  late-fee  charges. 

Some  banks  are  backing  down  after  a  barrage  of  criticism. 

Bank  of  America  stopped  charging  customers  to  pay  bills  online 

last  May  when  it  discovered  it  could  get  more  of  their  business 

if  it  offered  the  serv- 
ice for  free.  Last  De- 
cember, Bank  One 
Corp.  ditched  a  $3 
charge  for  no-frills  checking-accoxmt  customers  to  use  a  branch 
teUer  when  it  discovered  that  irate  customers  were  bolting  to 
rivals.  "Imagine  if  you  are  a  retail  store  and  your  goal  is  to  sell 
sweaters,  and  you're  charging  admission,"  says  Charles  W. 
Scharf,  president  and  CEO  of  retail  banking,  who  changed  the 


Cover  Story 


policy  after  he  got  his  job  in  May,  2002.  "It's  counterproducti^ 

Still,  many  businesses  are  holding  firm.  The  New  York 
responded  to  fans  outraged  over  the  waiting-list  fee  by 
nouncing  that  people  lucky  enough  to  get  season  tickets  cc 
deduct  the  $50  they  paid  for  waiting  for  them.  The  goal  of  | 
fee,  says  the  Jets,  is  to  prune  the  list  to  fens  who  are  gent 
interested  in  buying  tickets.  "Some  people  aren't  even  aUve 
are  on  the  Ust,"  says  spokesman  Ron  Colangelo. 

Nbbody  figures  fees  will  be  eliminated  entirely.  But  as 
country  recovers  from  an  era  of  corporate  scandal,  it's  not 
much  to  ask  that  companies  keep  prices  easy  to  understa 
That  way  people  will  know  they're  getting  what  they  pay 

With  Michael  Amdt  in  Chid 


HOW  TO  STAND  UP  TO  THE  NIGKEL-AND-DIMERS 


FED  UP 
WITH  FEES? 

Five  steps  to 
figtit  back: 

Data:  BusinessWeek 


In  a  world  of  fees  gone  wild,  what's 
a  consiimer  to  do?  In  some  indus- 
tries, such  as  banking,  complaining 
customers  can  sometimes  get  fees 
rolled  back.  In  others,  such  as  tele- 
com, it  may  be  best  to  seek  out  com- 
petitors without  fees.  When  a  charge 
seems  especially  vmderhanded,  an  in- 
dividual may  want  to  join  a  con- 
sumer-action group. 

In  retail  banking, 
consumers  can  get 
around  certain  fees  if 
they're  willing  to 
give  up  some  servic- 
es. The  first  step  is 
to  get  educated:  Ask 
about  the  pricing  and 
fee  structure  before 
signing  up  for  a  serv- 
ice. It  may  be  possi- 
ble, for  example,  to 
avoid  checking-ac- 
count fees,  which  can 
be  as  high  as  $20  a 
month,  by  signing  up 
for  direct  deposit  or 
forgoing  the  return 
of  canceled  checks. 

But  don't  stop 
there.  Given  industry  competition, 
banks  are  often  willing  to  reduce 
other  fees  when  faced  with  a  deter- 
mined customer.  Call  to  question  un- 
reasonable or  inflated  charges.  "In  a 
marketplace  where  prices  are  in- 
creasingly negotiable,  complaining 
consumers  have  a  fair  chance  of  per- 
suading sellers  to  reduce  or  eliminate 
individual  fees,"  says  Stephen 
Brobeck,  executive  director  of  the 
Consumer  Federation  of  America. 

Credit-card  companies  often  will 
waive  late  fees  for  longtime  card- 
holders in  good  standing  when  re- 
quested. You  also  have  some  clout 
when  it  comes  to  annual  credit-card 
fees:  Call  the  company  and  ask  about 
the  c  )sts  of  other  cards  it  offers.  You 


may  get  a  better  deal  by  switching. 

An  effective  option,  of  course,  is  to 
change  companies  when  dissatisfied 
with  fees.  "The  most  successful  con- 
smners  are  the  ones  willing  to  walk 
away,"  says  Matthew  Smith,  founder 
of  complaints.com,  an  online  database 
of  consumer  gripes.  Major  long-dis- 
tance phone  carriers  AT&T,  Sprint, 


ICall  the 
company's 
customer-service 
number  and  speak 
with  a  supervisor. 
Ask  for  a 
description  of  the 
company  policy. 


2 Complain  to 
the  supervisor 
if  you're  still 
dissatisfied.  Keep 
good  notes  on 
whom  you  speak 
with  and  when.  Be 
persistent. 


3  Switch 
companies  if 
your  complaint 
Isn't  met  with  a 
rollback  of  fees. 


4  If  a  fee  seems 
particularly 
unfair,  send  a 
complaint  to  the 
attorney  general, 
who  may  sue  if 
there  are  enough 
complaints. 


and  MCI  introduced  new 
fees  this  summer  and  may 
be  faced  with  a  customer 
exodus  once  people  discover 
that  low-priced  long-dis- 
tance carriers  such  as  TCI 
and  ZoneLD  are  just  as  good — and 
they  "don't  have  the  same  fees,"  says 
Bill  Hardekopf,  GEO  of  SaveOn- 
Phone.com,  a  consumer  Web  site. 
SaveOnPhone.com  is  one  of  the 
many  vigUantes  that  have  popped  up 
all  over  the  Web  to  poUce  extra 
charges.  This  site  helps  consumers 
shop  for  cheap  long-distance  service 
by  comparing  carrier  plans,  providing 
a  rate  calculator,  and  offering  con- 
simier  tips.  Phone-bill-alert.com  asks 
consumers  to  watch  their  phone  bill 


and  report  any  fee  increases  to  the 
site.  If  the  phone  companies  have  vio- 
lated any  regulations,  the  site  will 
alert  the  appropriate  agencies.  Con- 
sumers can  also  earn  up  to  $20  if  the; 
are  the  first  to  report  a  rate  or  fee  in- 
crease not  already  listed  on  the  site. 
Two  more  general  Web  sites,  rip- 
offreport.com  and  complaints.com, 
give  consumers  a 
place  to  report  and 
vent  their  frustrations 
with  companies  that 
charge  excessive  fees. 

Finally,  outraged 
individuals  can  look 
for  help  from  con- 
simier  groups  such  as 
Consumers  Union  or 
the  U.  S.  Public  In- 
terest Research 
Group.  These  knowl- 
edgeable, poUtically 
savvy  organizations 
know  how  to  effect 
change.  Consumers 
Union,  for  example, 
took  on  Barnes  &  No- 
ble Inc.  and  Block- 
buster Inc.  for  the 
monthly  service  fees 
they  charged  on  imused 
balances  on  electronic 
gift  cards  and  certifi- 
cates. "It's  your  money; 
you  [or  someone]  paid 
in  advance,  so  you  shouldn't  have  to 
pay  a  fee,"  argues  Gail  K.  Hille- 
brand,  an  attorney  at  Consumers 
Union  in  San  Francisco.  The  group 
helped  get  a  law  passed  in  Cahfomia 
in  July  that  bans  nearly  all  fees  on 
gift  cards  and  certificates. 

Such  action  may  well  become  more 
common  as  frustration  with  fees 
grows.  If  it  does,  corporations  might 
back  off  from  nickel-and-diming  those 
they  are  supposed  to  serve. 

By  Toddi  Gutner  in  New  York 


5 Join  forces 
with  organized 
groups  such  as 
Consumers  Union 
or  U.S.  PIRG. 
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Finance 


FINANCIAL  SERVICES 


STATES  VS.  THE  FEDS: 
A  FRAGILE  TRUCE 

In  policing  money  pros,  a  tug-of-war  over  who's  in  charge 


New  York  Attorney  General  Eliot 
Spitzer  isn't  the  only  state  offi- 
cial at  odds  with  Washington 
these  days.  Spitzer  recently  up- 
staged the  Secvirities  &  Exchange  Com- 
mission with  a  headline-grabbing  $40 
million  settlement  with  a  hedge  fund 
for  improper  trading  of  mutual-fund 
shares.  But  turf  fights  are  raging  all 
along  the  financial-policy  front.  The 
states  insist  they  have  the  right  to  im- 
pose their  own,  stiffer  rules  on  national 
financial  institutions  to  protect  con- 
sumers' privacy,  curb  predatory  lend- 
ing, and  police  brokerage  firms.  The 


feds'  response?  Back  off — that's  our  job. 

Chalk  up  the  tug-of-war  in  part  to  a 
backlash  against  what's  popularly  seen 
as  the  feds'  frequent  ineptness  as  en- 
forcers. With  rising  complaints  about 
privacy  abuses,  deceptive  lending  prac- 
tices, and  other  rip-ofifs,  states  are  mov- 
ing into  the  vacuum  created  by  Wash- 
ington's inattention  "to  the  ways  that 
the  changing  financial-services  market 
is  harming  consumers,"  says  Travis 
Plunkett,  legislative  director  for  the 
Consumer  Federation  of  America. 

Spitzer's  attacks  on  Wall  Street  are 
inspiring  other  state  enforcers  to  take 


WHERE 
THEACTIOHIS 


"e  over  regulating 
|i  services  is  playing 
"i^yeral  fronts 


PRIVACY 


►  A  tough  new  California  law  lets 
consumers  block  the  sale  of  personal 
financial  information  by  banks, 
credit-card  companies,  and  others. 
The  measure  clashes  with  federal  rules. 


\t0 


on  big  corporate  icons  on  behalf  of  c 
sumers.  And  the  public  perception  t 
the  states  are  cracking  down  on  shf 
practices  more  aggressively  than 
feds  is  turning  up  the  heat  on  Washi 
ton.  Banks  and  brokerage  firms  that 
erate  nationally  are  up  in  arms  ab' 
the  prospect  of  a  patchwork  of  ru 
But  the  uniform  standards  they  si 
port  are  generally  less  rigorous  t}' 
what  state  officials  and  consumer 
vocates  say  is  needed  to  deter  abus( 
The  outcome  of  these  battles  wo  ( 
be  clearer  if  Congress  could  make  |^ 
its  mind  where  it  stands.  While  C(i 
servatives  on  Capitol  Hill  traditional 
favor  states'  rights,  Congress  has  be- 
sympathetic  to  pleas  fi'om  financial-se ! 
ices  firms — among  the  biggest  campa." 
contributors — for  one  set  of  natior 
rules.  So  the  feds  are  squashing  stat' 
efforts  to  force  national  banks  to  foil' 
local  predatory  ler' 


TURF  WAR 

Donaldson  (left) 
insists  the  SEC 
is  the  markets' 
rule-setter.  New 
York  AG  Spitzer 
seeks  tougher 
enforcement 


ing  laws.  But  tt 
states  have  a  re  ^ 
shot  at  enforci:  i-f^" 
their  own  rules  f' 
issues  where  Wasl*^^ 
ington  has  left  t*' 
door  open  to  loc  ^ '' 
solutions.  -^2 

Privacy  is  whe  "Iti* 
states  may  have  t  »- 
most  nmning  rooi  ^ 
A  new  California  law  lets  consume  ^ 
block  banks,  credit-card  companies,  ai  b. 
other  institutions  from  sharing  theP^^' 
personal  financial  information.  The  la  e  ^■ 
clashes  with  provisions  of  the  Fa  «i« 
Credit   Reporting  Act  that  overrit  s, 
state  curbs  on  sharing  customer  da  J«" 
by  companies  under  the  same  corpora  s« 
umbrella.  The  provisions  expire  on  Ja  m  - 
1,  but  the  House  on  Sept.  10  voted  39  r, :. 
30  to  make  them  permanent.  A  riv 
Senate  bill  would  let  consumers  bloc 
sohcitations  from  affihated  companie  - 
but   still   allow  them  to   share   dat.- 
"That's  only  half  a  loaf,"  complains  D<  - 
mocratic  California  State  Senator  Jack  e : 
Speier,  sponsor  of  her  state's  law.  H 

If  the  federal  act's  provisions  are  n  ^■' 
newed,  the  courts  could  overturn  part  (  M: 
the  California  law.  But  that  law  wi'n 
still  impose  curbs  on  data-sharing  wit  Bj 
outside  firms  that  are  stricter  than  th  " 


WALL  STREET 


►  State  and  federal  securities 
cops  are  tripping  over  each 


other's  investigations  and  vying 
to  set  rules. 
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al  code.  Alarmed,  financial  firms 
eating  the  drum  for  a  national  pri- 
standard.  But  to  get  one,  they'll 
ibly  have  to  give  consumers  more 
•ctions  than  federal  law  does  now. 
1  the  investment-fraud  beat,  state 
•ities  regulators  are  looking  to  pa- 
nore  territory.  They  have  been  able 
all  a  congressional  proposal  to  bar 
from  imposing  their  owm  rules  on 
erage  firms  that  violate  securities 
State  securities  cops  also  have 
ed  to  a  truce  with  the  sec  over 
[ing  Wall  Street.  In  a  show  of  coop- 
on  on  Sept.  16,  Spitzer  and  sec 
rcement  Div.  Director  Stephen  M. 
r  jointly  announced  charges  against 
fink  of  America  broker  in  connec- 
with  the  mutual-funds  case.  Still, 
teamwork  could  easily  break  down, 
a  SEC  Chairman  A\^liam  H.  Donald- 
insistence  on  his  agency's  role  as 
Imarkets'  rule-setter — and  the  AGs' 
fhant  for  publicity, 
jne  states  aren't  making  much  head- 
though,  in  imposing  their  own  laws 
Rational  banks.  With  some  lenders 
feting   low-income   borrowers   for 
k-rate  mortgages,  states  such  as 
rgia  and  North  Carolina  are  adopt- 
iaws  against  predatory  lending.  But 
uly,  the  federal  Office  of  the  Comp- 
er  of  the  Currency  said  Georgia's 
—barring    fat    fees,    prepayment 
alties,    and    other    abusive    loan 
as — doesn't  apply  to  national  banks, 
ch  the   occ   oversees.   The   state 
ced  off  on  applying  the  law  to  these 
ks.  "No  matter  how  beneficial  the 
pose,  constitutionally,  states  don't 
2  the  power  to  regulate  the  activities 
ederally  created  financial  institu- 
s,"  says  Comptroller  of  the  Curren- 
John  D.  Hawke  Jr.  States  know 
ie  laws  can  be  preempted  but  pass 
n  anyway  because  it's  politically  pop- 
',  he  says.  Besides,  Hawke  insists, 
real  culprits  are  not  national  banks 
mortgage  brokers  and  finance  com- 
ies,  which  the  law  still  covers, 
krf  battles  over  financial  policy  are 
ling  new.  The  states  and  the  feds 
e  sparred  since  the  days  of  Alexan- 
Hamilton.  At  a  time  of  nonstop  rev- 
ions  of  shady  practices  by  financial 
its,  the  current  fight  could  last  a 
more  rounds  yet. 

iy  Amy  Borrus,   with  Mike  Mc- 
nee,  in  Washington 


[TORY  LENDING 


l\a,  North  Carolina,  and  other 
s  have  passed  laws  that  bar 
terms  such  as  high  fees  on 
)ans.  The  feds  say  national 
ire  exempt  from  these  laws. 
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VENTURE  CAPITAL 


ALL  GASHED  UP 
WITH  NO  PLACE  TO  GO 

VCs  have  $84  billion  to  invest  and  an  aversion  to  risky  startups 


The  venture-capital  industry  is  fac- 
ing an  embarrassment  of  riches. 
Venture  firms  have  a  staggering  $84 
billion  in  their  coffers  to  invest,  a  near- 
record  amount.  And  institutional  in- 
vestors are  eager  to  give  them  more 
dough,  anticipating  that  the  tech  indus- 
try will  regain  its  financial  luster.  The 
signs  are  promising:  Technology'  stocks 
are  on  the  rise,  and  a  handful  of  tech 
companies,  including  FormFactor  Inc. 
and  Netgear  Inc.,  have  gone  public  re- 
cently. "Even  today,  after  all  the  prob- 
lems the  business  is  ha\ang,  there  are 
tons  of  institutional  investors  clamoring 
to  get  into  the  venture  business,"  says 
Joshua  Lemer,  a  professor  at  Harvard 
Business  School.  "This  is  what  we  call 
the  potential  overhang." 


But  the  flood  of  money  could  turn 
out  to  be  more  bane  than  boom.  For 
starters,  the  seemingly  endless  supply  of 
resources  could  lead  venture  capital 
firms  to  throw  good  money  after  bad, 
keeping  alive  faltering  companies  in- 
stead of  shutting  them  down,  vcs  also 
are  chasing  bigger  and  bigger  deals, 
putting  increasing  amounts  into  later- 
stage  projects  and  even  leveraged  buy- 
outs. These  investments  may  use  up  big 
chunks  of  capital,  but  they  hardly  fit 
the  high-risk  profile  for  which  venture 
firms  are  traditionally  known. 

Indeed,  venture  capital  firms  seem 
more  risk-averse  than  ever  when  it 
comes  to  backing  new  tech  companies. 
Just  21%  of  all  venture  deals  done  in 
the  18  months  through  June  were  in 
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A  HANGOVER 
THAT  WON'T 
GO  AWAY 

Though  the  money's 
pouring  in,  venture 
capitalists  have 
plenty  of  headaches 


POOR  RETURNS 

VC  funds  have  lost 
money  for  three 
years.  That  could 
continue  as  VCs 
struggle  to  breathe 
life  into  mediocre 
investments  made 
during  the  bubble. 


DEAL  INFLATION 

The  VC  industry  has 
a  pile  of  money  left 
over  from  the  tech 
boom.  That  might 
be  trouble  if  too 
much  money  winds 
up  chasing  too  few 
good  startups. 


INNOVATION  SLIDE 

Burned  in  the  '90s 
and  desperate  for 
higher  returns,  VCs 
are  shying  away 
from  risky  early- 
stage  investments 
in  favor  of  larger, 
Jater-stage  deals. 


SHAKEOUT 

Many  of  the  vent 
firms  that  entered 
the  fray  during  \.\ 
tech  heyday  migll 
close  up  shop  as| 
the  10-year  cycU 
their  funds  winds 
down. 


early-stage  investments,  according  to 
Thomson  Venture  Economics.  That's  the 
lowest  percentage  since  1977,  and  it's 
way  below  the  average  34%  of  the  past 
three  decades.  When  the  vcs  do  make 
investments,  they  tend  to  be  concen- 
trated in  a  handful  of  favored  indus- 
tries, driving  up  the  valuation  of  deals. 
All  this  could  hurt  the  long-term  per- 
formance of  the  industry.  "The  venture- 
capital  industry  is  still  going  through 
dramatic  restructuring,"  says  Jesse 
Reyes,  a  vice-president  at  Thomson 
Venture  Economics.  "If  it  takes  until 
2007  before  all  the  pain  is  washed  out,  I 
wouldn't  be  surprised." 

Certainly,  the  returns  that  vcs  are 
reporting  to  their  investors  these 
days  are  plenty  painful.  One-year 
returns  sank  to  -29%  as  of  Mar. 
31,  while  three-year  annuahzed 
returns  were  -11%,  says  Thom- 
son Venture  Economics.  This 
for  an  industry  that  aver- 
aged   annual    returns    of 
16.6%  over  the  past  20 
years. 

Still,  too  much  caution 
could  be  costly.  If  the 
vcs  focus  their  time  and 
money    on    later-stage 
deals,    they    may    not 
have  the  resources  for 
big,  new  ideas.  Experts 
say  some  of  the  most  in- 
novative, swdng-for-the- 
fences    business    plans 
could  suffer  significant  de- 
lays or,  worse,  never  get 
off  the  ground.  "In  certain 
periods  things  have  gotten 
so  bad  that  even  really  good 
things  are  not  financed,"  says 
Harvard's  Lemer,  referring  to 
the  mid-1970s,  w^hen  the  num- 
ber of  venture-backed  startups 
plunged.  "If  things  get  worse, 
we  have  grounds  to  be  really 
worried." 

Case  in  point:  ThinkingvoiCE 
Networks.  The  Mountain  View 
(Calif.)  telephony  startup  has 
technology  designed  to  im- 
prove customer  service  by 


more  easily  Unking  up  buyers  and  sell- 
ers over  the  Internet.  The  company's 
founder,  Don  Christopher  CuUinane,  is  a 
successful,  experienced  entrepreneur. 
He  sold  his  last  company  in  1999  for 
$130  million.  Despite  his  track  record 
and  a  promising  idea,  Cullinane  can't 
get  VC  backing  for  his  brainchild  yet. 
So  he  has  bootstrapped  the  project  him- 
self, aiming  to  prove  his  concept  before 
going  back  to  the  vcs.  Sellers  on  eBay 
are  using  his  product,  but  he  has  scaled 
back  his  plans  for  ThinkingvoiCE,  fo- 
cusing on  niche  markets  instead  of 
broader  applications.  "We've  taken  what 
was  originally  a  very  big  concept  and 
throttled  it  back,"  says  Cullinane. 

The  more  frugal  nature  of  vcs  isn't 
necessarily  a  bad  thing.  And  just 
because    vcs    are   more    skittish 
about  riskier  investments  doesn't 
mean  some  early-stage  deals  aren't 
getting  the  green  light.  Some  $1.6 
billion  has  gone  into  such 
deals  so  far  this  year,  put- 
ting the  industry  on  its 
1995  pace. 

Much  of  that  money  is 
chasing  the  few  choicest 
deals.  New  vc  invest- 
ments have  been  con- 
centrated in  just  a  few 
sectors,  such  as  wire- 
less networks,  security 
software,    and    storage, 
that   look    like    potential 
winners.  One  of  the  lucky 
few:  RFco,  a  Los  Gatos  (Calif.) 
startup  that  raised  $17  million 
earher  this  year  in  httle  more 
than  30  days.  RFco  is  devel- 

"I'm  nervous 
that  [pressure  to 
do  deals]  will 
result  in  mindless 
competition" 

SILVER  LAKE'S  McNAMEE 


oping  chips  for  the  wireless  market 
among  other  things,  would  allow | 
phones  to  tap  into  any  available  wirl 
frequency  and  considerably  improve] 
formance.  It  could  have  raised 
more  money  because  many  vcs  com| 
its  technology  highly  promising, 
the  first  new  thing  in  radio  in  85  yei 
boasts  RFco's  CEO,  Richard  Forte 
could  have  raised  four  times  the  moi 

With  so  much  money  focused 
few  areas  of  technology,  some  ques 
whether  a  new  bubble  is  forming, 
nervous  that  this  will  result  in  m 
less    competition,"    warns    Roger 
McNamee,  a  veteran  tech  investor 
with  Silver  Lake  Partners,  a  high-t 
buyout  fund  in  Sihcon  Valley.  "The  i 
match  of  capital  and  opportimity 
real  threat." 

There  is  evidence  that  startup  va 
tions  are  starting  to  rise.  IronPort 
tems  Inc.,  an  upstart  in  San  Bru 
Calif.,  that  provides  filtering  and  se 
rity  technology  for  e-mail  systems,  s 
its  valuation  nearly  double  within 
year,  from  $16.5  million  in  June,  2002 
$31.5  million  in  July.  Whether  or 
such  an  increase  is  merited  won't 
known  until  the  company  either  g( 
public  or  is  acquired.  But  critics 
that  it's  an  example  of  how  the  pressi 
vcs  are  under  to  invest  is  driving 
prices.  "When  vcs  find  a  good  d« 
they're  willing  to  pay  up  for  it,"  says  I 
Bondurant  French,  CEO  of  Adams  Strtf 
Partners  in  Chicago,  a  large  instituticj 
al  investor.  "We  see  companies  whe 
we  think  the  right  price  is  $42  milli(| 
and  it  gets  done  at  $55  million." 

For  companies  such  as  rfco  and  Ircj 
Port,  that's  good  news.  But  for  the  veil 
ture  industry  at  large,  it  may  be  al 
other  symptom  of  the  lingeriil 
hangover.  That's  quite  a  price  to  p;| 
for  what  was  the  greatest  boom  in  ve 
ture  history.  "The  venture  industry  mj 
be  out  of  the  hospital,  but  it's  still  in 
hab,"  says  Jonathan  D.  Feiber,  a  partn 
at  Silicon  Valley's  Mohr  Davidow  Ve: 
tures.  And  it  looks  like  it  may  be  thei 
for  some  time  to  come. 

By  Linda  Himelstei 
in  San  Mateo,  Cab 
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samless  Integration,  A  Key  To  CRM  Success 


r 

"OfallthemidmarketCRM 
packages  we  tested, 

UpShotisthe 

only  one  that 

provides  seamless 

integration 

with  desktop  applications, 

its  own  modules  and 

back-office  applications." 

eWEEK,  May  12,  2003 

"Salesforce.com's  integration 

with  desktop  applications  . . . 

is  coming  along,  but  it  is 

coming  along  slowly.  And 

Salesforce.conrfs 
back-office 
integration 

strategy  is  more  of 

an  afterthought, 

although  the  company's 

recent  focus  on  integration  has 

led  to  remarkable  progress." 

eWEEK,  May  12,  2003 

OR  CRM  TO  SUCCEED,  IT*S  GOT  TO  WORK 
If ITH  WHAT  YOU'VE  GOT. 


r  your  sales  team  to  close  the  sale,  they  need  to  be  closely  connected  to  critical  information, 
ur  CRM  solution  can't  exist  as  an  island,  or  your  sales  team  becomes  one  as  well.  They  need 
ormation  that  resides  everywhere  from  desktop  applications  to  back-office  systems.  Integrating 
s  data,  completely  and  seamlessly,  is  crucial  for  any  CRM  strategy  to  be  truly  effective.  As 
/EEK  points  out,  UpShot  delivers  on  this.  Once  your  sales  team  discovers  that  UpShot  works 
th  just  about  anything,  they  won't  want  to  work  with  anything  less. 

CALL  1.888.224.3720  OR  VISIT  US  AT  WWW.UPSH0T.COM/BW  TO  RECEIVE  A 
COPY  OF  THE  YANKEE  GROUP  WHITE  PAPER,  "WEB-BASED  CRM:  FASTER  RESULTS,  INCREASED  SALES." 

I  the  UpShot  logo  are  registered  trademarks  of  UpShot  Corporation.  Salesforce.com  and  the  salesforce.com  logo  are  marks  of  salesforce.com.  Inc.  and  are  mentioned 
ition  purposes  only.  All  other  product  and  company  names  mentioned  are  the  property  of  their  respective  owners  and  are  mentioned  for  identification  purposes  only, 
hot  Corp. 


UpShot 

SEE  RESULTS  NOW. 
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COMMENTARY 


By  Timothy  J.  MuUaney 

THIS  IPO  DOESN'T 
DESERVE  TO  FLY 


Three  years  after  the  dot-com 
bust,  companies  with  loopy  busi- 
ness models  should  not  be  going 
public.  That  may  seem  obvious,  but 
the  Aug.  28  initial  public  offering  fil- 
ing by  online  travel  agency  Orbitz 
Inc.  makes  it  clear  the  point  hasn't 
gotten  through  to 


ORBtTZ 


everyone.  It's  bad 
enough  that  Orbitz, 
despite  being  on  pace  to  sell  $3  bil- 
lion in  travel  this  year,  doesn't  make 
money — it  lost  $5.3  milhon  in  the 
fii-st  half  of  2003  on  revenue  of  $107 
milUon.  It's  worse  that  Orbitz'  rev- 
enues are  growing  only  a  little  more 
than  half  as  fast  as  those  of  rival  and 
segment  leader  Expedia  Inc.  In- 
vestors should  avoid  this  deal,  and 
Orbitz  should  pull  it. 

Orbitz'  worst  problem  is  straight- 
forward: The  five  big  airlines  that 
own  it,  and  will  control  its  board 
even  after  an  IPO,  have  forced  Orbitz 
to  underprice  its  services  to  subsi- 
dize themselves.  And  it's  going  to 
get  worse.  Commissions,  mostly  from 
owners  United  Airlines,  American, 
Continental,  Northwest  Airlines,  and 
Delta  Air  Lines,  provide  21%  of  Orb- 
itz' revenue,  among  the  biggest  line 
items  in  its  budget.  But  under  the 
deal  that  created  Orbitz,  commission 


rates  fall  27%  in  2004,  28%  in  2005, 
and  30%  in  2006.  That  means  the 
work  that  earns  Orbitz  a  buck  in 
commissions  this  year  will  get  it 
about  37<2  in  three  years.  Other  on- 
line agencies  don't  disclose  their  air- 
line deals,  but  they're  known  to  take 
incentive  payments  for  di- 


recting consumers  to  spe- 
cific airUnes.  Orbitz 
doesn't.  Why  not?  Because  airlines 
hate  paying  those  incentives.  And 
the  only  top  online  agency  willing  to 
negotiate  them  away  has  been — what 
do  you  know? — Orbitz. 

Orbitz  has  been  too  slow  to  figure 
out  how  to  replace  its  commissions. 
For  other  travel 


Web  sites,  the  big 
money  is  in  mer- 
chant hotel  sales 
and  vacation  pack- 
ages. In  both,  travel 
agencies  buy  rooms 
and/or  air  tickets 
from  suppliers, 
mark  them  up 
around  25%,  and 
sell  them  at  a  profit. 
It  beats  the  heck 
out  of  selling  airline 
tickets  for  3%  or 
4%  commissions. 


SLOWLIROFF 

r/ze  airline-owned  travel  site  is  losing  out 
to  independent  rivals  such  as  Expedia 


50 


NET  EARNINGS 


CEO  KATZ:  Expedia  gets  61%| 

Head  of  a  first-    of  revenue  from 
rate  team  that      merchant  hotels 
could  fly  high  if  ^^  packages.  Ort 
the  airlines  i^z  gets  less  than 

turned  Orbitz       1^%  of  revenue 
loose  from  the  same 

sources.  Why?  Orll 

itz  CEO  Jeffrey  G.  Katz  has  said  low| 
ering  the  cost  of  airline  bookings  is 
higher  priority.  Sure — ^for  airlines. 

Orbitz  hopes  to  build  a  long-term  | 
advantage  around  the  technology 
connecting  its  site  directly  to  airline| 
reservation  systems.  Dubbed  "Sup- 
plier Link,"  it  promises  to  cut  out 
such  middlemen  as  Sabre, 
Worldspan,  and  Cendant's  Galileo  In| 
temational.  The  middlemen  charge 
about  $13  per  round  trip.  Meanwhile 
Orbitz  charges  airhnes  a  compara- 
tively paltry  $4  a  ticket  for  the  servl 
ice.  That  saves  the  airlines  $9  a  shot! 

Once  again,  that's  great  for  the 
airlines — and  lousy  for  Orbitz,  which| 
eked  out  just  $4  million  in  first-half 
revenue  from  Supplier  Link.  And 
even  though  no  other  online  agency 
has  the  technology,  Orbitz  set  the 
price  of  Suppher  Link  low  to  favor 
the  carriers.  It  makes  you  wonder:  11 
Orbitz  really  set  up  to  make  money?] 
And  for  whom? 

The  solution  for  Orbitz  is  obvious: 
The  airlines  should  cut  it  loose  and 
let  it  compete  on  an  equal  footing 
with  its  online  rivals.  Once  it's  not 
dominated  by  airlines,  Orbitz  will 
have  a  chance  to  thrive,  cutting  bet- 
ter carrier  deals,  focusing  on  the 
more  lucrative  hotel  and  package- 
tour  business,  and  competing  to 
please  customers,  not  suppUers. 
Orbitz'  technology  is  first-rate.  Its 
management  team  is  a  lot  brighter 
than  the  ideas  Orbitz'  ownership 
makes  them  defend.  And  Orbitz 
would  still  help  airlines  by  compet- 
ing with  Expedia,  whose  market 
power  threatens 
airline  and  hotel 
margins. 

When  you  take  a 
company  public,  you 
promise  investors 
that  you  wiU  fight 
to  make  them  mon- 
ey. Orbitz  isn't  built 
for  that.  Until  it  is, 
this  IPO  should  stay 
grounded. 
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▲  MILLIONS  OF  DOLLARS 
Data:  SEC  filings.  Bloomberg  Financial  Markets 


Mullaney  covers 
07iline  travel  from 
New  York. 
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LOOKING  AT  THE 
>ST  POWERFUL  ECONOMIC 

»RCE  IN  THE  COUNTRY: 
THE  AMERICAN  DREAM. 


The  population  is  growing  and  with  it  the  American  Dream  of  homeownership.  In  fact,  every 
eight  seconds  a  baby  is  born  in  this  country  —  that's  four  million  babies  a  year.  This  combined 
with  the  millions  of  families  that  move  to  our  country  in  pursuit  of  the  American  Dream  makes 
for  a  population  that  we  anticipate  will  grow  by  30  million  by  20I0.  And  when 
they  dream  of  owning  a  home,  we'll  be  there.  Because  as  the  American  Dream  grows,  so  do  we'.' 
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LABOR 


STORMING 
THE  IVORY 
TOWER 

Why  can't  Yale  learn  how  to 
make  labor  peace? 

Given  the  tough  economy,  you 
might  think  Yale  University 
would  have  sailed  through  labor 
talks  with  its  clerical  and  service 
employees  this  year.  After  all,  the  pres- 
tigious Ivy  League  university  didn't 
touch  its  virtually  free  health  insurance 
at  a  time  when  employers  everyw^here 
are  pushing  more  of  the  burden  onto 
workers.  Yale  also  offered  annual  pay 
hikes  of  up  to  4%  over  six  years — ^better 
than  deals  gratefully  accepted  this  year 
by  the  more  powerful  United  Auto 
Workers  and  plenty  of  other  unions. 

So  what's  the  hang-up  in  New  Haven, 
where  since  late  August  4,000  members 
of  the  Hotel  Employees  &  Restavirant 
Employees  (here)  union  have  been  on 
strike,  the  ninth  since  1968?  Part  of  the 
problem  hes  with  employees'  poverty- 
level  pensions,  which  average  $621  a 
month.  And  workers  are  trying  to  make 
up  for  what  they  consider  a  lousy  deal 
in  the  last  contract — ^2.5%  annual  pay 
hikes  in  1996,  even  as  the  economy 
boomed  and  their  counterparts  at  Har- 
vard University  and  other  elite  colleges 
scored  big  gains. 

But  another,  less  tangible  strain  is 
mounting  class  and  gender  tension  be- 
tween an  elite  employer  and  its  low- 
skilled,  $32,000-a-year  workforce.  The 
problem,  says  Harvard  University  Eco- 
nomics Professor  Lawrence  Katz,  who 
chaired  a  Harvard  committee  to  exam- 


ine treatment  of  its  low-wage 
ees,  is  that  economic  trends  have  Dtprai: 
kind  to  intellectuals,  but  cruel  to  seni 
workers.  "These  growing  inequities  ;  | 
only  reinforced  when  you  have  a  tra  Ct 
tion  of  poor  labor  relations"  as  dc  lie 
Yale,  he  says.  ogi 

In  broad  terms,  the  labor  strife  adi 
Yale  is  similar  to  that  at  other  elite  o !  n 
leges  where  lower-level  staff  have  unic  en 
ized.  Harvard  fiercely  resisted  unioni  i: 
tion  by  its  clerical  workers  for  17  yei  ige 
and  fought  a  nasty  dispute  with  its  J£  nf.: 
itors  in  2001  that  eased  only  after  1 1 ; 
imiversity  made  peace — and  dished  o  m 
big  pay  hikes — to  resolve  a  divisive  s  ^ 
in.  Similar  battles  have  been  playiiep 
out  with  unionizing  graduate  student, 
and  teaching  assistants — another  Ys  li  i 
issue — at  Columbia  University,  Ne  i 
York  University,  the  University  i 
Pennsylvania,  and  the  University  of  Cj  re 


Yale's  Troubled  Labor  History 


2003; 


University's 
I  food - 
service  workers 
mount  first  strike 
after  Yale  adopts 
tougher  labor 
policies 


Clerical 
'workers 
form  union  de- 
spite stiff  opposi- 
tion from  Yale; 
mount  10-week 
strike  in  1984 


[Union  gives 
in  after  two 
month-long 
strikes,  accepts 
subcontracting 
and  2.5%  annual 
pay  hikes 


I  Still  angry,  fi 

'union 
members  want  to 
make  up  lost 
ground,  reject  3% 
and  4%  annual 
wage  increases 


112  BusinessWeek  /  September  29,  2003 

mmmmmmimmmmmmmmi 


collapsed.  Levin  insists  that  the  union 
walked  away;  HERE  President  John  W. 
Wilhelm  counters  that  Yale  fired  Stepp. 
Stepp  says  he  stayed  on  until  the  non- 
economic  issues  were  resolved  but 
couldn't  get  both  sides  to  agree  to  use 
his  firm  to  deal  -with  the  tough  econom- 
ic ones.  "Yale  stopped  bargaining  after 
they  dumped  him,"  charges  Wilhelm, 
who's  a  Yale  graduate  himself.  "It  just 
put  out  an  offer  15  months  ago  and 
hasn't  substantially  changed  it  since." 

Levin  insists  that  Yale's  offer  will 
bring  union  wages  and  pensions  in  line 
with  similar  Harvard  employees.  He  sees 
HERE  as  cynically  playing  off  Yale's  pres- 
tige to  push  the  unionization  of  clerical 
workers.  "It  was  clear  in  1996  and  in 
the  past  two  years . . .  that  the  union  is  fo- 
cused on  using  Yale  as  a  platform  to  ad- 
vance its  national  agenda,"  says  Levin. 
Indeed,  Reverend  Jesse  Jackson  was  ar- 
rested on  behalf  of  strikers  at  a  Sept.  1 
rally  in  New  Haven;  on  Sept.  13  afl-cio 
President  John  J.  Sweeney  and  three 
union  presidents  also  were  arrested. 

here's  high-profile  tactics  are  win- 
ning some  prominent  supporters.  Thou- 
sands have  rallied  in  the  community, 
where  Yale  has  become  the  largest  em- 
ployer after  the  loss  of  most  blue-collar 
factory  jobs.  Dozens  of  local  luminaries 


■nia,  which  is  girding  for  a  yn  UAycy 

wdown  w^hen  contracts  cov-  ^  .  , 

ig  11,000  unionized  gradu-  lalewOFkerS 

students  at  eight  campuses  and  allies  Say 

>ire  on  Sept.  30.  times  have  hit 

"he  bitterness  at  Yale,  ,  ,  .,,  , 
ugh,  has  been  festering  for  lOW-SKllieQ 
ades.  It  was  so  bad  after  employees 

months-long  '96  strikes,  tOUfihest 
en  the  university  for  the 
t  time  canceled  strikers'  health  cov- 
ge  and  replaced  some  workers  with 
ips,  that  President  Richard  C.  Levin 
:  year  brought  in  John  R.  Stepp,  a 
mer  Reagan  Administration  Labor 
pt.  official,  to  help  improve  morale, 
ipp's  firm.  Restructuring  Associates 
.,  worked  with  both  sides  for  months 
I  interviewed  more  than  100  Yale  of- 
als  and  union  members.  In  his  rec- 
mendations,  Stepp  blasted  the  union 

defending  poor  performers  but  came 
vn  much  harder  on  Yale  for  disre- 
icting  its  workers.  "A  university  that 
des  itself  on  developing  critical  think- 

...  could  reap  tremendous  benefits 
m  managing  its  own  employees  as  if 
sy  were  capable  of  independent 
lught,"  he  wrote. 

Stepp's  firm  was  let  go  a  few  months 
ir,  and  the  two  sides  quickly  reverted 
the  old  animosity,  resulting  in  the 
Tent  strike.  The  parties  can't  even 
•ee  on  why  the  reconciliation  effort 


signed  a  letter  to  Levin  on  the 
union's  behalf,  including  clergy 
members,  Yale  graduate  and 
Presidential  contender  Senator 
Joseph  I.  Lieberman  (D-Conn.), 
most  of  the  state  legislature, 
New  Haven's  mayor,  and  even 
the  police  chief.  Still,  many  pro- 
fessors and  students  are  losing 
patience. 
Levin  may  want  to  consult  with  his 
Harvard  counterparts  when  it  comes  to 
handhng  the  dichotomies  of  a  rich  non- 
profit institution — Yale  has  an  $11  billion 
endowment — employing     lower-wage 
workers.  During  the  2001  sit-in,  Neil 
Rudenstine,  then  Harvard's  president, 
eased  tensions  by  setting  up  a  commit- 
tee, headed  by  Katz,  to  look  into  em- 
ployees' demands.  Harvard  not  only 
adopted  the  findings,  lifting  wages  and 
limiting  the  use  of  subcontractors,  but 
has  followed  up  with  yearly  progress 
reports.  It  also  has  offered  more  educa- 
tion for  low-wage  staff  and  an  office  to 
deal  with  their  complaints.  It's  not  so 
different  from  what  auto  makers  and 
other  unionized  employers  do  to  main- 
tain labor  peace.  If  Yale  and  others  can't 
learn  how  to  live  with  a  unionized  staff, 
they're  likely  to  see  picket  signs  popping 
up  again  and  again. 

By  Aaron  Bernstein  in  Washington 
and  WilHam  C.  Symonds  in  Boston 
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mand  busines    Where  companies  embrace  the  unexpected.  Where  a  network  of 
locations  can  alter  processes  everywhere  at  once,  responding  instantly  to  markets  or  weather. 
Rerouting  shipments.  Redirecting  workflow.  Never  missing  a  beat. 

At  IBM.  we're  bringing  to  the  table  a  unique  combination  of  industry  experience,  business  insight 
and  enabling  technologies.  Behind  one  clear  vision,  we're  helping  our  customers  drive  a  new 
standard  of  productivity,  efficiency  and  bottom-line  gains.  In  short,  delivering  results. 
On  demand  business.  Get  there  with  (r- business  on  demand  ' 


ibm.com/ondemand 


IBM.  the  e-business  logo  and  e-business  on  demand  are  registered  trademarks  or  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or 
other  countries  %  2003  IBM  Corporation  All  rights  reserved.  j^::     '^    ."ix' 


COMEBACK 
KIDS 


E-biz  has  returned  with 
a  vengeance.  Meet  the  25 
men  and  women  who  got 
things  clicking 


What  a  comeback  for  e-business.  Few  would  have 
predicted  this  in  the  dark  days  of  2000,  when 
many  people  started  to  lose  faith  in  the  prom- 
ise of  the  Internet — and  even  to  doubt  the 
payoff  from  technology'  itself.  Yet  take  a  look 
around,  and  you'll  see  that  e-business  has  be- 
come a  pUlar  of  the  economy.  Consumers  are  more  avid  than 
ever  to  go  places  where  only  the  Web  can  take  them,  and  the 
corporations  making  the  smartest  use  of  the  Internet  outclass 
their  brethren  when  it  comes  to  operating  nimbly  and  effi- 
ciently. Investors  get  it:  The  Dow  Jones  Internet  index  is  up 
119%  in  the  past  year,  compared  with  just  18%  for  the  Stan- 
dard &  Poor's  500-stock  index. 

Who's  behind  this  amazing  turnaround?  Those  on  this 
year's  BusinessWeek  e-business  25  Hst.  Because  of  their  vision, 
tenacity,  new  ideas,  and  ability  to  deliver  on  promises,  what 
was  discredited  has  gained  credibility  again. 

Some  of  these  standouts  have  delivered  on  their  original 


business  plans.  Take  Jeffrey  P.  Bezos.  The  CEO  of  Web  reta! 
Amazon.com  Inc.  was  chained  to  Wall  Street's  doghouse  b 
in  2000  when  doomsters  predicted  that  he  would  soon  run 
of  cash.  Didn't  happen.  Analysts  expect  Amazon  to  mak 
profit  this  year  on  $4.8  bUhon  in  sales. 

There's  plenty  of  fresh  thinking  going  on,  too.  Literally. . 
Fedele,  CEO  of  New  York  online  grocery  startup  FreshDii-f 
learned  from  the  meltdown  of  Webvan.  Instead  of  offer 
home  deUvery  at  supermarket  prices,  he's  delivering  h! 
quality  at  lower  prices.  That's  clicking  with  finicky  Manhat  i 
shoppers.  Further  out  there,  futurist  Howard  Rheingold  is 
ploring  the  concept  of  "smart  mobs"  to  show  how  peo 
will  use  the  Internet  in  powerful  ways.  These  ad-hoc  groi 
form  on  the  fly,  by  using  mobile  Net  connections  for  f 
political  action,  and  art  events. 

A  few  years  ago,  many  people  thought  the  proponents  of 
commerce  had  lost  their  bearings.  Some  had.  But  not  these 
men  and  women.  They're  lighting  the  path  ahead. 
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Empire  Builders 

MEG  WHITMAN  eBay 

You  know  you've  arrived  when  Weird  Al  Yankovic  writes  a 
song  about  you.  The  parody  singer's  new  ditty,  in  which  he 
croons  about  all  the  stuff  he  bought  on  eBay,  doesn't  mention 
eBay  Chief  Executive  Margaret  C.  Whitman.  But  more  than 
anyone  else,  she  can  take  credit  for  transforming  eBay  from 
a  scruffy  online  flea  market  into  a  commercial  blockbuster 
known  the  world  over. 

EBay  started  with  a  great  idea,  one  of  the  few  utterly  true 
to  the  power  of  the  Internet:  Forget  all  the  inventory  and 
warehouses.  Instead,  simply  create  an  online  marketplace 
where  people  find  and  list  their  ovvti  products  to  sell.  But  it's 
Whitman,  47,  whose  savvy  shepherding  of  that  people  power 
has  transformed  eBay  into  nothing  less  than  a  virtual,  self- 
regulating  global  economy.  This  year,  it's  expected  to  top 
$20  billion  in  sales  of  everything  from  BMWs  to  industrial 
lathes,  from  the  U.  S.  to  Germany,  Korea,  and  Brazil. 

Despite  her  stints  at  such  blue  chips  as  Procter  &  Gamble, 
Walt  Disney,  and  Hasbro,  the  unassuming  ceo  and  fly-fishing 
fan  embraced  eBay's  unique  community  of  30  million  active 
users  from  the  time  she  joined  in  early  1998.  Says  Whitman, 
a  big  eBay  seller  herself:  "We  simply  tr^'  to  make  it  easy  and 
transparent,  lay  out  a  few  rules,  and  get  the  heck  out  of  the 
way."  As  the  Net  increasingly  opens  up  other  corporations'  in- 
ner workings  to  customers  and  partners,  they  vnU  be  forced 
to  follow  eBay's  lead. 

EBay's  users  aren't  done,  either.  Now  they're  helping 
Whitman  chip  away  at  friction  points,  from  payments  to 
shipping.  Last  year,  for  instance,  after  users  essentially  vot- 
ed viith  their  clicks,  eBay  bought  payment  processor  PayPal 
Inc.  and  dumped  its  own  lagging  unit,  Billpoint,  speeding 
billing  and  merchandise  deliveries.  The  ultimate  goal:  Make 
eBay  as  mainstream  as  shopping  at  the  mall.  If  she  can  do 
that,  Meg  Whitman  may  deserve  a  song  all  her  owti. 

JEFF  BEZOS  Amazon.com 

For  Amazon.com  Inc.,  the  June  21  release  of  Harry  Potter  & 
the  Order  of  the  Phoenix  was  its  biggest  challenge  of  the  year. 
Yet  it  went  off  without  a  hitch,  as  the  No.  1  e-tailer  shipped 
in  a  single  day  some  1.4  million  copies  of  the  block- 
buster novel.  Pottermania  helped  boost  Ama- 
zon's second-quarter  sales  37%,  to  $1.1  billion- 
its  fastest  growth  since  late  2000. 

The  real  magic  behind  Ama- 
zon's resurgence  is  a  bold 
bet  by  39-year-old  founder 
and  Chief  Executive  Offi- 
cer Jeffrey  P.  Bezos.  He 
has  relentlessly  dropped 
prices    on    books    and 
other  products  and  of- 
fered free  shipping  on 
orders  over  $25.  The 
recharged  sales  volume, 
expected  to  reach  $4.8 
billion  this  year,  may 
produce     Amazon'; 
first  annual  profit. 
After      all      the 
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doubts,  Bezos  has  proved  his  empire  has  staying  povl 
And  he's  not  limiting  himself  to  selling  Amazon's  own  gal 
Bezos  recently  formed  a  imit  to  help  more  retailers  sell] 
Amazon's  33  million  customers,  as  the  likes  of  Target 
Toys  'R'  Us  already  do.  Some  19%  of  items  sold  on  Amazon) 
fact,  are  from  other  sellers.  Says  Bezos:  "We  know  how  to 
velop  world-class  technology  to  make  the  customer  exp«i 
ence  in  e-commerce  reaUy  good."  If  he  can  persuade  enoij 
merchants  to  join  Amazon,  it  may  finally  live  up  to  its  na 

TERRY  SEMEL  Yahoo! 

When  former  Warner  Bros.  co-CEO 
Terry  S.  Semel  came  to  Sihcon  Val- 
ley in  2001  to  interview  for  the  top 
job  at  Yahoo!  Inc.,  he  was  the  con- 
summate outsider.  Even  the  geog- 
raphy was  baffling.  After  dining  at 
the  Atherton  (Calif.)  home  of  Ya- 
hoo director  Edward  Kozel,  the 
movie  mogul  steered  his  car  into 
the  inky  night  and  quickly  lost  his 
way.  After  driving  in  circles  for  15  minutes,  Semel  whippN 
out  his  cell  phone  and  called  a  Hollywood  buddy  famili 
with  the  Valley  who  helped  him  locate  the  main  road 

Now,  Semel  is  showing  the  rest  of  the  dot-com  world  i 
thing  or  two  about  navigation.  Foremost,  Semel's  dealmakL  '5 
skills  have  rejuvenated  Yahoo's  ad  business  with  forays  in  <i 
high-speed  Net  access  and  online  job  listings.  Moreov 
Semel  has  demanded  that  Yahoo's  myriad  Internet  service 
from  e-mail  accounts  to  stock  quotes  and  Web  searches,  i 
teract  increasingly  with  one  another.  Instead  of  Yahoo  beii 
an  impartial  tour  guide  to  the  Web — like,  say,  rival  Goog 
Inc. — Semel  has  instilled  a  theme-park  mentality,  where  cu 
tomers  are  encouraged  to  stay  inside  Yahoo's  walls  as  long 
possible.  Revenues  and  profits  have  surged  to  record  high 
and  the  company's  stock  has  hit  $35,  more  than  double  its  vi 
ue  on  Semel's  arrival.  Investors  are  saying  "Yahoo!"  againf 


lY  DILLER  InterActiveCorp 


Diller  didn't  get  where  he  is 

ing  sweet,  and  neither  did  In- 

itiveCorp,  the  New  York  Web 

built  in  the  image  of  its  pug- 
as  61-year-old  CEO. 
3  former  Hollywood  mogul  trad- 
his  media  and  entertainment 
ind  has  bought  up  some  of  the 

successful  businesses  in  the  e- 

lerce  world,  including  Expedia, 

s.com,  Hcketmaster,  and  mortgage  site  LendinglVee.  More 

anyone  else,  he  has  figured  out  that  power  flows  to  Inter- 

liddlemen  in  markets  that  don't  have  entrenched  leaders. 

argets:  travel,  real  estate,  and  local  entertainment.  If  his 

any  keeps  growing  at  its  current  pace,  it  will  hit  $62  biUion 

/enues  this  year,  bigger  than  Amazon.com  and  eBay. 

ler  believes  that  if  you  harness  the  Web  to  roimd  up  boat- 

of  customers,  you  can  get  a  better  deal  for  consumers 

taking  a  fat  slice  for  yourself.  Diner's  strategy  puts  a  lot  of 
s  not  just  on  other  middlemen  but  also  on  lAC's  own  suppli- 
the  airlines  and  hotel  chains.  The  Internet  "puUs  [power] 

fi*om  suppliers  and  puts  it  in  the  hands  of  consumers," 
r  says.  "If  you  direct  that  demand,  it  gives  you  natural 
age."  And  leverage  is  something  Barry  Diller  knows  how  to 


C  SCHMIDT  Google 


When  Eric  E.  Schmidt,  the  48-year- 
old  veteran  of  Sun  Microsystems 
and  Novell,  took  over  at  Google  Inc. 
two  years  ago,  it  was  trial  by  fire. 
One  of  the  first  orders  of  business 
was  joining  his  new  20-something 
colleagues  at  Burning  Man,  a  free- 
form  festival  of  artistic  self-expres- 
sion held  in  a  Nevada  desert  lake 
bed.  Sitting  in  his  office  shortly  af- 
lis  return,  tanned  and  slightly  weary,  Schmidt  couldn't 
been  happier.  "They're  keeping  me  young,"  he  declared. 
Dogle  is  proving  the  Net  is  still  young,  too.  The  free- 
iling  company  has  almost  singlehandedly  recharged  Web 
:hing,  a  business  that  pioneers  such  as  Yahoo!  Inc.  forgot, 
jle  is  the  most-used  conduit  between  Net  users  and 
le  information,  responsible  for  answering  roughly 
Mjuarters  of  all  searches.  Indeed,  it  took  an  upstart 
Google  to  help  show  the  Net's  leaders  how  to  make 
ey  by  linking  ads  to  search  results.  Now,  paid 
:h  is  one  of  the  Net's  most  profitable  enterprises, 
daily  for  Google,  which  is  expected  to  be  in  the 
c  on  revenues  of  $700  million  this  year.  Its  initial 
ic  offering,  likely  next  year,  could  open  the  ipo 
gates  for  tech  companies. 

:hmidt's  challenge:  keeping  Google  focused  even 
e  beating  back  a  growing  pack  of  rivals,  such 
fahoo!  and  Microsoft  Corp.'s  MSN.  If  Schmidt 
lies  this  right,  it  will  be  the  competition  that 
burned. 


BusinessWeek  online 


Q&As  with  Jeff  Bezos  and  others  in  the  e.biz  25 
n  be  found  at  www.businessweek.com/magazine/extra.htm 


Architects 

SEAN  MALONEY  Intel 


Sean  M.  Maloney  loves  a  dare.  The 
47-year-old  Intel  Corp.  executive 
vice-president  has  swnm  across  the 
Thames  and  cracked  ribs  racing 
down  perilous  ski  slopes.  In  January, 
2001,  he  accepted  a  new  challenge. 
The  head  of  the  chipmaker's  com- 
munications group  set  about  helping 
to  establish  a  global  standard  for 
vrirelessly  tapping  the  Net.  The  ap- 
peal is  obvious:  With  one  worldwide  technology,  you  could 
travel  from  New  York  to  New  Delhi  and  use  the  same  gear 
to  cruise  the  Web.  The  goal  had  confounded  the  telecom  in- 
dustry for  decades  as  rival  companies  rolled  out  a  mishmash 
of  competing  technologies. 

Maloney  ultimately  settled  on  an  overlooked  solution: 
Wi-Fi.  The  technology,  which  uses  unlicensed  spectrum  to 
connect  devices  wirelessly,  rapidly  gained  appeal  among 
techies.  But  by  combining  Wi-Fi  with  a  new  low-power 
mobile  processor,  Maloney  is  bringing  Wi-Fi  to  the  masses. 
"The  first  wave  of  e-biz  productivity  was  driven  by  the 
Web,"  he  says.  "The  second  is  going  to  be  driven  by  mobil- 
ity and  broadband." 

Six  months  after  vmveiling  its  Centrino  Wi-Fi  chip  and 
processor  package  vrith  a  $300  million  marketing  blitz,  Intel 
has  sparked  renewed  innovation  and  excitement  in  the  com- 
puter and  wireless  industries.  Not  bad  for  a  quest  that  at  first 
seemed  Quixotic. 


JOHN  THOMPSON  Symantec 


John  W  Thompson,  ceo  of  No.  1  antivirus  software  company 
Symantec  Corp.,  carries  a  heavy  burden.  Powerful  new  virus- 
es and  wily  hackers  are  a  growing  danger  to  the 
security  of  the  Internet  these  days,  threatening  to 
scare  consumers  away  and  slow  electronic  com- 
merce to  a  crawl.  More  than  anyone,  Thompson 
is  on  the  spot  to  come  up  vrith  a  parry  for  each 
new  thrust.  His  answer:  Give  consumers  and 
corporations  a  whole  array  of  defenses  in 
one  integrated  package.  Since  Thomp- 
son left  behind  a  25-year  career  at  IBM 
and  moved  into  the  comer  office  of 
the  Cupertino  (CaUf.)  company  three 
years  ago,  Symantec  has  spent  more 
than  $1.4  billion  acquiring  12  compa- 
nies that  do  things  like  intrusion  de- 
tection, personal  firewalls,  and  spam  fil- 
ters. Packaged  together,  the  features  are 
easier  for  people  to  use.  "We're  trying  to 
stay  one  step  ahead  of  the  bad  guys  and 
two    steps    ahead    of   our    customers' 
needs,"  says  Thompson,  54. 

There's   plenty   of  demand   for  his 
wares.  While  sales  of  nearly  every  other 
type  of  software  shrank  last  year,  an- 
tivirus sales  grew  31%,  to  $2.19  bilUon. 
That  helped  Symantec  boost  its  revenues 
by  24%,  to  $391.1  million,  in  its  most  re- 
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cent  quarter,  while  profits  jumped  19.3%,  to  $68  million.  With 
new  bugs  popping  up  every  day,  the  demand  for  Thomp- 
son's products  will  spread  like  a  virus. 

SAM  PALMISANO  IBM 

Samuel  J.  Palmisano  has  spent 
every  single  day  of  his  30-year  ca- 
reer working  at  IBM,  so  you  might 
think  he's  a  defender  of  the  status 
quo.  No  way.  He's  shaking  up  Big 
Blue,  pushing  the  development  of 
the  Windows  alternative  Linux  op- 
erating system,  and  remaking  the 
company  around  a  new  technology 
vision  called  e-business  on  demand. 
This  year,  IBM  is  spending  one-third  of  its  $5  biUion  research 
budget  on  the  e-biz  initiative,  plus  $800  million  marketing  it. 
All  of  IBM's  product  groups — services,  software,  hardware — 
are  developing  capabihties  that  will  help  fulfill  the  \dsion. 
And  the  rest  of  the  industiy  is  following  his  lead. 

The  idea  behind  this  initiative  is  to  proWde  corporate  ciis- 
tomers  with  computing  power  as  simply  and  reliably  as  an 
electric  utility.  The  technology'  will  be  delivered  over  the 
Internet,  and  customers  will  only  pay  for  what  they  use. 
Palmisano  says  the  shift  will  drive  the  next  round  of  pro- 
ductivity gains  by  making  it  easier  and  cheaper  for  companies 
to  get  a  bang  out  of  technology. 

MICHAEL  MORin  Sequoia  Capital 

Michael  J.  Moritz  has  a  habit  of 
backing  winners  that  others  thought 
might  be  losers.  The  49-year-old 
venture  capitalist  at  Sequoia  Capital 
funded  upstart  Google  Inc.  in  1999 
when  most  pundits  thought  the 
search-engine  winners  already  had 
been  picked.  But  Moritz  believed  in 
Google's  technology'.  "It's  all  too  easy 
to  identify  the  things  that  might  go 

wTong  with  an  investment,"  explains  Moritz.  "It's  fai-  more  dif- 
ficult to  identify  what  might  be  possible."  In  spite  of  his 
high-risk  approach,  Moritz  has  maintained  one  of  the  best  per- 
forming records  in  venture  capital,  even  during  the  downturn. 
Now  he's  gambling  on  Plaxo  Inc.  because  he  sees  big  po- 
tential in  the  startup's  little  idea  of  keeping  electronic  address 
books  automatically  up-to-date.  Moritz  is  a  reminder  to  the 
rest  of  the  venture  industry^:  safer  isn't  better.  That's 
good  news  for  tech's  next  generation  of  innovators. 

IVAN  SEIDENBERG  Verizon 
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When  it  comes  to  e-busi- 
ness, most  telecom  com- 
panies are  more  talk  than 
action.  Not  Verizon  Com- 
munications Inc.  and  its 
CEO,  Ivan  G.  Seidenberg. 
He's  making  the  invest- 
ments   now    to    turn    the 
promise  of  ubiquitous  broad- 
band connections  into  a  reality. 
the  next  10  to  15  years,  he  expects  Verizon  to 
§20  billion  to  $40  billion  to  provide  superfast  Net 


connections  to  every  home  and  business  in  its  29-state 
tory.  At  least  10  times  faster  than  today's  broadband  s€ 
es,  they  will  be  able  to  carry'  everything  from  phone 
hig^h-definition  television.  That  will  support  a  new  gener 
of  digital  interactivity.  Imagine  a  world  in  which  cust^ 
service  and  sales  are  once  again  conducted  eye-to-eye,  bv 
the  Web.  "Broadband  is  the  digital  economy,"  Seider 
says.  And  he  aims  to  be  its  master  builder. 

Innovators 

SANJAY  SARMA  MIFs  AutolD  Center 

Normally,  when  somebody  says  ro- 
bots, you  think  R2-D2.  But  Sanjay 
Sarma,  a  robotics  expert  and  pro- 
fessor of  engineering  at  MIT,  has 
taken  the  science  of  sensors  down  to 
the  micro  level.  As  a  result,  he's  ac- 
celerating the  pace  of  e-commerce. 
Sarma,  35,  has  helped  create  a  new 
technology  to  track  razor  blades, 
shampoo  bottles,  and  more  from  the 
factor^'  to  the  warehouse  to  the  supermarket  shelf.  The 
tem,  called  RFID,  is  based  on  chips  that  can  be  read  rer 
ly  via  wireless  Internet  connections.  It's  designed  to 
shelves  full  as  well  as  reduce  loss,  theft,  and  inventory 
for  retailers  and  their  suppliers.  It  is  becoming  the  ted 
gy  standard  for  the  entire  retail  industry.  Sarma  believes 
someday  "anything  you  have  to  touch  and  coimt  will  I| 
RFID  tags."  Maybe  then  you  won't  lose  your  cell  phone. 

STEVE  JOBS  Apple 

Count  on  Apple  Computer  Inc.  Chief  Executive  SteveJ 
Jobs  to  "think  different,"  as  his  well-known  advertising 
paign  admonishes.  Until  Apple  unveiled  its  iTunes  ft 
Store  in  April,  bickering  between  record  companies  and  or 
retailers  over  the  best  way  to  sell  music  on 
Internet  left  consumers  with  little  option 
get  it  for  free  via  file-sharing  services  sucli 
Kazaa. 

Now^,  Apple  has  broken  the  logjam 
made  it  possible  for  the  music  industr\^ 
successfully  sell  tunes  on  the  Web. 
got  the  five  major  labels  to 
an  appealing,  simple  set  of  ter 
AH  songs  w^ould  go  for  99^,  \i 
no  frustrating  restrictions 
iting  fans'  right  to  bum  tl 
to  CDS,  load  them  in  a  por 
player,  or  share  them  w 
few  friends.  Four  months 
er,  Apple  has  sold  more  til 
10  million  songs,  and  ri\| 
ranging  from  Amazon.cl 
Inc.  to  Microsoft  Corp. 
planning   copycat   servicl 
Says    Jobs:    "We've    shol 
there's  a  way  out  of  this  mesil 
that  there's  a  legal  alternatj 
consumers  can  use  that's  bet  I 
than  stealing  online." 
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To  earn  a  Capella  MBA,  you  won't  have 

to  quit  your  day  job.  In  fact, 

you're  about  to  get  a  lot  better  at  it. 

A  Capella  MBA  can  take  your  career  to  the 

next  level.  It  delivers  the  skills  you  need  to  make 

an  immediate  impact  on  the  job  — the  kind  of  impact 

that  gets  you  noticed.  How?  By  blending  business 

theory  and  professional  effectiveness  courses 

with  one-on-one  coaching  for  real-world  relevance. 

And  all  in  an  online  format  that  works  with  the 

way  you  live.  Rise  above  the  everyday  MBA  at 

1-888-CAPELLA  ext.  6703  or  at  www.capella.edu/mba4 


Capelia 

UNK/ERSnY 
Education.  Rebornf 


Capella  University  is  accredited  by  The  Higher  Learning  Commission  (NCA), 
the  same  body  that  accredits  Big  Ten  universities. 
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Now,  Jobs  is  looking  to  go  further.  By  yearend,  Apple  ex- 
pects to  extend  the  illines  Music  Store  to  work  with  PCs  that 
run  Microsoft's  Windows  operating  systems,  which  repre- 
sent more  than  95%  of  the  market.  The  trick  for  Jobs  is  to 
avoid  leaving  Apple  where  it  often  ends  up — doing  much  of 
the  innovation  and  getting  a  small  cut  of  the  sales. 

MARK  BENIOFF  Salesforce.com 

Wags  in  the  technology  industry  used 
to  poke  fun  at  Marc  Benioff  and  his 
pint-sized  startup,  Salesforce.com  Inc. 
No  more.  Beniofif,  38,  hasn't  changed 
his  shtick.  He's  the  same  in-your-face 
marketing  whiz  who  grabbed  atten- 
tion by  setting  up  pickets  bearing 
"End  of  Software"  signs  outside 
events  sponsored  by  rival  software 
giant  Siebel  Systems  Inc.  But  he  and 
his  four-year-old  company  can  no  longer  be  dismissed  by  Siebel. 
That's  because  Benioff,  more  than  anyone  else,  is  demonstrat- 
ing to  corporations  that  buying  software  delivered  as  a  service 
over  the  Web  is  a  viable  alternative  to  software  packages  that 
can  cost  himdreds  of  thousands  of  dollars  and  take  months  or 
years  to  install.  For  other  software  companies,  he  shows  that 
they  can  make  money  selling  software  as  a  service. 

The  proof  is  in  his  company's  results.  Salesforce.com,  a  San 
Francisco-based  seller  of  services  for  managing  sales  forces  and 
a  company's  oistomer  service,  posted  revenues  of  $21.6  million 
in  the  second  quarter,  double  those  of  a  year  earlier,  and 
logged  its  second  sequential  quarterly  profit.  It  is  the  first 
corporate  software-as-service  outfit  to  make  a  profit.  "This  is  a 
new  way  of  selling  software.  We  have  a  huge  obUgation  to 
prove  that  the  model  works,"  says  Benioff. 

Software  giants  are  being  forced  to  respond — ^including 
Siebel.  Analysts  say  the  company  is  working  on  its  own  soft- 
ware-as-service offering  to  counter  Benioff's,  though  Siebel 
won't  comment.  You  know  what  they  say  about  imitation 
and  flattery.... 

JORMAOLLILA  Nokia 

When  the  telecom  industry  crashed 
three   years   ago,    Nokia   Corp. 
Chairman  Jorma  Ollila  and  his 
wife  were  refurbishing  a  200- 
year-old  manor  house  north  of 
Helsinki.  The  easy  path  for  Ollila 
would  have  been  to  focus  Nokia 
on  its  strength  in  mobile  hand- 
sets— and  to  back  away  from  tack- 
ling the  much  derided  wireless  Web. 
The  pay-off:  fewer  headaches,  more  time  in  his  new  sauna. 
But  OUila  veered  the  other  way.  He  doubled  down  his  bid 
to  turn  Nokia  into  a  software  powerhouse,  investing  in 
everything  from  billing  to  messaging  systems.  He  ' 

upped  the  ante  against  rival  Microsoft  Corp.  by  li- 
censing Nokia's  interface  software  to  cell-phone 
competitors.  He's  become  a  leading  force  in 
building  the  mobile  Internet. 

And  his  efforts  are  paying  off.  Around  the 
world,  tens  of  millions  of  mobile  customers  using 
software  from  Nokia  and  others  now  chck  their 
handsets  to  get  e-mail,  swap  photos,  and  dowTi- 
load  games — just  Mke  on  PCs.  AH  told,  researcher 
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IDC  figures  the  global  mobile-data  business  will  surge  n 
47%  this  year,  to  $29.5  bilhon.  "We've  made  enon 
progress,"  says  the  53-year-old  OUila.  Indeed,  the  mobilt 
no-yj^  has  a  distinctly  Finnish  fiavor. 

WebSmart 

LINDA  DILLMAN  Wal-Mart  Stores 


Linda  Dillman  wasn't  angling 
one  of  the  highest-profile  tech 
in  the  world.  Honest.  Dill 
turned  down  a  job  with  Wal-^ 
Stores  Inc.  in  1991  when  it  bo 
an  employer  of  hers.  Only  aftei 
new  employer  was  sold  to  a 
did  she  join  the  rapidly  growing 
tailer.  "I  was  tired  of  being 
quired,"  she  says.  Last  year,  i 
climbing  through  the  ranks  of  the  tech  department,  DiUi 
47,  landed  the  powerful  post  of  chief  information  officer. 
Now,  she's  setting  the  technology  agenda  not  just  for 
Mart  but  for  the  whole  $2.7  trillion  U.  S.  retail  industry.  A 
priority  is  to  spread  radio-fi'equency  identification  tags 
RFID,  throughout  Wal-Mart's  vast  supply  chain.  This  will  a 
the  company  to  use  the  Web  to  track  inventory  fi'om  facte 
in  China  to  store  shelves  everywhere.  She  has  ordered 
company's  top  100  suppliers  to  start  putting  the  tags 
each  case  of  goods  by  2005.  The  rest  of  the  industry  is  sui 
follow.  Dillman  also  is  pushing  an  industrywide  initiativ 
have  suppliers  create  a  single,  centralized  database  of  p 
ucts  on  the  Net.  The  goal:  fewer  errors  in  restocking  prod 
and  faster  introductions  of  new  items.  She's  on  her  wa? 
turning  the  entire  retaihng  industry  into  an  e-business 

MICHAEL  DELL  Dell 
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At  age  38,  Michael  S.  Dell  is  the  master  of  electronic  busin 

From  his  headquarters  in  Round  Rock,  Tex.,  he  runs  a  $50 

Hon-a-day  online  distribution  channel — equivalent  to  five  A 

zon.coms.  More  than  anyone,  Dell  has  shown  I 

the  Web,  intelligently  used,  drives  efficienc 

Now  he's  carrying  his  network  magic 

the  next  level.  At  a  time  when  many  t 

companies  are  paring  costs,  Dell  is  pi! 

on  new  technology.  He's  tagging  parts  v 

radio-powered  ID  chips.  At  plants  from  ( 

na  to  Texas,  online  orders  are  transforr 

quickly  into  radio  signals.  These  instr 

Dell's  automatic  parts-picking 

chines  to  round  up  the  c< 

ponents  for  each  PC.  T 

also    transmit    assem 

blueprints  to  workers, ; 

tack  the  shipping  of 

finished     product.     I 

managers  can  moni 

the  entire  process 

line.  Dell  also  is  us 

his  e-commerce  mach 

to  sell  a  vast  range 

new  offerings,  from  Pi 

and  printers  to  plasr 
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BlackBerry6210™ 

It's  an  email  device  and  a  phone. 
Available  at  Cingular. 


Xcingular 

fits  you  best' 


ilar  Xpress  Mail  Wireless  email,  secured.  When  you're  out  of  the  office,  your  data  has  to  travel  with  you. 
t  also  has  to  remain  safe,  uncompromised  and  secure.  Xpress  Mail  with  BlackBerry'runs  over 
jiar's  Mobitex  and  GPRS  networks  with  plans  that  offer  unlimited  monthly  usage.  It  fully  supports  both 
*  Domino'"  and  Microsoft"  Exchange,  keeping  you  connected  to  your  office.  It  also  utilizes  Triple  DES 
ption,  protecting  even  your  most  sensitive  corporate  information.  To  learn  more  about  how  Cingular  can 


wireless  solutions  that  fit  your  business,  call  877-335-8391  or  log  onto  www.cingutar.com/business  today    BLACKBERRY 
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screen  TVs.  It's  working  as  he  planned,  with  sales  soaring  16% 
in  the  most  recent  quarter.  Says  the  CEO:  "There's  lots  of 
ways  for  Dell  to  grow." 

DAVID  NEELEMAN  JetBlue 

When  44-year-old  David  G.  Neele- 
man  set  out  three  years  ago  to 
build  his  startup  airline,  JetBlue 
Airways  Corp.,  he  bet  big  on  the 
Net  and  took  chances  on  things  no- 
body had  tried  before.  Look  no  fur- 
ther than  JetBlue's  700-person 
reservation  center  in  Salt  Lake  City. 
You  don't  see  it?  That's  because  its 
sales  agents  all  work  from  their 
homes.  They're  linked  by  an  Internet  telephone  system  in 
which  e-mail,  chat,  Web  searches,  and  phone  calls  all  pour 
through  the  same  pipes.  JetBlue's  600  pilots  use  laptops  to  re- 
place cumbersome  paper  flight  manuals.  And  Neeleman  ap- 
peals to  travelers  with  electronic  tickets  and  in-cabin  satellite 
T\'.  "As  long  as  we  can  delight  our  customers,  there's  plenty 
of  business  for  us,"  he  says.  If  traditional  airlines  don't  foUow 
JetBlue's  lead,  there  may  not  be  much  room  for  them  in  the 
super-efficient  airUne  industry  of  the  future. 

Visionaries 

HOWARD  BHEINGOLD  Author  of  Smart  Mobs 

It's  no  surprise  that  someone  who  prowls  the  "territory 
where  minds  meet  technologj'"  runs  across  some  potent  tech- 
no-trends,  from  personal  computers  to  virtual  reality.  People 
who  read  Howard  Rheingold's  book  The  Miiiial  Comtminity 
in  1993  understood  the  Internet  would  grow  into  something 
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big.  That's  why  they  had  best  pay  attention  to  his  current  ob- 
session: a  phenomenon  he  has  named  "smart  mobs." 

In  his  latest  book  of  the  same  name,  the  56-year-old  Marin 
County  (Calif.)  author  and  builder  of  pioneering  online  com- 
munities such  as  Electric  Minds  argues  that  ubiquitous  mobile 
Internet  communications  are  spurring  a  new  social  revolution. 
The  early  signs  include  urban  hipsters  using  the  Web  to 
arrange  ad-hoc  "swarms"  of  people  for  fun  and  political  action, 
as  well  as  Filipino  protesters  mounting  ralhes  \ia  cell-phone 
text  messages. 

True  to  form,  Rheingold  ends  up  with  a  provocative  ques- 
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tion:  "What  can  you  do  when  you  have  a  biUion  people 
ing  aroimd  with  computing  devices  connected  at  high  sf 
He's  not  sure  exactly  what  tangible  business  applies! 
might  result.  But  it's  a  good  bet  he's  onto  somethin/ 
once  again. 

JOHN  ARQUILLA  U.S.  Navy 

During  the  Iraq  War,  the  military's 

sensors,  weapons,  communications, 

soldiers,  and  commanders  were  all 

linked  to  a  giant  computing  grid 

that  gave  U.S.  troops  the  clearest 

picture  of  the  battlefield  they've 

ever  known.  No  one  person  is  more 

responsible  for  pushing  this  idea  of 

network-centric  war  than  John  Ar- 

quilla,  a  RAND  Corp.  analyst  and 

professor  at  the  Naval  Postgraduate  School.  ArquiUa  \\^ 

influence  through  his  wTiting,  teaching,  and  consultai 

with  military  officials.  And  his  ideas  are  changing  the  faj 

the  defense  industry. 

To  the  soft-spoken,  49-year-old  Arquilla,  the  first  Gulf  I 
was  a  revelation.  During  it,  he  advised  the  U.S.  militj 
Central  Command.  "I  came  back  from  that  experience  vvitl; 
strong  sense  that  this  information  advantage  was  the  differ 
that  made  the  difference,"  he  says.  In  war,  as  in  business,  il 
pears  the  future  belongs  to  the  nimble  and  the  networkej 

ERIK  BRYNJOLFSSON  MIT  Economist 

If  e-business  had  an  oracle, 
BrjTijolfsson  would  be  the  an 
ed.  Companies  from  Dell  Comp 
to  General  Motors  look  to  the  el 
omist  and  his  team  of  researches 
Massachusetts  Institute  of  Tec 
ogy  for  answers  on  how  to  reap! 
productivity  payoffs  by  combiij 
e-business  technology  with  or 
zation  changes.  In  1998,  he  even 
his  ov\Ti  research  outpost,  the  MIT  Center  for  eBusin 
which  is  backed  by  19  companies. 

Brynjolfsson,  41,  earned  his  reputation  as  an  expe: 
tech's  productivity  boost  by  sifting  through  data  from 
companies.  In  the  past  10  years,  he  has  published  grot 
breaking  research,  often  working  closely  v\ith  Wharton  Scl 
economist  Lorin  Hitt.  A  key  finding:  Corporations  can  log  ] 
ductivity  gains  of  30%  or  more  in  a  single  year  through  sn 
use  of  technologj^  Who  says  economics  is  a  dismal  science 


KEN  KUTARAGI  Sony 
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Ken  Kutaragi,  the  whiz  behind 
Sony's  PlayStation,  has  always  been 
something  of  a  seer.  In  the  early 
1980s  he  developed  a  forerunner  to 
the  digital  camera.  By  the  early 
'90s,  he  convinced  Sony's  senior  ex- 
ecs to  bet  big  on  the  first  CD-based 
game  console  v\ith  decent  sound  and 
3-D  graphics.  That  morphed  into 
the  PlayStation  franchise. 

Now,  the  53-year-old  Kutaragi,  executive  deputy  pn 
dent  of  Sony,  is  creating  a  vision  of  the  e-home  that  could 
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"I  treat  my  customers  as  I'd  like  to  be  treated." 


een  is  more  than  a  voice  on  the  other  end  of  the  phone. 

1  her  job  goes  beyond  processing  disabihty  claims.  She 
erstands  that  her  customers  are  going  through  a  difficult 

2  in  their  lives.  That's  why  she  and  her  co-workers  place  so 
:h  importance  on  making  them  feel  at  ease.  Want  to  know 
"e?  Call  1-866-491-8108  or  visit  www.unumprovident.com. 


UnumProvidenx 


Making  a  difference.  One  person  at  a  time. 


UnumProvident  Corporation.  All  rights  reserved.  Insurance  products  underwritten  and  sold,  and  services  provided,  by  the  subsidiaries  of  UnumProvident  Corporarion.  Not  all  companies  do  business  in 
diaions.  In  New  York,  insurance  products  are  offered  by  First  Unum  Life  Insurance  Company,  Provident  Life  and  Casualty  Insurance  Company  and  The  Paul  Revere  Life  Insurance  Company    PA-019 
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shape  both  the  PC  and  consumer  electronics  industries.  At  its 
center  is  a  superfast  microprocessor,  dubbed  the  Cell,  that  will 
go  into  a  wide  variety  of  Sony  products,  including  PCs,  PDAs, 
and  the  PlayStation  update,  PS3,  which  will  be  a  home  en- 
tertainment hub  for  downloading  and  storing  movies,  games, 
music,  and  data.  The  chip  will  enable  zippy  networking  and  in- 
teractive games  vdth  gi'aphics  as  stunning  as  those  in  the 
movie  TJie  Matrix,  says  Kutaragi.  If  Kutaragi  places  Sony  in 
the  center  of  the  e-home,  there's  a  good  chance  he'll  end  up 
running  the  entire  company. 

Up-and-Comers 

MARK  GOLDSTON  United  Online 

Normally,  two  wTongs  don't  make 
a  right.  But  they  do  for  Mark  R. 
Goldston.  In  2001,  the  48-year-old 
eternal  optimist  merged  NetZero 
and  Juno — two  providers  of  free  In- 
ternet service  that  never  earned  a 
penny  between  them — and  prom- 
ised a  skeptical  Wall  Street  he'd 
make  the  marriage  profitable.  Well, 
he  has  done  just  that.  In  the  fiscal 
year  ended  June,  2003,  United  Online  racked  up  a  $27.8  mil- 
lion profit  as  sales  jumped  66%,  to  $277.3  million. 

Goldston  has  proved  that  it's  possible  to  create  a  successful 
Net  service  for  the  masses  that's  both  dependable  and  su- 
percheap.  United's  $9.95  monthly  charge,  less  than  half  Amer- 
ica Online's  rate,  not  only  is  drawing  customers  away  from  the 
big  brands  but  it's  also  attracting  first-time  Net  surfers  who 
couldn't  afford  a  premium  price.  Gk)ldston  is  well  on  his  way  to 
creating  the  Southwest  Airlines  of  the  World  Wide  Web. 

JIM  RAMO  Movietink 


The  movie  industry  might  like  sequels,  but  few  studio 
moguls  want  a  reprise  of  the  music  business'  horror 
flick.  Call  it  The  Download  from  Hell.  Music  labels 
saw  sales  plummet  by  7%  last  year  as  pirates  down- 
loaded songs  for  free.  To  avoid  a  repeat  in  their  in- 
dustry, the  major  studios  called  upon  Jim  Ramo,  a  56- 
year-old  former  cable  exec,  to  run  their  film  download 
site.  Ramo  got  out  ahead  of  the  pirates  by  launch- 
ing Movielink  last  November  with  five  partners — 
Paramount,  Universal,  mgm,  Warner  Broth- 
ers,     and      Sony — and 
recently  added  Disney 
flicks. 

Ramo  offers  movies  for 
$2.95  to  $4.99  a  pop, 
rather  than  monthly 
fees  as  the  music 
biz  did  origi- 


nally. He  hopes  to  beat  the  ripoffe  with  discounts  to  college 
and  new  technology  that  speeds  downloads.  "We're  offerini 
tied  water  in  a  w^orld  w^here  water  comes  fi"om  the  tap 
saA(s.  Keep  adding  hit  films  to  the  roster,  and  it  could  be 
known  as  The  Web  Site  That  Saved  Hollywood. 

CHARLES  ZHANG  Sohu.com 


Lots  of  CEOS  say  theyTl  go  the 
mile  for  their  company.  Few  m 
more  literally  than  Charles  Z 
founder  and  chief  executive  of 
nese  portal  Sohu.com.  This  sp] 
Zhang,  38,  tagged  along  part  o 
way  when  a  Sohu-sponsored  1 
climbed  Mt.  Everest  and  sent 
tures  back  to  the  Sohu  Web 
"We  achieved  something  that 
man  beings  never  did,"  he  says.  ; 

For  Zhang,  the  Everest  stunt  was  just  the  latest  effoi 
popularize  the  Internet  in  China,  where  only  about  15%  oj 
urban  population  has  Net  access.  He's  an  inspiration  for 
site  operators  across  the  developing  world  who  face 
hurdles  to  wan  over  the  masses.  "People  perceived  the 
temet  as  something  too  technical,"  says  Zhang.  Thanks  tc 
high-profile  exploits,  he  says,  "people  who  know  not] 
about  computers  now  realize  they  can  make  life  so  intei 
ing."  Zhang  attracts  20  million  users  a  day,  a  big  chun 
China's  68  million-person  Net  community,  and  it's  profiti 
helping  to  send  the  stock  soaring  in  the  past  year. 

Now,  Zhang  is  putting  his  hiking  boots  back  on  for  an 
er  Sohu  promotion,  a  trek  up  a  Tibetan  holy  mountain.  W 
ever  it  takes  to  glamorize  the  Net,  he's  ready  to  do  it. 


JOE  FEDELE  FreshDirect 


Grocery  shopping  over  the  Net 
looked  like  an  idea  that  got  buried  in 
the  dot-com  rubble.  Nothing  seemed 
to  prove  that  more  than  the  collapse 
of  Webvan,  the  Foster  City  (Calif.) 
upstart  that  raised  $1  billion  only 
to  shut  down  in  July,  2001. 

Now,  how^ever,  Joe  Fedele  is 

rekindling  hopes  that  people 

across  the  country  will  be 

able  to  stock  their  refrigerators  without  darke: 

grocery's  doors.  Armed  with  $100  million,  Fedele, 

launched  FreshDirect  in  Manhattan  last  Septemi] 

Next  up  is  expanding  into  the  outer  boroughs 

within  three  to  five  years,  opening  operations 

Atlanta,  Boston,  and  Chicago. 

He  says  business  is  booming.  While  the  pnvi 

company's  finances  aren't  publicly  available.  Feci 

says  FreshDirect  is  on  track  to  take  in  $90  million  in  r 

enues  this  year  and  post  a  profit  in  four  to  five  months. ' 

early  success  is  due  partly  to  Fedele's  expertise  a| 

former  co-owner  of  Fairway  Uptown,  a  low-cost,  hi 

end  grocery.  FreshDirect  also  deals  directly  with  p 

ducers  and  makes  much  of  its  food  to  order,  aUow 

it  to  undercut  rivals  by  up  to  25%.  "We  took  the  I 

model  and  brought  it  to  the  grocery  business,"  Fed 

says.  Nothing  like  learning  from  the  success — ^and  n 

;es — of  others. 
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No  matter  the  work  environment,  now  there's  an 

intelligent  flat-panel  monitor  for  users  everywhere. 

Introducing  the  new  NEC  MultiSync®  60  Series  LCD  monitors.  Intelligence,  performance  and  value  make  them 
the  right  choice  anywhere.  Only  from  the  leading  brand  of  stand-alone  flat-panel  monitors.  The  work  may  be 

different,  but  that  doesn't  mean  users  can't  all  benefit  from  the  clarity,  precision  and  smart  design  of  our  most 
versatile  line  of  flat-panel  monitors. 

The  60  Series  has  something  for  everyone.  Just  choose  the  model  with  the  intelligent  features  you  need.  Like 
NEC's  Rapid  Response™  technology  for  lifelike  full-motion  video  display.  No-Touch  Auto  Adjust™  for  optimal 
display  settings  upon  initial  power-up.  Or  an  integrated  DDC/CI  function  with  NaViSet™  Administrator  software 
for  easy  LAN-based  remote  diagnostics,  control  and  asset  tracking. 

Ergonomic  cabinet  design,  thin  frames  and  choice  of  cabinet  colors  help  the  monitors  fit  into 
virtually  any  workspace,  while  adherence  to  ISO  13406-2  specs  provides  you  with  the  assurance 
of  quality  What's  more,  cable  management  prevents  wire  clutter  while  minimal  energy 
consumption  and  a  vacation  switch  that  completely  shuts  down  the  monitor's  power 
mean  a  lower  total  cost  of  ownership.  Pretty  smart,  huh? 

Learn  more  at  www.necmitsubishi.com/intelligent  or  call  888-NEC-MITS. 
SEE  mOQEl" 


NEC  MultiSync  monitors. 

Bright  outside.  Brilliant  inside. 


Smart  technologies 

Model 

15DOV+ 

1560NX 

1560M 

1760V 

1760NX 

1760VM 

1860NX 

^ 

Rapid  Response 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Thin  Frame 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

NaViSet  (DDC/CI) 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

No  Touch  Auto  Adjust 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Integration  Capable 

Yes 

Yes 

No 

Yes 

Yes 

No 

Yes 

LiquidView^"  Software 

No 

No 

No 

Yes 

Yes 

Yes 

No 

Multimedia 

No 

No 

Yes 

No 

No 

Yes 

No 

Vacation  Switch 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Cable  Management 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Input  Interface  Connectors 

VGA 

DVI-D 
&VGA 

DVI-D 
&VGA 

VGA 

DVI-D 
&VGA 

DVI-D 
&VGA 

DVI-D 
&VGA 

J 

NEC  ranked  as  the  'l  best-selling  stand-alone  LCD  monitor  brand  according  to  the  ISuppll/Stanford  Resources'  Flat 
Panel  Monitrak'  Quarterly  Report,  Ql  '03.  See  More,  Rapid  Response,  No  Touch  Auto  Adjust.  NaViSet  and  LiquidView 
are  trademarks,  and  MultiSync  is  a  registered  trademark  of  NEC-Mitsubishi  Electronics  Display  of  America.  Inc. 
©2003  NEC-Mitsubishi  Electronics  Display  of  America,  Inc.  All  rights  reserved.  Simulated  images  in  monitors. 


NEC/MITSUBISHI 

NEC-MITSUBISHI  ELECTRONICS  DISPLAY 


Derrick  Warren,  IBM  variable  cost  guru,  retail  industry 
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Hungry  frogs  and  variable  costs. 

Rana  clamitans.  The  common  green  frog?  Or  on  demand  business  case 
study?  In  a  single  summer,  this  three-inch  carnivore  devours  almost 
10,000  flies.  It's  his  opportunity.  His  seasonal  spike.  And  he  jumps  on  it. 

Odds  are,  you  could  use  a  little  amphibious  instinct.  That  ability  to  quickly 
leap  out  of  hibernation  and  into  your  high  season.  Or  to  adjust  to  a  change 
in  supply  or  demand.  Or  customer  preference.  Or  a  new  trend.  Day  to  day, 
opportunities  change.  Needs  vary.  So  should  your  business. 

You  don't  want  to  pay  year-round  for  resources  you  need  only  during  the 
rush.  Paying  for  what  you  need  only  when  you  need  it  is  on  demand 
business.  And  it  goes  way  beyond  IT.  It's  about  viewing  every  bit  of  your 
cost  structure  as  potentially  variable.  Potentially  more  efficient. 

The  frog  knows:  When  the  flies  are  out,  chase  flies.  When  they  aren't,  don't. 

On  demand  business  starts  with  on  demand  thinking. 

We  have  180,000  experts  who  can  help  you  make  your  business  more 
variable.  With  the  business  expertise  to  see  possibilities  and  the 
IT  capabilities  to  deliver  on  them,  IBM  can  bring  more  flexibility  to  your 
business,  your  technology  and  your  culture.  On  demand  business. 
Get  there  with  on  demand  people.  Call  800  IBM  7080  (ask  for  thinking) 
or  visit  ibm.com/services/thinking 


Can  you  see  it? 


IBM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©2003  IBM  Corp.  All  rights  reserved. 


elevate 


"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are 
the  words  that  come  in  the  beginning,  only  to  be  proven  wrong  ii. 
the  end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 
yield  the  best  opportunitjes.    So,  where  others  see  an  obstacle. 


we  see  a  chance  to  elevate. 
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ConocoPhillips 

elevate 


conocophillips.com 
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JNDS138 

Jlosed-End 
lonundrum 

9OD140 

J^ew  Tastes 
a  Cheese 

liRKER144 

•creening  for 
)ividends 


MAKING  LIFE  RICHER 


Active  or 
Passive 

The  Debate  Over 
Investment  Style 

Heats  Up 
Page  134 


j» 


Budget 


Budget  Friendly  because... 


•Very  Low  Cost  of  Ownership 


Desktop  Color  & 
B&WPrinters 
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Versatile 
Multifunctional 
Copiers/Printers 


•Industry's  Best  Warranty 


High-Speed 
Departmental  Printing 


•Outstanding  Reliability 


•Reduced  Consumable  Waste 


•Flexible  Financing  Options 


13  r 
ilR 

h 
Document  solutions  so  ^r 

cost  effective,  they'll  m  |j„; 

you  smile.  "p^ 

(85 

The  finance  department  faces  enou^  i^t 
tough  decisions.  Kyocera  Mita  is  pie:  ^ 
to  present  you  with  a  "No  Brainer." 


From  a  total  cost  of  otmership  pou 
view,  Kyocera  Mita  is  the  hands  do 
industry  leader. 


TE 
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Look  at  it  any  way  you  want: 
performance,  ease  of  use,  network 
simplicit)',  warranty,  consumable  expL 
or  financing  options.  Kyocera  Mita  n  ti 
more  financial  sense  than  any  other 
choice.  Maybe  that's  why  we're  maki 
many  friends  in  the  financial  departi 
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Make  us  your  new  friend. 
Visit:  www.kyoceramita.com/us 
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The  New  Value  Frontie 

:g  KUDCERE 
mita 


KYOCERA  MITA  CORPORATION       KYOCERA  MITA  AMERICA,  INC. 

©2003  KYOCERA  MITA  CORPORATION  AND  KYOCERA  MITA  AMERICA,  INC.  "PEOPLE  FRIENDLY"  AND  ALL  ELEMENTS  OF  THE  KYOCERA  MITA  LOGO  ARE  THE  TRADEMARKS  OF  KYOCERA  MITA. 


RTHE 
NS-HAPPY 

buffs  are  calling  it  the 
ra  of  the  year.  Canon's 
al  Rebel  (EOS 

»  is  the  first  digital 
lens-reflex  camera 
-'  $1,000 — and  it  can  use 
Menses  Canon  has 
oped  for  its  film  SLR 
ras.  The  six-megapixel 
tra  body  goes  for  $899, 
p9ina  kit  that  includes  a 
18-to-55-mm  zoom  lens. 


The  next  time  you  book  a 
hotel  reservation  for  a 
business  trip,  wouldn't  it  be 
nice  to  see  what  your  fellow 
business  travelers  think 
about  the  accommodations? 
That's  the  goal  of  our  Best 
Business  Hotels  survey.  To 
share  your  thoughts,  log  on  to 
BusinessWeek  Online 
(www.businessweek.com/go/ 
hotelsurvey),  complete  the 
Best  Business  Hotel 
survey,  and  you  may  win 
a  two-piece  set  of  Tumi 
luggage. 


TIREMENT 


IFTY  CALCULATOR 
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iw  much  should  I  save  for  retirement?" 
robably  one  of  the  most  often-asked 
stions  of  financial  advisers.  T.  Rowe  Price  has  come  up 
1  a  table  that  shows  the  percentage  of  your  salary  you 
uld  be  saving  based  on  your  age  and  how  much  you 
e  already  socked  away.  For  example,  if  you're  35  and 
e  set  aside  one  times  your  salary,  you  need  to  be  saving 
a  year  from  now  until  you  retire  at  age  65. 

MUCH  OF  YOUR  SALARY  YOU'VE  ALREADY  SAVED 


0             0.5x 

1x 

2x 

2.5x 

3x 

%  OF  YOUR  ANNUAL  SALARY  YOU  SHOULD  BE  SAVING 

11%            8% 

5% 

0% 

0% 

0% 

14             11 

8 

3 

0 

0 

19             15 

12 

6 

3 

0 

26            22 

19 

12 

8 

5 

38            34 

30 

21 

17 

13 

64            58 

52 

40 

34 

28 

les  3%  inflation  rate,  7%  rate  of  return,  retirement  age  of  65,  and  70%  of  pre-retirement  income 
aced.  Portfolio  consists  of  60%  stocks,  30%  bonds,  and  10%  cash. 

Data:  T.  Rowe  Price 


CURRENCIES 


China  Play 


M 


ANY  FOREIGN-EXCHANGE  experts  are  betting 
that  China  will  buckle  under  U.  S.  pressure  and  al- 
low its  currency  to  rise  against  the  doUar  by  3%  to 
10%.  Here's  a  way  to  cash  in:  Open  an  FDic-insured 
money  market  account  that  reflects  the  value  of 
the  Chinese  renminbi  (also  called  yuan)  at  online  bank  Everbank 
(everbank.com).  If  you  invest  the  minimum  $10,000  and  the 
currency  appreciates  by  10%,  for  example,  you'll  earn  $1,000. 
Of  course,  if  China  devalues,  you'll  lose  money. 

This  is  no  ordinary  account.  Because  China  imposes  strict 
controls  on  trading  in  renminbi,  an  oflBcial  at  China's  State  Ad- 
ministration of  Foreign  Exchange  says  it  needs  more  infor- 
mation before  it  can  assess  the  accounts'  legality.  Everbank 
president  Frank  Trotter  says  that's  not  a  concern.  Everbank, 
he  says,  operates  under  U.S.  law.  Moreover,  it  never  actually 
purchases  renminbi.  Instead,  it  buys  forward  contracts  from 
other  U.  S.  banks  that  are  denominated  in  dollars  but  tied  to 
the  renminbi.  As  a  result,  when  you  cash  out,  you'll  receive  dol- 
lars— not  renminbi.  You'll  also  get  interest,  albeit  not  much:  lb- 
day's  rate  is  0.5%.  Anne  Tergesen 
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Should  Ifeu  TinM 

The  Market? 

It  all  depends  on  how  you  think  the  market  works.  But  it's  easy  to  get  your 
timing  wrong,  so  don't  stray  far  from  your  target  mix.  BY  PETER  COY 


THE  BEAR  market 
turned  buy-and-hold 
investors  into  hem- 
and-haw  investors. 
People  who  bailed 
out  are  agonizing 
over  whether  the 
time  is  right  to 
jump  back  in.  In 
other  words,  they're  trying  to  time  the 
market — just  what  they  used  to  vow 
they  would  never  do. 

Does  it  make  sense  to  time  the  mar- 
ket, or  are  you  better  off  adhering  to 
your  target  mix  of  assets — say,  60% 
stocks,  30%  bonds,  and  10%  cash?  New 
research  has  brought  fresh  economic 
insight  to  the  issue.  The  bottom 
line:  Ordinary  investors  proba- 
bly can  come  out  a  little  bit 
ahead  by  timing  the  mar- 
ket. But  it's  easy  to 
get     your     timing 
wrong,   so   don't 
stray  far  from 
your  target. 

One  of  the 
most  respect- 
ed    academic 
proponents    of 
cautious  market 
timing  is  John  Y. 
Campbell,  an  econo 
mist  at  Harvard  Univer- 
sity and  a  managing  partner 
of  Arrowstreet   Capital   LP  in 
Cambridge,  Mass.,  which  manages 
$4  billion  of  international  stocks  for  pen- 
sion funds  and  endowments. 

To  make  his  case  for  market  timing, 
Campbell  di\ades  people  into  two  camps: 
those  who  believe  that  stock  prices 
move  in  a  random  walk,  and  those  who 
believe  that  they  revert  to  the  mean.  If 
the  random  walkers  are  right,  then 
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stocks  aren't  a  safe  long-term  in 

ment,  because  the  range  of  possibk 

comes  rapidly  widens  over  time. 

say  that,  in  any  given  year,  stock 

go  up  or  down  randomly  by  as  ) 

as  25%.  After  one  year,  your  $100 

turn  into  a  maximum  of  $125  or  a 

imimti  of  $75.  But  if  you  left  the  m 

for  20  years,  it  could  grow  to  as  i 

as  $8,670  or  shrink  to  as  little  as  S 

That's  why  most  people  who  i 

cate  stocks  as  a  long-term  investi 


YES 


Stock 
prices  fluctuate 
but  tend  to  reve 
to  their  long- 
term  growth 
trend.  So  it 
makes  sense  to 
cut  back  when 
they  seem 
overpriced  and 
buy  extra  when 
they  seem 
underpriced 

JOHN  Y.  CAMPBELL 

reject  the  random  walk.  Inst 

they  believe  in  mean  revers 

where  the  range  of  likely 

comes  widens  much  more  s 

ly.  Mean  reversion  says 

if  price-earnings  ratios  1 

gotten  way  above  average 

in   the    1990s),   their 
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move  is  likely  to  be  down  (as  in  the 
2000s).  Think  of  it  this  way:  An  imagi- 
nary mean-reverting  coin  that  came  up 
tails  nine  times  in  a  row  would  probably 
come  up  heads  on  the  10th  throw, 
whereas  an  ordinary,  random- walk  coin 
has  a  50%  chance  of  coming  up  tails 
yet  again. 

MIND-BOGGUNG 

Assuming  that  mean  reversion  holds, 
you  should  be  able  to  profit  by  buying 
when  stocks  are  low  and  selling  when 
they're  high.  Yet  pure  buy-and-holders 
don't  do  that.  Campbell  argues  that 
their  disbelief  in  the  potential  for  mar- 
ket timing  is  "logically  inconsistent"  with 
their  behef  that  mean  reversion  makes 
stocks  safe  for  the  long  run. 

The  theoretical  potential  of  market 
timing  is  mind-boggling.  Economist  An- 
drew W.  Lo  of  Massachusetts  Institute 
of  Technology  calculates  that  someone 
who  invested  all  his  money  in  either 
the  Standard  &  Poor's  500-stock  index 
or  Treasury  bills,  somehow  correctly 
picking  each  month  the  one  that  would 
go  up  the  most,  would  have  turned 
$1,000  in  1926  into  $14  triUion  in  2002. 

That,  of  course,  would  have  required 
faultless  foresight.  Campbell  advocates 
something  more  modest:  "aggressive  re- 
balancing." For  in- 
stance, if  your  tar- 
get is  60%  stocks 
and  a  bull  market 
raises  stocks'  share 
to  80%,  consider 
selling  stocks  to 
bring  the  allocation 
down  to,  say,  50%. 
Just  don't  overdo 
it.  "Strategic  mar- 
ket timing  should 
be  done  cautiously," 
says  Campbell,  "be- 
cause people  are 
likely  to  mess  it 
up." 

Campbell  may 
seem  diffident,  but 
he's  a  bull  on 
market  timing 
compared  with 
Wharton      School 

economist  Jeremy  J.  Siegel,  author  of 
Stocks  for  the  Long  Run.  True,  Siegel 
wrote  a  prescient  op-ed  piece,  "Big- 
Cap  Tech  Stocks  Are  a  Sucker  Bet" 
that  ran  in  The  Wall  Street  Journal 
on  Mar.  14,  2000,  virtually  the  bull 
market's  peak.  Even  though  he  nailed 
that  one,  Siegel  says,  "once  you  open 
the  door  to  market  timing,  unless 
you're  extraordinarily  disciplined,  you 
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Memo  to  investors  who  bailed  out  of  stocks:  Get  bj 
in-not  because  the  time  is  ideal,  but  because  you'i 
probably  below  your  target  allocation  on  equities 


often  get  it  exactly  wrong."  Burton  G. 
Malkiel,  author  of  A  Random  Walk 
Doum  Wall  Street,  points  out  that  mu- 
tual funds  tend  to  sit  on  the  largest 
amount  of  cash  when  stock  markets 
are  at  their  bottoms  and  the  least 
when  they're  at  their  tops — ^the  oppo- 
site of  what  they  should  do. 

People  who  do  beheve  in  active  man- 
agement have  long  regarded  market 
timing  as  a  better  choice  than  stock- 
picking.  That  goes  back  to  a  1986  paper 


Smart 
investors  can 
get  better 
results  bv 
picking  stocks 
than  by 
timing  the 
market. 
Others  would 
be  better 
off  sitting 
tight 

MARK  KRITZMAN 


by  a  group  led  by  Gary  P.  Brinsc 
of  Chicago's  gp  Brinson  Investl 
Remember  that  market  timing  f 
other  name  for  asset-allocation 
because  the  way  you  time  market! 
periodically  changing  your  mix  [ 
sets  between  stocks,  bonds,  ami 
The  Brinson  team  famously  conl 
that  the  balance  of  asset  classes— I 
than  the  choice  of  stocks — accoun  I 
94%  of  the  variation  in  mutual  fui| 
tal  returns  over  time. 

A  new  study  shows  that  the' 
of  asset  allocation — ^i.e.,  market  ti 
isn't  as  potent  as  the  Brinson  pa|:| 
phed.  Stock-picking  is  a  more 
method  of  active  management,  sa\ 
research  by  Mark  Kritzman,  maa 
partner  of  Windham  Capital  My 
ment  Boston  LLC,  and  Sebastien  Pi 
senior  associate  at  State  Street  A 
ates.  But  Kritzman  and  Page  doi| 
investors  to  ditch  their  index  fund 
instead  pick  stocks.  While  stock-pl 
can  produce  higher  highs  than  asi 
location,  it  can  also  produce  lowerl 
So  if  you  aren't  highly  skilled,  Krij 
says,  you'll  probably  do  more 
by  toying  with  stock  selectioi 
K^  you  would  by  tinkering  witl 
asset  allocation. 

The  upshot:  Active  ii 

^\\   ing  through  cautious  re; 

tion   of  assets   might 

juice  to  your  returns 

it's  no  substitute  fo 

basics,  like  setting 

sible   target  asset 

and  keeping  inv( 

costs  low.  Both 

man   and   Can^ 

put  a  lot  of 

OA^Ti    money 

plain-vanilla 

funds. 

Memo     to 

vestors  who 

out  of  stocks 

back  in.  Not  be 

this  is  an  ideal 

to  invest — whc 

be   sure  of  th 

but   because 

probably  under 

target     allocatior 

stocks.  And  for  mc 

us,  sticking  to  the  p 

the  biggest  factor  i| 

vesting  success. 


Biometrics  brings  the  highest 
level  of  security  within  reach. 


Security  &  Safety 

Proven  Source.  Proven  Solutions. 


HandKeyill 


IR's  Recognition  Systems'  HandKey*  HandReader  is  the  proven,  cost-effective 
biometric  that  outdates  all  other  access  control  systems.  In  less  than  a  second, 
the  HandReader  measures  the  unique  shape  of  a  user's  hand,  providing 
positive  identification  and  unparalleled  accuracy  to  grant  or  deny  access. 
IR's  Recognition  Systems  biometric  HandReaders  protect  thousands  of 
high-security  facilities  like  San  Francisco  International  Airport  and  U.S. 
nuclear  power  plants. 

IR  Security  &  Safety,  known  for  more  than  75  years  for  its  leading  brands,  is  the 
only  company  that  offers  the  full  spectrum  of  key  management,  from  mechanical 
and  patented  key  systems  to  electronic  key  control,  biometrics  and  software 
network  integration. 


n.  ^^JV 

(m/ Recognition  Systems"" 


An(m)|lig0rsollflanii  business 


To  learn  more  about  IR  Security  &  Safety  solutions,  visit  irsecurityandsafety.com 
or  call  1-877-840-3621  to  contact  one  of  our  22  Security  &  Safety  Consultant'*'  offices. 


=  2003  INGERSOLL-RANO 


iHLAGE  •VOIM  DUPRIN  •  LCN  -RSI*  IIMTERFLEX  •  ETC 


T 


BusinessWeek  Investor  FUNDS 


Closed-Ends:  The 
Window  Is  Closing 

Their  heavy  reliance  on  bonds  maices  them  risky 
when  rates  are  rising.  BY  IAN  KATZ 


C 


Y 


OU  COULD  call 
it  the  year  of  the 
closed-end  fund. 
In  2003  so  far,  33 
new  funds  have 
raised  $20.6  bil- 
lion in  initial 
public  offerings, 
topping  a  previ- 
ous record  of  $18.5  billion  for  all  of  1993. 
Rights  offerings,  which  allow  current 
holders  of  a  fund  to  buy  new,  often  dis- 
counted shares,  are  being  issued  at  their 
fastest  pace  in  at  least  five  years. 

The  funds  have  been  attractive  to  in- 
vestors craving  higher  yields,  and  in- 
deed, the  average  return  of  the  570 
closed-end  funds  now  trading  is  up  5.1% 
this  year.  Unlike  mutual  funds,  which 
make  new  shares  available  when  in- 
vestors want  to  buy  and  redeem  when 
they  sell,  closed-end  funds  issue  a  fixed 
number  of  shares  that  trade  on  a  stock 
exchange.  Depending  on  demand,  closed- 
end  funds  trade  at  a  price  higher  or 
lower  than  their  net  asset  value  (nay), 
the  value  of  the  securities  owned  by 
the  fund.  But  if  you're  just  now  thinking 
of  buying  a  closed-end  fund,  this  may  be 


a  case  of  the  party  ending  before  the  fi- 
nal guests  arrive. 

The  reason:  Most  of  the  funds,  in- 
cluding nearly  all  the  recent  issues,  are 
leveraged  funds  holding  bonds,  which 
perform  best  when  interest  rates  are 
falling  or  flat.  As  rates  creep  up,  bond 
prices  drop,  punishing  the  funds'  nays. 

The  leveraged  funds,  which  borrow 
money  at  low,  short-term  rates  and  in- 
vest it  at  higher,  long-term  rates,  can  of- 
fer yields  reaching  10%.  The  problem  is 
that  rising  rates  might  prompt  funds 
to  reduce  leverage  by  seUing  assets, 
which  could  cut  the  dividends. 

Some  fear  is  already  setting  in. 
Muni  funds,  which  account  for 
about  half  of  all  closed-end 
funds,  have  fallen  6.4%  since 
mid-June  and  are  up  just  3%       " 
for  the  year.  "People  who  buy  lever- 
aged bond  funds  coxUd  lose  a  third  of 
their  money  in  the  next  five  years," 
warns  Thomas  Herzfeld,  whose  Miami 
firm  specializes  in  closed-end  funds.  Also 
avoid  funds  trading  at  large  premiums 
over  their  nays,  such  as  dnp  Select  In- 
come, which  invests  in  public  utility 
stocks  and  debt  (table). 


Closed-End  Funds:  Picks  and  Pans 


WORTH  A  LOOK... 

FUND/SYMBOL 

MBIA  Cap:    'Claymore  Managed  Duration  MZF 

insured,  tilgh-quality  bond  fund  managed  by  savvy  Ciaymore  Securities 

Federated  Pret-nier  intermediate  IVIuni.  Income  FPT 

The  l<ey  word  is  intermediate.  Less  risky  than  long-term  bonds 

Preferred  income  OprcrtunityPFO 

Flaherty  &  Crumrine  shines  among  preferred-stock  fund  managers 

...BEST  TO  AVOID 

DNP  Select  IncomaONP 

A  leveraged  fund  trading  at  a  pricey  41%  premium  to  net  asset  value 

Gabelli  Utility  Trust  GUT 

Trading  at  premium  of  28%.  Dividend  could  be  ripe  for  trimming 

Putnam  High-Yield  Municipal  PYM 
Underperforming  in  a  peer  group  of  gainers 

NA  =  Not  available 


PRICE        CURRENT  YIELD 
$15.00  NA 


5.7% 


7.0 


13.76 


12.44 


10.56  7.4% 

8.16  8.8 

6.85  6.7 

Data:  Upper  Inc.^  Thomson  Financial 


O.K.,  never  mind  buying — is  it 
to  sell?  Maybe.  First,  says  Don 
sidy,  a  senior  research  analyst  at  L 
check  how  exposed  the  fund  and 
entire  portfolio  are  to  rising  rates, 
want  to  know  the  average  maturij 
the  bonds  in  the  fund  and,  if  applic! 
the  amount  of  leverage  it  has.  A  1 
age-to-asset  ratio  of  more  than 
should  raise  a  red  flag.  You  can 
that  out  from  the  fund — or  from  a 
dustry  site,  closed-endfunds.com. 
longer  the  maturities,  and  the  grt 
the  leverage,  the  greater  the  rii 
rates  rise.  "If  you  can't  stand  sm 
up  and  down  of  10%,  you  shouldn't  1 
the  leveraged  closed-end  pool,"  says 
chovia  Securities  analyst  Mariana  E 

It's  important  to  examine  the  ma 
of  the  fund's  borrowings.  Amy  Haw 
director  of  closed-end-fund  researc 
Raymond  James  &  Associates 
funds  that  have  locked  in  their  bor 
ing  costs  at  low  rates,  making  them 
vulnerable  if  rates  head  upward, 
look  for  funds  with  cash  cushions; 
will  be  less  likely  to  cut  dividends. 

The  high  yields  offered  by  lever; 
closed-end  bond  funds  are  tempting, 
as  interest  rates  climb,  you  migh 
better  off  sitting  on  the  sidelines. 


II 
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millions  off  customers  such  a  large 
selection  and  such  low  prices? 
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providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stories, 
call  toll  free  1  866  270  5740  or  visit  our  Web  site. 

www.sas.com/amazon 


The  Power  to  Know. 


Gsas 


com  and  the  Amazon.com  logo  are  registered  trademarks  of  Amazon.com.  Inc  SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademartts  of  SAS  Institute  Inc  in  the  USA  and 
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New^V^ys  to 
Say  Cheese 

You'll  find  a  growing  selection  of  the  handmade  kind  at  green 
markets,  on  the  Net,  and  even  at  the  local  grocer.  BY  JANE  BLACK 


wice  a  month  at  New  York's 
Artisanal  Cheese  Center,  two 
dozen  food  fanciers  pack  a 
gleaming-  classroom  for 
Cheese  &  Wine  101.  In  front 
of  each  student  are  four  mne 
glasses  and  an  immense  plate  of  aromatic 
cheeses,  including  perhaps  a  Hoja  Santa,  a 
spicy  Tfexas  goat  cheese  laced  with  coriander, 
or  a  nutty  Comte  from  the  Jura  Mountains 
in  Smtzerland. 

Students  come  to  get  an  overview  of  cheese 
types,  textures,  and  flavors  and  to  learn  to 
match  cheeses  with  the  wines  that  best  suit 

them.  They've  come  to  the  right  guy:  Their  teacher,  Max 
McCalman,  maitre  fromager  at  New  York's  celebrated 
restaiarant  Picholine  and  dean  of  curriculum  at  the  center,  is 
on  a  self-proclaimed  mission  to  get  cheese  "the  respect  it 
deserves." 

Perfect  timing.  After  years  of  stomaching  processed  yellow 
substitutes  for  real  cheese,  Americans  can  find  a  huge  se- 
lection of  domestic  and  imported  handmade  kinds  at  farmers' 
markets,  on  the  Internet,  and  even  at  their  local  grocers.  The 
Artisanal  Cheese  Center,  which  opened  in  May  on  West 
37th  Street  and  10th  Avenue,  has  a  Web  site,  arti- 
sanalcheese.com,  that  sells  more  than  100  cheeses,  perfectly 
ripened  in  one  of  five  high-tech  caves.  They  range  from  $8  a 
pound  to  $32  a  pound. 

Americans'  newfound  interest  in  cheese  stems  in  part 
from  a  growing  desire  for  fresh,  natural,  locally  grown  foods, 
a  cause  long  championed  by  Alice  Waters  of  Chez  Panisse  in 
Berkeley,  Calif,  and  other  respected  chefs. 

The  trend  has  helped  dozens  of  small  U.  S.  dairies,  which 
have  discovered  that  $150  worth  of  milk  can  bring  in  $800  to 
$1,000  when  sold  as  cheese.  "Cheese  is  appealing  because  it's 


handcrafted  and,  like  wine,  unique 

to  the  farm  it  came  from,"  says 

Sue  Conley,  fovinder  of  the  Cowgirl 

Creamery  in  Point  Reyes,  Calif. 

Conley  turns  out  3,000  pounds  of 

the  stuff  each  week,  including  fresh 

cottage  cheese  for  $7.25  a  pound 

and  St.  Pat,  a  mellow,  buttery 

cheese  wrapped  in  nettle  leaves, 

for  $17.50  a  pound.  Conley  sells  to 

consumers   and   restaurants   via 

cowgirlcreamery.com  and  in  her 

new  store.  Artisan  Cheese,  in  San 

Francisco. 

With  so  many  new  cheeses  avail- 
able, how  do  you  know  where  to 

begin?  Aficionados  divide  cheeses 

into  goat,  sheep,  or  cow,  depending 

on  the  milk  used.   Within  each 

group  are  various  kinds  of  rinds, 

including  natural  rinds,  which  form 

as  the  cheese  is  exposed  to  air; 

bloomy  rinds,  the  soft  cases  found  on  Camembert  or  '. 

and  washed  rinds,  created  by  spraying  on  brine,  win*  ^) 

beer,  and  usually  fovmd  on  stinky  cheeses 

If  you're  not  a  connoisseur,  start  with  goat  chees 

might  surprise  you.  Many  people  think  of  it  as  the  soft 

nign,  bright-white  Montrachet  often  served  in  a  fancy  s 

along  with  a  bit  of  apple  and  some  walnuts.  But  goat  ch 
is  as  diverse  as  the  more  familiar  coVs  milk 
ety.  Taste  a  firm  Mont  St.  Francis,  from  Cap 


PERFECT  PAIRINGS 

The  sweetness  and  chalky  tex 
of  Bonde  de  Gatin( 
from  Loire  Valley, 
what  this  crisp  K 
Cellars  Sauvigno 
Blanc  demands 
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CHEESE  TIPS 

You'll  enjoy  cheese  more  if  you're 
smarter  about  buying,  serving, 
and  storing  it.  Rob  Kaufelt  of 
Murray's  Cheese  in  New  York  City 
offers  these  suggestions: 

■  BUY  FRESHLY  CUT  CHEESE. 
Cheese,  after  all,  is  alive  with 
bacteria,  molds,  and  other 
microt)es.  It  must  be  stored  appro- 
priately and  sold  when  ripe.  If  you 
buy  prepackaged  cheese,  beware 
of  chemical  additives,  preserva- 
tives, and  hydrogenated  oils. 

■  TASTE  BEFORE  YOU  BUY  IT. 
No  two  handmade  cheeses  are  the 
same.  Weather  and  seasonal 
rainfall  affect  the  flavor.  A  parme- 
san  made  in  the  spring  might  taste 
grassy,  a  winter  cheese  more  nutty. 

■  SERVE  AT  ROOM  TEMPERA- 
TURE. You  need  to  give  the  cheese 
time  to  develop  its  flavor. 

■  TO  STORE,  WRAP  IN  WAX 
PAPER  AND  COVER  Wim 
PLASTIC  WRAP  OR  FOIL.  Use 
new  paper  and  plastic  each  time 
you  open  it.  Fresh  cheeses,  such 
as  a  ricotta  or  chevre,  will  keep  five 
to  eight  days.  Aged  ones  like 
parmesan  or  Cheddar  can  be 
stored  for  a  month  or  more. 

PRICEY  IMPORTS  (From  left)  Spain's 
Valdeon  Blue  and  Switzerland's 
Vacherin  Fribourgeois,  Buche  des 
Causses,  and  Reblochon. 


U.  S.  but  offer  great  diversity 
in  texture  and  flavor.  Most 
widely  available  are  the 
pecorinos  {pecora  is  Italian 
for  "sheep").  These  aged 
cheeses,  which  vary  in  quali- 
ty, are  hard,  salty,  and 
hearty.  Pecorino  Toscano  hails 
from  Tuscany,  Romano  from 
Rome,  and  Sardo  from  Sar- 
dinia. Look  for  pecorinos  that 
have  been  aged  at  least  four 
months  and  check  labels  to 
make  sure  you're  buying 
pura  pecora,  or  pure  sheep's 
milk.  For  something  lighter, 
try  brin  d'amour,  a  soft, 
sweet  Corsican  cheese  coated 
with  fresh  thyme  and  rose- 
mary. It's  delicious  served 
with  summer  fruit  and  chilled 
white  vdne. 

Cows'-milk  cheese  includes 
everything  from  a  classic 
Double  Gloucester  Cheddar 
to  the  famous  Stilton  Blue, 
which  comes  from  Central 
England  and  is  often  called 
the  king  of  cheeses.  It's  hard 
to  recommend  just  a  few,  but 
here  are  some  that  are  a  cut 
above  what's  found  on  the 
average  dinner-party  cheese 
plate.  Cheddar  lovers  might 
sample  Llangloffan,  an  aged 
Welsh  cheese  similar  to  a 
classic  Cheshire.  It's  flaky 
vdthout  losing  its  buttery, 
luxurious  taste.  For  a  deca- 
dent treat,  nibble  Reblochon, 
a  smooth,  creamy  cheese  with 
a  75%  butterfat  content  and  a 


s  in  Greenville,  Ind.,  available  in  fine  shops  and  on 
Jty  Web  sites.  It's  a  strong  aged  cheese  with  a  pale  or- 
rind.  Or  try  a  hard,  fruity  chevre  noir  from  Quebec.  The 
vhite  paste  encased  in  signature  black  wax  is  slightly 
but  similar  to  a  full-flavored  cheddar.  If  you  still  pre- 
ontrachet,  trade  up  to  an  exquisite  French  Buche  des 
les.  This  cheese  has  a  bloomy  rind  and  a  fluffy,  mellow 
enter. 
Sheep's  milk  cheeses  are  the  least  well-known  in  the 


Grand  Vin  de  Leovilie  du  Marquis 
de  Las  Cases,  a  Bordeaux  with 
cedar  and  black  currant  notes, 
is  complemented 
by  a  hearty,  nutty 
Vacherin  Fribourgeois 
from  Switzerland 


bloomy  rind,  from  Alpine 
France.  McCalman  calls  Reblochon  the  "bacon  and  eggs"  of 
cheeses  because  of  a  subtle  eggy  flavor  in  the  milk  and  a  ba- 
con-like saltiness  in  the  final  product.  Even  those  who  think 
they  hate  blue  cheese  can  appreciate  a  tender,  rich  Bleu 
D'Auvergne  from  France.  The  taste  is  grassy  vnth  hints  of 
wildflowers.  Any  one  of  the  above  vdll  impress  your  guests 
and  perhaps  kindle  a  taste  for  cheese.  It's  one  more 
^  way,  as  Max  McCalman  likes  to  say,  to  "spread  the 
'    curd."  ■ 

The  floral,  milky  Durrus, 
from  County  Cork,  sets  off  the 
apricot  and  spice  notes  of  this 
ir«»,, A  >T  vv^    silky  Domaine 
Weinbach 
Alsatian 
Riesling 
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BusinessWeek  Investor  THE  WEB 


Eederal  Figures 
At  Your. 
Fingertips 

Profit  data,  career  information,  and  more  are 
just  a  mouse  click  away.  BY  JAMES  MEHRING 


THE  U.S.  govern- 
ment is  a  trove  of 
economic  statistics 
that  can  be  incredi- 
bly helpful — provid- 
ed you  know  how 
to  find  them.  Gov- 
ernment agencies 
keep  increasing  the 
amoimt  of  free  information  available  to 
the  public  over  the  Internet.  Below  are 
some  key  sites. 


■  BUREAU  OF  ECONOMIC 
ANALYSIS  bea.gov 

Topping  the  list  of  important 
data  that  the  bea  generates  is 
gross  domestic  product.  The 
Commerce  Dept.  also  calculates 
personal  income,  corporate  prof- 
its, and  the  current-account  bal- 
ance— a  quarterly  snapshot  of 
U.  S.  foreign  trade  and  financial 
transactions. 

With  the  economy  picking  up 
steam  and  the  stock  market 
barreling  ahead,  corporate  prof- 
it data  are  handy  for  seeing 
which  industries  are  perform- 
ing best.  Go  to  Interactive 
Data,  foimd  u-  the  menu  on  the 
left,  and  choose  the  National 
Income  &  Product  Accounts 
link.  There  are  many  nipa  ta- 
bles, so  it  is  easiest  to  use  the 
index  of  kej-words. 

■  BUREAU  OF  LABOR 
STATISTICS  www.bls.gov 

This  Labor  Dept.  site  covers  all 
aspects  of  the  labor  market,  as  is 
quickly  evident  from  the  clut- 
tered home  page.  Given  the  lousy 
job  market,  you  may  be  ponder- 
ing a  career  change  or  wondering 
which  jobs  will  be  in  demand 


when  your  children  graduate  from  col- 
lege. Click  on  Occupational  Outlook 
Handbook.  It's  under  both  Publications  & 
Research  Papers  and  Occupations.  Here 
you  can  find  detailed  summaries  on  a 
whole  spectrum  of  careers.  Scroll  down 
to  Employment  Projections  (right-hand 
column)  to  see  the  2000-2010  forecasts 
covering  the  entire  labor  market.  You 
don't  have  a  PhD  or  an  MBA?  The  BLS 
breaks  dowTi  job  trends  according  to  oth- 
er levels  of  education,  too. 

Are  you  in  charge  of  employee  bene- 
fits and  interested  to  see  how  your 
health  insurance  costs  compare  with  sim- 


k(n< 


ilar  businesses?  Take  a  look  at  tl 
ployer  Cost  for  Employee  Cor 
tion  report.  It's  a  quarterly  re^ 
wage  and  benefits  costs  by  industi 
company  size.  Gtet  there  by  cUcl 
the  Employment  Costs  link  und 
ther  the  Business  Costs  or  Wages] 
ings,  &  Benefits  headings.  The  re 
listed  under  Economic  News  Rel^ 

■  CENSUS  BUREAU  vmw.census. 
The  home  page  of  the  Commerce 
Census  Bureau  site  provides  e: 
cess  to  the  2000  census  figures 
data  can  be  useful  for  business  pi; 
Say  you  want  to  start  a  business 
ifornia  and  the  target  custome 
households  with  incomes  over  $ 
Click  on  the  American  FactFind 
on  the  left-hand  side  of  the  Census 
page.  At  the  FactFinder  page,  go 
Show  Me  menu.  Scroll  down  to  t 
come  and  Poverty  selection.  Next 
on  State — City  and  Town,  and  wh 
screen  refreshes,  select  California 
hit  Go.  Up  comes  a  table  with  n 
and  per  capita  incomes  for  even 
towns  in  California.  Detailed  incon 
ucation,  and  population  figures  foj 
vidual  cities  are  also  available 

■  FEDERAL  RESERVE 

federalreserve.gov 

Any  look  at  the  economy  wouldi 
complete  without  a  visit 
Fed.  If  you  want  to  know 
the  central  bank  sees  the  < 
my,  the  Beige  Book  is  a 
place  to  start.  The  report  c 
out  two  weeks  before  the  *'. 
gathers  to  discuss  monetar 
icy.  At  the  home  page,  jus 
lect  Monetary  Policy. 

The  Fed  also  tracks  a  pi 
ra  of  interest  rates.  LookL 
buy  a  house  before  rates  gi 
high?  Compare  the  best 
you  receive  with  the  weekl 
tional  average  reported  b. 
Fed.  Just  go  to  Economic 
search  &  Data,  and  click  oi 
statistics  link. 

If  you  are  trying  to  save 
ey  to  buy  a  house  or  get  o 
debt,  the  Fed  can  help  there 
The  Federal  Reserve  Bar 
Dallas  has  a  beginner's  g 
Building  Wealth,  on  how  to 
age  your  finances.  To  get  i 
select  the  Publications  &  E( 
tion  Resources  link.  The  int 
tive  site  lets  you  plan  a  mo) 
budget  or  create  an  invest) 
game  plan,  and  it  explains  he 
be  smart  about  debt. 
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perience  •  independence  •  discipline 


INVESTMENT    MANAGEMENT    EXCELLENCE 


L^ 


-  / 


Long-term  results, 

not  just  short-term  gains, 


At  T  Rowe  Price,  we've  helped  investors  reach  their  long-term  goals  with  a  consistent,  disciplined 
approach  for  over  65  years. 

Disciplined  investing  means  we  manage  mutual  funds  for  long-term  performance  by  intelligently 
balancing  risk  and  reward  instead  of  chasing  after  short-term  fads.  Our  investment  decisions 
are  made  by  experienced  teams  who  always  stay  true  to  each  fund's  investment  style.  And 
we  base  our  investment  choices  on  our  own  independent  analysis,  to  identify  opportunities 
that  represent  true  long-term  value  to  our  investors.  All  funds  are  subject  to  market  risk.  While 
results  will  vary  and  past  performance  cannot  guarantee  future  results,  we  believe  our  investment 
style  offers  the  best  opportunity  for  long-term  success. 

A  consistent,  disciplined  approach  to  investing.  It's  all  part  of  investment  management  excellence 
at  T  Rowe  Price.  Call  or  visit  our  Web  site  to  learn  more  about  the  investment  approach  of  over 
90  carefully  managed  T  Rowe  Price  funds. 


75% 


Over 
of  our  mutual 
funds  beat  their 
1-,  5",  and  10-year 
Lipper  averages ' 


TRoweFVice 


INVEST    WITH    CONFIDENCE 


For  more  inlormalion,  including  risks,  lees,  and  expenses,  request  a  lund  profile  or  prospectus:  read  it  careluliy  before  investing.  'Based  on  total  return.  82  ol  97. 58  of  73.  and  37  of  47 
I.  Rowe  Price  funds,  including  separate  share  classes,  oulperlormed  their  Lipper  averages  lor  the  I-  5-.  and  lO-year  periods  ended  5/30/03,  respectively,  (Source  ol  data-  Lipper  Inc.) 
I.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  FAMR06768 1 


BusinessWeek  Investor  THE  BARKER  PORTFOLIO 


AN  ANTIDOTE  FOR  INFLATION 
ANXIETY 


BY  ROBERT  BARKER  rb@businessweek.c 


IF  THE  THREAT  OF  FALLING  bond  prices  didn't 
scare  you  in  June,  it  should  now.  I  don't  say 
that  just  because  the  Lehman  Brothers  Ag- 
gregate Bond  Index  in  July  suffered  its  worst 
month  since  1981.  With  President  Bush  now 
making  it  plain  that  war  on  terror  means 
far  higher  government  spending,  budget 
deficits  are  inescapably  headed  up 

Megadeficits,  in  turn,  raise  the  specter  of  inflation, 
a  tempting  way  for  Uncle  Sam  to  ease  his  debt 
burden.  Anyone  who  lived  through  the  1970s  will 
recall  the  bond  market  welcomes  inflation  as 
much  as  pols  relish  tax  hikes  in  election  years. 

Given  this  growing  inflationary  danger,  it's  only 
prudent  to  consider  lightening  up  on  bonds.  Yet  if 
you  depend  on  interest  payments  from  bonds  to 
cover  part  of  your  hving  expenses,  you  will  need 
to  generate  income  from  your  portfolio  in  other  g 
ways.  Money-market  funds,  now  paying  less  than 
0.9%,  will  hardly  do.  So  I  decided  to  see  if  I  could  build  a 
portfoUo  of  steady,  dividend-rich  stocks.  With  a  hypothetical 
$500,000  to  put  to  work,  I  aimed  to  pick  a  diverse  group  of 
no  more  than  10  stocks  capable  of  generating  more  income 
after  taxes  than  intermediate-term  mvmicipal  notes  now  pay. 

First,  I  tiimed  to  a  Standard  &  Poor's  database  filled 
with  details  on  more  than  4,500  stocks.  With  it,  I  set  up  a 
computer  search  with  a  long  list  of  criteria.  To  survive  the 
first  cut,  a  company  had  to  have  reported  a  net  profit  over 
the  past  12  months  and  be  expected  by  Wall  Street  to  re- 
main profitable  this  year  and  next.  It  needed  to  have  posted 

DIVIDEND-PAYING  STOCKS: 
A  SHOPPING  UST 


COMPANY  (SYMBOL) 

PRICE* 

ANNUAL 
OIVIOEND 

DIVIDEND  DIVIDENDS  AS  A  % 
YIELD    OF  FREE  CASH  FLOW 

INDUSTRY 

Alexander  &  Baldwin  ALEX 

$29.02 

$0.90 

3.1% 

43% 

Shipping 

BellSouth  BLS 

25.50 

0.92 

3.6 

28 

Telecom 

ChevronTexaco  CVX 

72.75 

2.92 

4.0 

44 

Oil  &  Gas 

Fresh  Del  Monte  Pnxluce  mP 

26.51 

0.80 

3.0 

17 

Food 

Kellogg  K 

33.65 

1.012 

3.0 

62 

Food 

Marathon  Oil  MRO 

28.65 

1.00 

3.5 

30 

Oil  &  Gas 

NiSource  Nl 

19.22 

0.92 

4.8 

76 

Utilities 

Verizon  Communications  VZ 

35.03 

1.54 

4.4 

36 

Telecom 

•Sept.  15  closing  puces 

Data:  Company  reports,  Standard  &  Poor's,  i 

JusinessWeek 

as 


positive  cash  flo 
operations.    Als| 
quired  were  ai 
mum    stock    n 
capitalization 
billion  and,  to 
exchange-rate 
eign    tax   worn 
U.S.  domicile.  I  w 
well   to   see   that 
stock's  volatility  as  me; 
by  "beta,"  or  how  m 
stock  zigs  and  zags  re 
to  the  broad  market 
low.  All  this,  plus  a 
mum    3%    dividend 
drew  11  semifinahsts. 
Next,  I  looked  to  fii 
idence  that  the  div 
payments  are  secure 
applied  this  harsh 
No  company  could 
on  the  list  unless  its 
cash  flow — cash  flow  from  o 
tions  minus  capital  spending — over  the  past  year  was  h 
than  total  dividend  payments.  In  other  words,  I  only  w 
companies  whose  operations  created  enough  cash  to 
everything.  This  cut  chemical  giant  DuPont,  equipme 
nancer  gatx,  and  natviral  gas  distributor  Nicor. 

That  left  eight  solid  prospects  (table).  The  group's 
prices  have  fluctuated  on  average  half  as  much  as  tht 
500-stock  index.  Its  dividend  payments  account  for  4( 
aggregate  free  cash  flow,  and  the  eight  stocks  yield  a 
erage  of  3.7%.  Does  this  mean  a  dividend  cut  is  out  o 
question?  No.  Indiana-based  NiSource,  a  natural  gas  u 
in  July  said  that  in  November  its  annual  dividend 
would  fall  20%,  to  92(2  a  year,  to  bolster  its  credit  status 
bring  its  payout  ratio  in  line  with  peers.  Yet  others,  in 
ing  ChevronTexaco,  have  recently  raised  their  payout: 
still  others  may  do  so  soon.  BellSouth  looks  to  be  a  re: 
able  candidate  for  a  boost,  with  the  total  payout  now 
28%  of  free  cash  flow.  A  spokesman  told  me  BellSo 
dividend  has  been  under  review  since  new,  lower  tax  ] 
on  dividends  took  effect. 

Assume,  though,  that  these  eight  stocks  keep  yiel 
3.7%.  With  a  $500,000  portfoUo  and  after  a  15%  tax,  tha 
pUes  $15,725  in  annual  income.  The  same  money  in 
year,  AAA-rated  munis  paying  the  recent  2.6%  ave 
would  earn  $13,000.  Unhke  stock  dividends,  which  ust 
trend  up,  bond  yields  are  fixed.  Stocks  court  their  own  r 
But  with  inflation  lurking,  bond  investors  dependent  o 
terest  income  should  keep  an  open  mind  to  dividend-pa 
stocks'  higher  rewards. 


' 
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WE  USED  TO  DO 


EVERYTHING 


EXCEPT  PAYROLL 


^ 


NOW,  WE  JUST  DO 
EVERYTHING. 


m 

3 


More  than  half  of  all  Forturu  5W  companies  trfy  on  Hewitt  Associates'  industiy-leading 
thinldtig,  process,  and  technology  to  dependably  ddiver  a  wide  rariety  of  HR  services.  And 
now,  Hewiii  is  applying  nve  same  ni^i  stmdaras  w  payroll  services.  Wtticfr  itieans  wneii  it 
comes  to  maximizing  yodr  otganizadon's  talent  iiivestiuem,  therms  one  company  yoa.  can 
oomit  on  for,  wdH,  evrrydring.  For  more  inftmnaoon,  -visit  oar  Web  site  at  www.liewitt.«»iii. 


Hewitt 


&  Benefits  Oatsontcing  ■  Payroll  ■  Retirefflcnt  &  Financial  Man^ement  ■  Health  Care  ■  Talent  &  Organizadonal  C3iange 
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BusinessWeek  Investor  INSIDE  WALL  STREET 


CELL  THERAPEUTICS:  BIG  BIOTECH  PROMISE  FOR  THE  LONG  HAl 
THE  LOBSTERS  ARE  BUBBLIHG  AWAY  AT  LANDRY'S  RESFAUJ 
PERFICIENT  IS  HELPING  USERS  WITH  MORE  KINDS  OF  SOFTWAI 


A  SUMMER 
SPIKE 


MAR.  17, '03         SEPT.  17 
▲  DOLURS 
Data:  Bloomberg  Financial  Markets 


BY  GENE  G.  ]\IARCIAL 

Taking  Aim  at  Cancer 

Cell  Therapeutics  (cnc)  isn't  expected  to  make  mon- 
ey until  2007,  but  Edward  Hemmelgam,  presi- 
dent of  Shaker  Investments,  is  buying  into  the 
small-cap  biotech  anyway.  Shaker  already  owns 
1.7  million  shares.  Cell  is  developing  cancer  treat- 
ments that  are  less  toxic  but  more  effective,  he  says.  Hem- 
melgam expects  two  pieces  of  good  news:  positive  results 
from  clinical  trials  on  Xyotax,  designed  to  outdo  existing 
chemotherapy  drugs  such  as  Taxol  and 
Taxotere,  which  generated  sales  of  $2 
billion  in  2002.  And  he  expects  Cell  to 
name  a  drugmaker  partner  to  market 
Xyotax,  which  has  fast-track  approval 
status  from  the  FDA.  Mark  Schoenebaum 
of  U.  S.  Bancorp  Rper  JafEray,  who  rates 
Cell  "outperform,"  expects  the  partner- 
ship to  cover  world  rights  for  several 
products.  JafEray  has  done  banking  for 
Cell.  Hemmelgam  sees  Cell  filing  a  new- 
drug  application  for  Xyotax  in  early  2004 
and  marketing  it  in  2005.  If  Xyotax  is  0.  K'd,  Hemmelgam  fig- 
ures Cell  could  earn  $3  a  share  in  2007,  "with  significant 
growth  thereafter."  Cell  has  one  FDA-approved  drug,  Trisenox, 
for  acute  leukemia.  But  most  Trisenox  revenues  are  fi"om  off- 
label  sales  for  multiple  myeloma  and  myelodyplastic  syndrome. 
Expected  Trisenox  sales  are  $24  million  in  2003  "and  by  2007 
coijd  exceed  $100  million,"  says  Hemmelgam.  Cell  stock  rock- 
eted fi-om  7  in  March  to  14.75  in  June  before  backtracking  to 
11.07  on  Sept.  17.  Hemmelgam  sees  it  at  30  in  a  year. 

Landry's  Restaurants: 
Riches  from  the  Sea 

Just  stick  to  long-term,  mid-cap  value  plays.  So  advises 
Roger  Lipton,  whose  rhl  Associates  climbed  42%  in 
2001  and  7%  in  2002,  while  the  indexes  slid  way 
down.  This  year,  only  Nasdaq's  35%  jump  through 
Aug.  31  beat  Lipton's  29%  gain.  The  Standard  & 
Poor's  500-stock  index  rose  14%.  At  first  glance,  Lipton's  picks 
look  humdrum — and  they  are:  eateries  and  retaOei-s.  His  latest 
find  is  Landry's  Restaurants  (lny),  No.  2  in  seafood.  It  owns  279 
restaurants,  such  as  Joe's  Crab  Shack  and  Landry's  Seafood 
House.  Its  stock  is  heating  up — ^fi^m  15  in  March  to  22  on  Sept. 
17.  Lipton  sees  it  hitting  30  in  a  year.  Compared  with  its 
peers,  says  Lipton,  Landry's  is  cheaper,  based  on  book  value, 


cash  flow,  and  assets.  Landry's  owns  the  land  under  mos 
outlets.  Lipton  is  impressed  with  Landry's  swift  integral 
acquisitions,  such  as  Chart  House  and 
Saltgrass  Steakhouse,  both  acquired  in 
2002.  Landry's  cut  ad  costs,  Med  earn- 
ings, and  improved  eflSdency.  It  will  open 
24  new  eateries  in  2003,  25  in  2004.  "We 
expect  sales  growth  to  accelerate,"  says 
Dennis  Milton  of  s&P,  who  rates  the 
stock  "accumulate."  Favorable  food  and 
labor  costs,  he  adds,  plus  the  rising  pop- 
ularity of  seafood,  should  boost  prof- 
itability. He  sees  2003  earnings  of  $1.78  a 
share  on  sales  of  $1.1  billion  and  $1.92  on 
higher  sales  in  2004,  up  fi-om  $1.54  on  $894.5  million  in  2 


Perfwient  Dishes  Out 
Efficient  Tech  Help 


MAR.  17,  '03 
▲  DOLLARS 
Data:  Bloomberg  Financial  I 


RECOVERING 
FROy  THE  CR'^ 


When  the  tech  bubble  burst,  little-known 
cient  (PRFT)  tumbled— fi-om  28  in  2000  t( 
now.  But  Perficient,  which  helps  giant: 
IBM  adapt  their  software  to  customers, 
get  a  boost  as  IT  spending  rebounds.  Pert 
is  one  of  five  companies  that  integrate  IBM's  WebSphere 
ware  with  users'  systems.  WebSphere  enables  clients  to  h 
e-commerce  more  efficiently.  IBM  will  soon  announce  ai 
tension  of  its  Perficient  pact.  "Perficient  is  a  play  on  outs 
ing  by  software  makers,"  says  Brian  Harvey  of  Kingf 
Capital  Management,  which  ovms  shares.  He  says  more 
ers,  including  Microsoft,  are  using  outfits 
like  Perficient.  "Some  $8  million  of  our 
estimated  2003  sales  of  $28  million  will 
come  fi*om  IBM,"  says  CEO  John  McDon- 
ald. Morton  Meyerson,  ex-president  of 
EDS  and  now  head  of  investment  firm  2M, 
owns  20%  of  shares.  Perficient's  larger 
rivals  include  Accenture  and  Sapient. 
But  Perficient,  says  Harvey,  has  more 
upside  potential.  Also,  he  adds,  "with 
consolidation  going  on,  Perficient  is  one 
attractive  takeover  target."  He  says  it 
will  eam  5<2  a  share  in  2003  and  12^  to  14(2  in  2004, 
months,  he  sees  the  price  hitting  5 
ment  on  the  takeover  speculation. 
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Data:  Bloomberg  Financial  M. 

!  in  2004.  In  12  t 
McDonald  declined  <" 
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Gene  Marcial's  Inside  Wall  Street  is  posi 

at  businessweek.com/today.htm  at  5  p.r 

the  magazine's  publication  day,  usually  Thursdays.  See  Gene  on  Fridays 
1:20  p.m.  EST  on  CNNfn's  The  Money  Gang. 


Unless  otherwise  noted,  neither  the  sources  cited  In  Inside  Wall  Street  nor  their  firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment  banking  or  other  financial  relationships  with  t 
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Information  that's  delivered  to  the  wrong  target  is  wasted. 
Is  it  happening  at  your  connpany?  Yes.  Is  it  innpacting  your  revenue?  Absolutely. 


Producing  and  delivering  business  commu- 
nications seems  simple  enough.  Why,  then,  do  so 
many  companies  so  often  send  bills  to  the  wrong 
people;  mail  important  packages  with  too  little 
postage;  and  lose  digital  documents  in  cyberspace? 
It  all  adds  up  to  a  logjam  that  prevents  revenue 
from  reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business,  and  often,  a  sizeable  increase  in  profits. 


A  good  example:  Siebel  Systems.  Our  Siebel 
Systems  partnership  helps  you  capture  data  at  every 
customer  touchpoint.  The  result?  Better-tau-geted 
campaigns  and  stronger  customer  relationships. 

Want  to  know  more  about  how  we  can  help 
you?  Call  1  866  DOC  FLOW  or  visit  pb.com/targeting 

m  Pitney  Bowes 

Engineering  the  flow  of  communication 


3  Pitney  Bowes  Inc  All  Rights  Reserved 
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COMMENTARY 

Equities  turned  in  solid  gains,  de- 
spite lingering  concerns  about  the 
outlook  for  corporate  profits  and  the 
economy.  But  word  from  the  Fed 
that  a  rise  in  rates  was  a  long  way 
off  helped  firm  up  bonds  and  moved 
stocks  higher.  For  the  week,  the 
NASDAQ  Composite,  S&P  500,  and 
the  Dow  rose  3.3%,  1.5%,  and 
1.3%,  respectively. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 


Week  ending  Sept.  16 
■  S&P  500  ■  U.S.  Diversified  BAH  Equity 
4-week  total  return 
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Week  ending  Sept.  16 
■  S&P500  ■  U.S.  Diversified  BAH  Equity 
S2-v«eek  total  return 


!5       20       25       30 
Oata:  standard  &  Poor's 


THE  WEE 


U.S.  MARKETS 


SEPT.  17 


WEEK 


%  CHANGE 
YEAR  TO        LAST  12 
DATE       MONTHS 


GLOBAL  MARKETS 


SEPT  17 


S&P  500  1026.0  1.5  16.6  17.5 

Dow  Jones  Industrials  9545.7  1.3  14.4  16.3 

NASDAQ  Composite  1883.1  3.3  41.0  49.5 

S&P  MldCap  400  525.0  2.0  ^2.2  22.9 

S&P  SmallCap  600  248.6  2.0  26.4  27.6 

WilshireSOOO  9951.8  1.6  19.3  20.1 

SECTORS 


BusinessWeek  50* 
BW  Info  Tech  100** 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
PSE  Technology 


*Mar. 


590.6 
327.9 
525.2 
497.4 
195.9 
344.9 
105.8 
181.8 
109.0 
140.5 
652.3 
19,1999  =  1000 


1.6 
2.8 
1.9 
1.1 
-2.4 
1.7 
0.2 
2.1 
0.2 
4.9 
3.4 


8.9 
14.9 
17.0 
16.2 

7.0 
16.2 
16.5 

6.9 
11.5 
88.1 
42.3 


7.0 
23.1 
16.2 
18.9 
10.1 
17.6 
11.6 

8.8 

13.6 

108.8 

52.6 


S&P  Euro  Plus  (U.S.  Dollar)  1004.3  2.0  18 

London  (FT-SE 100)  4293.0  1.0  8 

Paris  (CAC  40)  3393.9  2.0  10 

Frankfurt  (DAX)  3561.0  0.7  23. 

Tokyo  (NIKKEI  225)  10,990.1  1.2  28 

Hong  Kong  (Hang  Seng)  11,140.1  3.1  19. 

Toronto  (S&P/TSX  Composite)  7613.6  0.6  15. 

Mexico  City  (IPC)  7746.5  0.2  26. 

FUNDAMENTALS  SEPT.  16        WK.AGO 


S&P  500  Dividend  Yield  1.62% 

S&P  500  P/E  Ratio  (Trailing  1 2  mos.)  28.8 
S&P  500  P/E  Ratio  (Next  1 2  mos.)*       16.7 

First  Call  Earnings  Revision*  0.57% 

TECHNICAL  INDICATORS  SEPT.IG 


1.62% 
28.7 
16.7 
0.46% 

*Fii 
WK.AGO 


*Feb.  7,  2000=1000 


S&P  500  200-day  average  926.4  924.2 

Stocks  above  200-day  average  82.0%       82.0% 

Options:  Put/call  ratio  0.79         0.65 

Insiders:  Vickers  NYSE  Sell/buy  ratio  4.99         4.69 


BEST-PERFORMING    UST 
GROUPS  MONTH% 


LAST  12 
MONTHS  % 


WORST-PERFORMING  LAST 

GROUPS  MONTH% 


MON 


Comptr.  Stge.  &  Perphs.  20.9 

Electric  Mfg.  Svcs.  20.7 

Internet  Software  20.1 

Tires  &  Rubber  19.0 

Communication  Equip.  17.2 


Internet  Software 
Comptr.  Stge.  &  Perphs. 
Divsfd.  Metals  &  Mining 
Wireless  Services 
Internet  Retail 


259.7 
114.1 
103.9 
100.4 
92.1 


Agricultural  Products  -4.3 

Multi-line  Insurers  -3.8 

Motorcycles  -3.6 

Specialty  Appar.  Retailers  -3.6 

Oil  &  Gas  Exploration  -3.5 


Health-Care  Facilities 
Tires  &  Rubber 
Housewares  &  Speclts. 
IT  Consulting 
Tobacco 


EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  %        52-WEEK  TOTAL  RETURN 


INTEREST  RATES 


LEADERS 


LEADERS 


Japan  lO.l 

Technology  7.9 

Diversified  Pacific/Asia  6.8 

Latin  America  6.4 

LAGGARDS 

Natural  Resources  l.l 

Financial  1.4 

Miscellaneous  1.9 

Large-cap  Value  2.0 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 


Technology 
Communications 
Latin  America 
Small-cap  Growth 

LAGGARDS 

Miscellaneous 
Domestic  Hybrid 
Large-cap  Value 
Large-cap  Blend 

52-WEEK  TOTAL  RHURN 
LEADERS 


59.9 
43.3 
38.6 
36.6 

13.2 
13.4 
17.4 
17.5 
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KEY  RATES 

MONEY  MARKET  FUNDS 


SEPT.  17       WEEK  AGO       YE 
0.61%       0.61%        Mk\ 


90-DAY  TREASURY  BILLS  0.94         0.94  1  ly; 


2-YEAR  TREASURY  NOTES 


1.61 


1.63 


10-YEAR  TREASURY  NOTES 


4.18 


4.27 


30-YEAR  TREASURY  BONOS 


5.09 


5.16 


30-YEAR  FIXED  MORTGAGEt       6.38 


6.43 


Apex  Mid  Cap  Growth  19.5 
ProFunds  Ultra  Japan  Inv.  17.1 
Reynolds  16.3 

Winslow  Green  Growth  15.3 
LAGGARDS 

Accessor  Growth  Adv.  -15.4 
PFds.  UltSh.  OTC  Inv.  -12.4 
Rydex  Dynam.  Vent.  100  -12.4 
Potomac  OTC/Short  inv.     -6.4 


PFds.  Intnet.  Ultsr.  Inv.  197.5 

Jacob  Internet  183.9 

RS  Internet  Age  128.1 

RS  Information  Age  121.6 
LAGGARDS 

Rydex  Dynam.  Vent  100  -68.7 

PFds.  UltSh.  OTC  Inv.  -68.6 

Frontier  Equity  -64.9 

Potomac  OTC/Short  Inv.  -42.6 


tBanxQuote 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated,  tax-exempt 
municipal  bonds,  assuming  a  30%  federal  tax  rate. 

10-YR.BOND         30-YR 
GENERAL  OBLIGATIONS 


can  I' 
help. 

m 

ice,l 


3.80% 


4. 


TAXABLE  EQUIVALENT 


5.43 


INSURED  REVENUE  BONDS 
TAXABLE  EQUIVALENT 


3.87 
5.53 


DURABLE  GOODS  ORDERS  Thursday,  Sept.  25, 

8:30  a.m.  edt>-  New  orders  for  durable 
goods  are  forecast  to  noive  climbed  1%  in 
August.  That's  according  to  the  median 
forecast  of  economists  surveyed  by  mms  In- 
ternational. In  July,  new  orders  also  grew 
by  1%.  A  strengthening  economy  and  low 
inventories  should  spark  more  strong  gains 
in  new  orders  and  industrial  production 
over  the  second  half  of  the  year. 

INITIAL  UNEMPLOYMENT  CLAIMS  Thursday, 
Sept.  25,  8:30  a.m.  edt>-  New  filings  for 
state  unemployment  claims  probably  rose 
to  410,000  for  the  week  ending  Sept.  20. 


Initial  claims  have  returned  to  levels  above 
400,000,  indicating  that  a  turnaround  for 
the  labor  market  isn't  here  yet. 

EXISTING  HOME  SALES  Thursday  Sept.  25, 
10  a.m.  EDT^  Existing  home  sales  in  Au- 
gust very  likely  eased  to  an  annual  rate  of 
6  million,  from  a  pace  of  6.1  million  dur- 
ing July. 

NEW  RESIDENTIAL  SALES  Thursday,  Sept.  25, 
10  a.m.  EDT^  New  single-family  home 
sales  in  August  probably  declined  to  an 
annual  rate  of  1.15  million,  from  the  1.17 
million  pace  in  July.  New  home  sales  are 


currently  on  track  for  another  record  y( 
However,  as  mortgage  rates  continue 
creep  higher,  sales  will  begin  to  slow. 


rM 


The  BusinessWeek  production  index  rose 
199.4  for  the  week  ended  Sept  6,  up  4.6%  fi 
a  year  ago.  Before  calculation  of  the  four-wt 
moving  average,  the  index  dropped  to  1 98.5 


BusinessWeek  online 


IB 


For  the  BW50,  more  investment  data,  and  tht 
components  of  the  production  index  visit 
www.businessweek.com/magazine/extra.l 
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Learn  more  In  less  time. 


undred  important  books  come  out  every  year.  As 
itive  in  today's  business  environment,  you  know  that 
:  keep  current  with  the  expanding  base  of  knowledge. 

can  you  possibly  keep  up  with  all  this  information? 
help. 

/  that  you  need  easy  access  to  the  latest  business 
ce.  Thaf  s  why  BusinessWeek  invites  you  to  subscribe 
Iview  Executive  Book  Summaries. 

iced  editors  make  it  easy  for  you. 


After  reviewing  many  newly  published  business  books,  they 
select  the  year's  thirty  best.  Each  book  is  condensed  into 
an  eight-page  power-packed  summary  —  with  the  essential 
information  that  will  keep  you  abreast  of  today's  leaders 
and  trends.  You'll  quickly  gain  a  working  knowledge  that 
will  help  you  to  prepare  for  presentations,  make  decisions, 
assume  leadership  responsibilities,  and  respond  to  high 
pressure  situations. 

Gain  the  confidence  that  only  a  broad  scope  of  knowledge 
can  provide  —  subscribe  today! 


usinessWeek  makes  subscribing  quick  and  easy. 

Online:  www.summary.com/bw 
Toll-Free:  800-345-8199 

Refer  to  offer  #54839004 

js  a  call,  or  subscribe  online,  and  we'll  send  you  Soundview  Executive  Book  Summaries  for  14  months  at  only  $129.  That's  two  months  FREE, 
plus  we'll  send  a  FREE  copy  of  Skills  for  Success  —  a  compilation  from  our  best  summaries  of  great  ideas  for  executive  success. 


and  Canada,  call:  610-558-9495  or  fax:  610-558-9491.  Payment  in  U.S.  funds  only  please.  To  Canada,  U.S.$129  plus  GST/HST;  to  Mexico,  U.S.$129;  to  all  other  countries,  U.S.$159. 

©MMIII  Soundview  Executive  Book  Summaries.  All  rights  reserved.  Printed  in  U.S.A. 
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Editorials 


LESSONS  FROM  THE  GRASSO  AFFAIR 


Richard  A.  Grasso's  resignation  as  chairman  of  the  New 
York  Stock  Exchange  came  with  stimning  swiftness.  It  is 
appropriate.  The  spectacular  size  of  his  compensation  package 
was  unseemly  at  best.  But  more  important,  it  was  unaccept- 
able for  someone  who  was  also  regulating  members  of  the  ex- 
change. Some  elements  of  Grasso's  compensation  were  just 
plain  wrong.  The  most  egregious  example  was  the  $5  million 
bonus  that  Grasso  received  for  his  job  performance  after 
September  11.  While  the  abiUty  of  the  exchange  to  start 
functioning  again  after  the  terrorist  attacks  was  remarkable, 
so  was  the  performance  of  the  firefighters,  police,  and  thou- 
sands of  other  New  Yorkers. 

But  even  beyond  Grasso's  poor  judgment  and  missteps,  it's 
clear  that  the  exchange  needs  to  significantly  change  the 
way  it  is  run  (page  36).  The  first  order  of  business  is  to  en- 
sure that  the  NYSE,  at  a  minimum,  meets  the  same  stan- 
dards of  corporate  governance  as  the  companies  that  hst  on 
the  exchange.  That  means  pubhcly  disclosing  the  full  com- 
pensation of  top  executives.  If  such  a  rule  had  been  in  effect, 
it  would  have  been  much  harder  for  Grasso's  pay  package  to 
sneak  by  under  the  radar  until  its  announcement. 

And  just  as  pubUc  companies  have  been  forced  to  reinforce 
the  independence  of  their  boards  of  directors,  the  NYSE  needs 
to  do  the  same.  The  number  of  so-called  public  or  outside  di- 


rectors on  the  board  has  to  be  increased,  and  they 
come  genuinely  from  areas  outside  of  financial  servi( 
related  industries. 

The  NYSE  also  needs  to  resolve  issues  that  go 
those  of  the  typical  pubUc  company.  One  of  Grasso's 
problems  was  that  he  wore  two  hats — ^in  one  he  loo^ 
for  the  members  of  the  NYSE,  who  own  the  exchange, 
the  other  he  was  their  regulator,  determining  Hst 
quirements  and  monitoring  violations  of  trading  ru' 
eluding  insider  trading.  The  two  roles  necessarily  c 
since  actions  that  are  in  the  public's  interest  may 
what  the  members  of  the  exchange  want — and  it  ce 
seems  that  Grasso  had  an  incentive  to  lean  toward  the 
of  the  members,  who  paid  him  that  enormous  svmi. 

For  that  reason,  the  whole  question  of  whether  the  i 
and  the  securities  industry  in  general — can  regulate 
needs  to  be  reexamined.  That  won't  happen  overnight, 
a  long  history  of  self-regulation  in  the  securities  in( 
which  has  always  argued  that  it  knows  best  how  to  cai 
behavior.  But  as  the  Grasso  case  shows,  self-regulatior 
tically  guarantees  conflicts  of  interest.  In  the  end, 
turn  out  that  the  NYSE  needs  a  separate  regulatory  or^ 
tion,  distinct  from  the  exchange  itself,  much  like  the  N 
That  is  a  better  way  to  go. 


TRADE  TALKS:  THE  RIGHT  NEXT  STEP 


At  least  for  the  moment,  the  progress  toward  further 
trade  liberalization  has  run  aground.  The  latest  roimd  of 
global  trade  talks,  held  in  Cancun,  broke  down  in  mid-Sep- 
tember, as  developed  and  developing  countries  could  not 
agree  on  what  to  do  about  agricultural  subsidies,  rules  for  for- 
eign investment,  and  other  issues.  In  effect,  the  developing 
countries  banded  together  and  drew  a  line  in  the  sand,  saying 
that  they  would  be  not  be  wiUing  to  further  open  their 
economies  unless  they  got  a  better  deal. 

In  part,  the  opposition  to  trade  concessions  is  not  sur- 
prising, given  the  stage  of  the  global  business  cycle.  The 
world  economy  may  be  picking  up  speed  (page  42),  but  it's 
tough  to  overcome  political  opposition  when  Europe  is  still 
stuck  in  a  slump,  Japan  is  just  escaping  from  13  years  of 
stagnation,  and  the  U.  S.  is  running  trade  deficits  of  stagger- 
ing proportions. 

But  the  halt  in  trade  negotiations  should  also  be  viewed 
as  a  challenge  to  the  industrialized  countries.  For  one,  the 
latest  events  come  after  several  years  of  growing  opposition 
to  globalization,  starting  with  the  huge  demonstrations  in 
1999  at  the  Seattle  meetings  of  the  World  Trade  Organiza- 
tion. At  the  same  time,  developed  countries  are  still  walling 
off  imports  of  low-end  goods,  such  as  textiles  and  agricul- 
tural products,  that  represent  promising  areas  of  export 


growth  for  many  developing  nations.  It  may  be  that 
measure  of  subsidies  for  farmers  in  developed  countri^ 
be  justified  on  the  grovmds  of  self-svifBciency  in  food.  Bi 
cultural  subsidies  that  total  $300  billion — an  amount  as| 
as  the  economy  of  Taiwan — are  damaging  to  global  pr 
ity  and  growth. 

That's  why  the  U.S.,  Japan,  and  Europe,  in  part: 
must  roll  back  their  agricultural  subsidies.  There's  m 
economic  reason  why  President  George  W.  Bush  should 
signed  an  enormous  expansion  of  the  farm-subsidy  pre! 
into  law  last  year.  And  there's  no  good  economic  reasoi 
the  EU  is  still  spending  an  estimated  $100  bilUon  annu; 
direct  subsidies  to  farm  producers. 

The  advantages  of  a  global  economy  far  outweigh  it 
advantages,  which  is  why  BusinessWeek  has  always! 
ported  free  trade  and  globalization.  That's  exactly  w 
may  be  time  to  focus  on  the  objections  of  the  devel 
coimtries,  which  seem  well-founded.  Unlike  in  the  past, 
developing  countries  resisted  opening  their  markets  in  p 
protect  the  local  elites,  there's  Uttle  doubt  now  that  ma 
them  are  getting  the  short  end  of  the  stick.  Free  trade 
ing  to  move  forward — the  global  benefits  are  simpl; 
great.  But  the  developed  countries  need  to  accept  that 
ness  should  be  the  guiding  principle. 
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Demand  IT  solutions  that  exist  not  just  in  the 
realms  of  theory  or  the  brains  of  marketers  but  in 
the  real  world.  Demand  pragmatic  solutions  that 
are  ready  to  go  to  work  in  your  business — today. 

Squeeze  every  last  penny  out 
of  the  IT  investments  you've  already  made.  Work 
with  IT  architects  who  are  expert  in  all  platforms 
and  all  architectures. 

Prepare  for  the  unexpected, 
but  insist  that  every  second  of  every  day  is 
mission-critical. 

Demand  the  real  thing; 
it's  here  today,  and  it  works. 

Demand  greater  efficiency  and 
visibility  in  all  your  processes.  Manage  complex 
networks  from  a  central  location  with  HP 
OpenView,  just  as  99  of  the  Fortune  100  do. 

Insist  upon  working  with  partners 
who  are  truly  strategic  and  honestly  collaborative. 
Tap  the  talents  of  a  Services  force  65,000  strong, 
who  offer  the  world's  broadest  and  deepest 
IT  expertise. 

To  demand  more  and  get  more  from  IT, 
visit  www.hp.com/go/demandmore. 
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"FedEx  is  global  in  a  big  way,  and  we  need  the  tools  to  manage 
a  network  that  reaches  every  corner  of  the  planet  — systems  to  ■ 
monitor  flights  to  over  200  countries,  track  nearly  6  million  packages 
a  day  and    power  fedex.com.  Total  control  is  critical.  Being  on  time 
is  everything.  «iW^  i  f  *fc 

"HP  prescribed  the  perfect  management  solution  using  HP 
OpenView.  Now  we  oversee  data  centers  in  far-flung  places, 
all  from  key  central  locations.  And  we  can  automate  workload 
balancing  and  boost  support  to  hotspots  before  problems  affect 
customers  — whatever  the  hardware  or  platform. ^^^^^^^^^^ 

"This  lets  our  IT  personnel  focus  on  running  the  business 
smoothly  and  decreases  costs  in  a  major  way.  No  pun  intended, 
but  HP  really  delivered." 
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A  JOB 
WELL  DONE 
IS  A  JOB 
THAT'S  NEVER 
REALLY  DONE. 


A  good  Financial  Consultant  never  clocks  out.  Markets  close  but  the  process  of  watching,  evaluating,  reading  and  disce  i? 
never  ceases.  For  us  at  Smith  Barney,  building  your  wealth  is  an  unending  process.  The  goal  is  not  a  number.  The  goa  e 
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3SS  work  ethic  that  doesn't  wax  and  wane  with  maricet  conditions.  It  is  a  belief  shared  by  Financial  Consultant  and 
)any  alike.  Maybe  that's  why  so  many  of  the  best  FCs.  and  clients,  stay  with  us  for  so  long,  www.smithbarney.com 

THIS  IS  WHO  WE  ARE.  THIS  IS  HOW  WE  EARN  IT." 
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Feeding  baby  formula  and  cereal  can  be  messy,  but 


making  it  is  an  exercise  in  precision.  Food  companies 


need  to  know  the  origin  and  quality  of  the  ingredients 


they  use.  Several  of  the  best  have  turned  to  Cargill. 


We  created  a  streamlined  supply  chain  that  simplified 


their  sourcing  and  provided  quality  assurance  for 


the  many  oils  they  use  in  making  baby  formula  and  cereal. 


Now  the  companies,  as  well  as  the  babies,  have  a 


healthy  outlook.  This  is  how  Cargill  works  with  customers. 
collaborate     >    create    >     succeed 
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has  launched  a  probe  of  the  industry,  but 
the  complexity  of  the  allegations  has  left 
some  shareholders  scratching  their 
heads.  Here  is  a  primer  to  help  investors 
understand  his  crusade  against  late 
trading  and  other  abuses 


MBA 
Insider 

Subscribe  to  our  new 
feature  for  in-depth 
guides  to  popular  majoi 
interview  tips,  alumni  insights,  sample 
application  essays  from  admitted 
students,  and  salary  and  lifestyle  data 
from  the  Class  of  1992 


»YIDEO 

Original  streaming  video 
featuring  industry  experts  and 
BW  editors 


»TOOLS 

Your  Portfolio,  Stock  Screener, 
fvlBA  Search,  and  mutual  fund 
scoreboards 


»NEWSLEnERS 

Sign  up  for  our  free 
newsletters.  Go  to  business- 
week.com/hewsletters.htm 


BusinessWeek  tv 


Tune  in  This  Weekend  For  program  dates  and  timt 
in  your  area  go  to  www.busDessiwektvxM 
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I'd  rather  have  a 
cleaner  environment 
but  I  can't  imagine 
me  without  my  car." 

A  Steph  Willen/lndependent  Film  Producer 


J-     \ 


We  shouldn't  have  to  choose.  We  voluntarily 
introduced  cleaner  burning  low-sulfur  fuels,  six 
years  before  E.P.A.  mandates.  These  fuels  help 
reduce  ozone  pollution  and  are  now  available 
in  over  40  U.S.  cities. 

It's  a  start. 


beyond  petroleum" 


bp.com 


The  new  Concord  Carlton'" 
with  blue  engraved  dial. 
Ivuxury  in  stainless  steel 
for  men  and  women.  $990. 


I  am  the  strong 
silent  type. 


The  Concord  Carlton 
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800  348  : 
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ED  BY  IRA  SAGER 
>Y  PARCELS 

EET 

PATCHES 

FEDEX 

'ORDS  "early  retirement" 
severance"  hardly  excite 
;ers.  Except  at  FedEx' 
St  division,  air  express. 
,  more  than  20%  of 
PO  salaried  workers  are 
(Cted  to  snap  up  early- 


ement  or  severance 
cages  before  a  Sept.  30 
iline.  "The  word  on  the 
;t  here  is  that  everyone's 
excited  about  the  offer," 
Mason  Kaufl6nan,  a  for- 
FedEx  exec  and  a  ship- 


E  BIG  PICTURE 


ping  consultant  in  Memphis. 

The  early-retirement 
package  lets  workers  in  their 
50s  get  full  pensions  and 
medical  benefits  as  if  they 
were  retiring  at  60.  The 
severance  package  oflfers 
$10,000  plus  four  weeks'  pay 
for  each  year  of  service,  up  to 
a  maximum  of  72  weeks.  "It's 
a  heck  of  a  kiss  goodbye,"  says 
analyst  Donald  Broughton  of 
A.G.  Edwards  &  Sons.  FedEx 
won't  disclose  how  many 

workers  have  signed 
on,  but  it  says:  "The 
acceptance  rate  has 
been  quite  good." 

FedEx  can  afford 
such  largesse 
because  technology- 
driven  productivity 
has  soared.  Cus- 
tomers can  now 
track  packages 
onhne,  for  example,  rather 
than  asking  FedEx  to  do  it. 
Broughton  figures  the  offers 
will  shave  up  to  $190  million 
in  costs  annually— and  give 
new  life  to  area  bingo  halls. 

-Charles  Haddad 


GINEERING  ON  THE  CHEAP  The  average 
lual  salary  for  an  electrical  engineer  with 
J  years'  experience  and  living  in: 


$20,000 


$40,000 


IS.  California  Employment 
ivelopment  Dcpt. 


"WewiUnot 
allow  you  to  litter 
the  Imbrmation 
Superhighway 
with  e-mail  trash." 

-California  Governor  Gray 
Davis,  signing  the  country's 
toughest  anti-spam  law 


TINSELTOWN 

A-Iist  Money  Isn't 
Going  to  Arnold 

WITH  THE  RECALL  ELECTION  back  on,  it's  a  good  diing  Arnold 
Schwarzenegger  collected  nearly  $30  million  to  reprise  his 
Terminator  role.  Thaf  s  because  Hollywood's  A-list  money  is 
not  supporting  his  gubernatorial  bid.  Instead,  Arianna 
Hufiington  seems  to  be  raking  in  Hollywood  dough. 

Left-leaning  Huffington  is  more  palatable  for  Hollywood 
Dems  than  GOP  Arnold.  Among  her  backers:  Miramax  chief 
Harvey  Weinstein  and  producer  Lawrence  Bender  both  gave  the 
legal  limit  of  $21,200.  Lesser  amounts  have  come  from  Barbara 
Streisand  and  Dustin  Hoffrnan,  among  others.  Why  back  a  long 
shot?  In  a  town  where  relationships  are  key,  the  people  you 
know  may  be  more  important  than  the  chances  of  winning  the 
election.  "I  always  support  my  friends,"  Weinstein  says. 

Arnold  isn't  being  snubbed  completely.  Jerry  Perenchio, 
chairman  of  Uni vision  Communications,  and  Hollywood  lawyer 
Jake  Bloom  gave  at  least  $20,000.  And  on  Sept.  21,  director  Ivan 
Reitman  hosted  a  fund-raiser— but  no  stars  showed.  Will  Arnold 
snub  those  who  stiffed  him?  "He's  a  big  star,"  says  Tom  Pollock, 
former  Universal  Pictures  chairman  and  Arnold  backer.  "People 
still  will  do  business  the  way  they  always  have."  -Ron  Grover 
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APPLIANCES 

NO  MORE 

SCRUB- 

A-DUB-DUB? 

FOR  DIRTY  POTS  AND  PANS, 

old-fashioned  elbow  grease 
is  out.  Procter  &  Gamble  has 
come  up  with  a  motorized 
scrub  brush  to  tackle  after- 
meal  messes.  Dubbed  the 
Dawn  Power  Dish  Brush,  the 
11.5-inch  gizmo  is  topped 
with  rotating  bristles  and 
takes  four  AA  batteries.  The 
$8  brush  appears  on  Oct.  6. 

The  Dish  Brush  comes 
from  the  inventors  who 
dreamed  up  the  Crest  Spin- 
Brush,  now  the  best-seller  in 
its  class,  with  nearly  $200 
miUion  in  aimual  sales.  Dawn 
brand  manager  Ernesto  Levy 
calls  the  Dish  Brush  "a 


breakthrough  innovation." 
Veteran  dishwashers  are 
skeptical.  Linda  Cobb,  author 
of  Talking  Dirty  with  the 
Queen  of  Clean,  says  buyers 
will  tire  of  a  gadget  that  has 
to  be  cleaned  after  the  dishes 
are  done.  "It  will  get  shoved 
to  the  back  of  the  cupboard," 
she  says.  Mark  Lopez,  who 
loads  the  dishwashers  every 
night  at  The  Palm  restaurant 
in  New  York,  says:  "I  don't 

see  why  you  need  this 

Just  press  a  button  to  use  the 
dishwashing  machine."  And 
that's  from  a  man  who 
knows.  -Robert  Bemer 


RESUME 


Edu 


THE  LIST 


Institutional 
investors  say  they 
have  the  least 
confidence  in  the 
prospects  of: 


1W 
y^il  Bag 


5\,  a»sk<«M  Mn«,t»«rt.W,  c.Mvc*r^j 


Professional  Experience 


BWk;, 


1  Qwest 

2  Ford 

3  TXU  Energy 

4  Sears 

5  Computer  Associates 

6  Lucent  Technologies 

7  Intepblic  Group 

8  Schering-Plough 

9  Sun  Microsystems 

10  Safeway 

Survey  of  3.000  institutional  investors 
Data:  Brendan  Wood  International 

JOB  MARKET 

DONT  HEDGE  YOUR  AGE  Forget  about  puffecl 
up  job  titles  and  phantom  degrees.  The  latef 
ruckus  in  resume  land:  a  new  caginess  aboil 
age.  In  this  foul  market,  more  managers  are] 
doing  a  kind  of  resume-plasty,  lopping  10  ye 
of  job  experience  off  here  and  nipping  dates| 
degrees  there,  say  employment  experts.  J 
Why?  Job  seekers  are  scared  of  being  seen 
too  experienced  (expensive)  or  too  ola  (40- 
plus).  What's  ironic  is  that  tne  educated  you^ 
have  been  the  ones  hit  hardest.  Since  April 
2000,  employment  among  the  55-to-55-yec| 
old  set  has  jumped  6%.  Gen  X's  rate  has 
dropped  3%-more  sharply  than  any  other 
group  since  the  Korean  War.      -Michelle  Col 


DRAWN  &  QUARTERED 


AMD  MPCri^R.^  £>eAloCR^C.V 
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Inside  every  HR  department  is  a 
profit  center  just  dying  to  get  out. 


PeopleSoft  Human  Capital  Management. 

The  only  real-time  solution  that  drives  a  higher  level  of  business  performance. 

PeopleSoft  HCM  transforms  the  role  of  your  workforce.  Manage  and  mobilize  a  unified,  global  network  of 
employees.  Connect  people  to  business  processes,  anywhere  in  the  world,  anytime,  from  any  Web  device. 
Align  your  workforce  with  strategic  business  goals.  And  watch  your  traditional  HR  department  start  driving 
increased  revenue  growth.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-8277. 


Human  Capital  Management 
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MICHAEL  USEEM 


WHEN  ANT 
STANDS FOR 
FRIGID 

Cost  accounting,  mergers, 
acquisitions-and  sub-zero 
survival?  Add  the  last  to 
management  guru  Michael 
Useem's  list  of  things  every 
budding  CEO  should  know. 
The  Wharton  prof— known  for 
his  offbeat  leadership 
exercises-is  taking  18  MBA 
students  to  Antarctica  in 
January  for  a  physically 
grueling,  10-day  exploration 
trek.  "We  are  a  kind  of 
experiment  in  leadership," 
says  Useem. 

He  promises  "after-action 
reviews"  to  help  participants 
apply  their  Antarctic  lessons 
at  the  office.  The  thinking: 
Exposing  MBAs  to  decision- 
making under  duress  and 
comparing  their  experiences 
with  those  of  explorers  such 
as  Ernest  Shackletonciarifies 
how  to  take  action  back 
home. 

Filmmaker  David  Stone  is 
in  talks  with  Public 
Broadcasting  Service  to 
develop  a  five-part  program 
based  on  the  South  Pole 
exploits  and  on  past  Useem 
adventures.  They  may  be 
entertaining,  but  time  will  tell 
if  they're  of  much  use  in  the 
corner  office.     -Brian  Hindo 


SHOW  BIZ 

PLAY  IT 

AGAIN, 

EVERYBODY 

IN  LOOKING  to  buy  Vivendi 
Universal,  NBC  says  that  one  of 
the  properties  it  covets  most 
is  Universal  Studios'  movie 
library.  No  wonder.  Sales  and 
rentals  of  DVDs  have  become 
a  great  way  for  Hollywood  to 
dust  off  the  classics  and 
boost  the  top  line.  U.S.  sales 
and  rentals  of  dvds  are  set  to 
hit  $14  bilhon  this  year,  vs. 
$9.4  billion  in  box-office 
receipts,  predicts 
PrIcewaterhouseCoopers. 

Much  of  that  is  coming 
from  the  studios'  film 
catalogs:  1,200  movies  made 
before  1997  have  been 
released  on  DVD  so  far  this 
year,  vs.  351  new  movie, 
according  to  the  newsletter 
DVD  Release  Report.  "DVDs 
have  become  a  collectibles 
business,"  says  Craig 


STREET  TALK 

HOT JOBS 
ON  THE 
BOTTOM  RUNG 

WALL  STREET  IS  starting  to 
hang  out  "Hiring"  signs  again 
after  two  dismal  years  that 
squeezed  39,000  jobs  out  of 
the  securities 
industry.  Stocks  have 
raUied,  and  retail 
investors  are  finally 
coming  back.  The 
Securities  Industry 
Assn.  expects 
industry  earnings  to 
double  this  year,  hitting  $15 
bilijon. 

But  the  job  rebound  isn't 
across  the  board.  Firms  "are 
hiring  selectively,"  says 
compensation  consultant 
Alan  Johnson,  of  Johnson 


SCARFACE 

hello  to  m> 
little  DVD 


iipeti 


Komblau,  president  of  Uni- 
versal Studios  Home  Video. 

Hollywood's  recycling 
efforts  are  now  generating 
nearly  as  much  hoopla  as  the 
original  premieres.  To  help 
promote  the  Sept.  30  release 
of  the  20th- anniversary  dvd 
of  Scarface,  a  cult  favorite 
among  hip-hoppers, 
Universal  Studios  threw  a  big 


Associates.  The  cheaper  the 
hire,  the  better.  Fresh  college 
grads  are  in  demand  to  do 
grunt  work  for  bankers  and 
analysts.  Some  banks  are 
bulking  up  in  growth 
segments,  such  as  Citigroup's 
job  additions  in  its  retail  arm. 

The  new  hires  could  put 
firms  in  a  better  position  to 
grab  business.  Lehman 

Brothers  and  Bear 
Stearns,  traditionally 
strong  in  bonds, 
have  added  equity 
staff.  "They  should 
be  poised  to  take 
advantage  of  any 
increase  in  activity," 
says  Anton  Schutz,  manager 
of  Bumham  Financial 
Services  Fund.  If  they  do  it 
right,  the  nimble  hirers  could 
see  a  rise  in  market  share  and 
stock  price.  -Brian  Hindo  and 
Emily  Thornton 


bash  in  New  York  attend 
by  star  A!  Pacino  before  re 
releasing  the  flick  in  thea 
in  10  cities.  "The  disks  ai 
breathing  new  life  into 
catalog  films  that  nobod\ 
buying  on  videotape,"  sa 
Ralph  Thbbey,  editor  of  J 
Release  Report.  What  bett 
sequel  for  Hollywood? 

-TomL 


Percentage  of 
companies  in  the 
S&P  500  with 
underfunded 
pension  plans.  Onl^ 
37%  of  technology 
companies  have 
pensions  that  are 
in  the  hole,  vs. 
87%  of  energy 
companies. 

Data:  Analyst's  Accounting  Observer 
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INVESTIVIENT   MANAGEMENT  EXCELLENCE 


Highly  rated  funds  without  high  costs. 

That's  the  T.  Rowe  Price  difference. 


Mutual  fund  fees  and  expenses  have  been  getting 
more  and  nnore  attention  lately.  At  T.  Rowe  Price, 
we  believe  that  you  shouldn't  have  to  choose 
between  low  expenses  and  strong  risk-adjusted 
performance.  We  offer  funds  with  both. 

The  following  T.  Rowe  Price  funds  are  just  a 
few  that  have  received  four  or  five  stars  for  risk- 
adjusted  performance,  while  still  keeping  expenses 
low  —  35%  below  their  peer  averages.     Past 
performance  can't  guarantee  future  results,  and 
all  funds  are  subject  to  market  risk.  These  funds 
have  been  affected  by  market  volatility,  and  results 
are  negative  for  certain  periods. 

Visit  our  Web  site  or  call  our  Investment  Guidance 
Specialists.  All  T.  Rowe  Price  retail  funds  have 
expense  ratios  below  their  Lipper  averages,  so  we 
can  help  find  a  low-cost  fund  that's  right  for  you. 


T.  Rowe  Price  offers  a  broad  range 
of  low-cost,  highly  rated  funds: 


T.  Rowe  Price  Fund 

Blue  Chip  Growth 

Equity  Income 

Equity  Index  500 

Growth  Stock 

International  Growth  &  Income 

Short-Term  Bond 

Spectrum  Income 

Value 


Overall 
Morningstar 
Rating" 
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Funds  weie  rated  against  Ihe  following  numbers  ol  funds  in  US. domiciled  categories  for  the 
overall  rating  and  the  3-,  5-,  and  10-year  (if  applicable)  periods  as  of  8131103  Blue  Chip 
Growth  and  Growth  Stock  were  rated  among  933, 933,  603,  and  190  large  growth  funds 
Equity  Income  was  rated  among  645, 645, 507,  and  180  large  value  funds  Value  was  rated 
among  645, 645,  and  507  large  value  funds  Equity  Indei  500  was  rated  among  1 060: 1 ,060: 
740:  and  233  large  blend  funds  International  Growth  &  Income  was  rated  among  693  and  693 
foreign  stocit  funds.  Short-Term  Bond  was  rated  among  1 92, 1 92. 1 66,  and  75  short-term  bond 
funds.  Spectrum  Income  was  rated  among  136, 136,  III,  and  36  mullisector  bond  funds. 


TROWEPRICE  COM/MUTUALFUNDS 


1-800-541-4735 


TRoweftice 


INVEST    WITH    CONFIDENCE 

For  more  informalion,  including  risks,  lees,  and  expenses,  request  a  fund  prolile  or  prospectus;  read  it  carefully  before  investing. 

*For  funds  with  at  least  a  3-year  tiistory,  a  l^lorningslar  Rating™  is  based  on  a  risk-adjusted  return  measure  (including  Ihe  effects  ol  sales  charges,  loads,  and  redemption  lees)  with  emphasis 
on  downward  variations  and  consistent  performance.  The  lop  10%  of  funds  in  each  category  receive  5  stars,  the  next  22,5%  4  stars,  the  next  35%  3  stars,  the  next  22,5%  2  stars,  and  the 
bottom  10%  I  star.  Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately.  The  Overall  Morningstar  Rating™  is  derived  from  a  weighted  average  of  the 
performance  figures  associated  with  a  fund's  3-,  5-,  and  1 0-year  (if  applicable)  Morningstar  Rating™  metrics.  Morningstar  Rating™  is  lor  the  retail  share  class  only,  other  classes  may  have 
different  performance  characteristics.  Blue  Chip  Growth  received  4, 4,  and  5  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  Equity  Income  received  4, 4,  and  5  stars  for  the  3-,  5-, 
and  10-year  periods,  respectively.  Equity  Index  500  received  3, 3.  and  4  stars  for  the  3-,  5-,  and  10-year  periods,  respectively.  Growth  Stock  received  5, 4,  and  5  stars  for  the  3-,  5-  and 
1 0-year  periods,  respectively.  Value  received  4  and  5  stars  for  the  3-  and  5-year  periods,  respectively.  International  Growth  &  Income  received  4  stars  for  the  3-year  period,  Short-Term  Bond 
received  4, 4,  and  3  stars  for  Ihe  3-,  5-,  and  10-year  periods,  respectively.  Spectrum  Income  received  4  stars  lor  the  3-,  5-,  and  10-year  periods. 

'^As  ol  6/30/03,  Ihe  funds'  total  expense  ratios  versus  their  Lipper  category  averages  for  retail  lunds  were:  0,76%  and  0,96%  for  Growth  Stock  and  Blue  Chip  Growth  versus  1.80%  lor  the 
large-cap  growth  funds  category:  0.78%  for  Equity  Income  versus  1 .57%  lot  Ihe  equity  income  lunds  category:  0,35%  lor  Equity  Index  500  versus  0.85%  for  the  S&P  500  index  objective  lunds 
category:  1.25%  lor  International  Growth  and  Income  versus  1.96%  for  the  international  lunds  category:  0.94%  lor  Value  versus  1.63%  for  the  multi-cap  value  lunds  category;  0.79%  lor 
Spectrum  Income  versus  1 .43%  lor  the  general  bond  lunds  category;  and  0.55%  lor  Short-Term  Bond  versus  0.96%  lor  the  short  investment-grade  debl  lunds  category.  All  lunds,  including  separate 
share  classes,  more  than  six  months  old  as  ol  6/30/03,  are  included  in  this  study.  (Source  lor  Lipper  expense  data;  Lipper  Inc.)  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MPLOW067680 


•  Super-bright,  razor-sharp  19"  analog/digital  TFT/PVA  display  

•  Unique  dual-hinge  base  allows  up  to  90°  tilt  for  optimal  ergonomics 

•  1280  X  1024,  Xtrawide""  1707170°  viewing  angle,  VESA*  wall-mountable 

•  World's  leading  manufacturer  of  TFT-LCD  displays 


I 


•Visit  www.samsuogusa.com 

©2003  Samsung  Electronics  AmerJca,  \nc.  Screen  images  are  simulated. 
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That's  DigitAII  vision. 

rm  M  m.MM^s^^m.M^'  \  How  has  Bank  One  become  a  leader  in  banking  while  showing  its  nearly 
0/llwf%  =  C#lwC.  I  500,000  small  business  clients  the  path  to  a  bigger,  brighter  future?  With 
unparalleled  vision  and  absolute  clarity.  That's  why  Bank  One  chooses  Samsung  —  the  world's  leading 
manufacturer  of  TFT-LCD  displays.  And  now  Samsung's  commitment  to  the  big  picture  continues  with  the 
innovative  display  technology  found  in  the  SyncMaster  192T,  giving  you  the  opportunity  to  visualize  a  future 
just  as  bright. 

Add  vision.  Add  possibility.  Add  Samsung. 


V  hy  the  Bold  New  Look 


H 


A  redesign  is  a  milestone  in  the  life  of  any  magazine.  Our  last  redesign 
:ame  20  years  ago  in  a  seminal,  even  radical,  niakeover  created 
by  B.  Martin  Pedersen.  His  design,  in  particular  our  bold  cover  with  its 
distinctive  red,  white,  and  blue  logo,  was  remarkably  successful— and 
widely  imitated  by  magazines  around  the  world.  We've  updated  that  des 
a  number  of  times  in  the  intervening  years  as  we  expanded  our  coverage 
and  added  new  features. 

We  decided  about  a  year  ago  that  it  was  time  for 
another  complete  redesign  of  the  magazine.  With 
BusinessWeek^ s  art  director,  Malcolm  Frouman, 
leading  the  way,  our  senior  editorial  team  and  our 
art,  photo,  and  production  staffs  brainstormed 
numerous  approaches.  The  goal  for  all  of  us  was  to 
make  the  magazine  bolder,  more  contemporary, 
and  more  user-friendly. 

We  are  fortunate  to  be  working  with  two  fine 
designers,  Maryjane  Fahey  and  David  O'Connor  of 
the  FaheyOConnor  firm  in  New  York.  Their  new 
concept  for  BusinessWeek  places  a  greater  emphasis 
on  typography,  photography,  illustration,  and  more 
accessible  informational  graphics  to  create  a 
dramatic,  sleek  look. 

To  get  from  concept  to  printed  page,  you  can't 
just  flip  a  switch.  For  the  past  nine  months, 
Frouman  and  his  team  have  been  working  with 
Fahey  and  O'Connor  to  fine-tune  BusinessWeek's 
formats  section  by  section.  In  preparation  for  the 
launch,  our  art  department  has  tested  each  week's 
issue  for  the  past  month  in  the  new  format, 
comparing  the  old  look  and  the  new,  page  by  page. 

"While  we  hope  to  surprise  our  readers  witii  a  powerful 
new  design,  they  will  still  find  BusinessWeek  engaging  and 
accessible,"  says  Froiunan.  "The  covers  will  be  more  dynamic, 
the  photography  more  compelling,  and  the  informational 
graphics  more  useful  than  ever.  We've  taken  a  very  good 
magazine  and  made  it  even  better." 
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TEAM  REDESIGN  BusinessWe : 
Art  Director  Malcolm  Froump 
(right)  worked  with  Maryjan 
Fahey  and  David  O'Connor 


EASIER  TO  FIND  WHAT  YOU'RE  LOOKING  FOR.  As  you  look 
through  this  week's  issue,  you'll  also  see  an  expanded  Up 
Front  section  and  the  return  of  the  Personal  Business  moniker 
in  the  back— a  name  and  line  of  coverage  BusinessWeek 
pioneered  more  than  50  years  ago.  It's  easier  to  find  what 
you're  looking  for,  too,  with  page  numbers  for  all  the  stories 
we  highlight  on  our  covers,  a  streamlined  contents  page,  plus 
interior  tables  of  contents  in  News:  Analysis  &  Commentary 
and  Personal  Business,  and  a  new  weekly  navigation  guide  for 
BusinessWeek  Online. 

We  have  introduced  new  typefaces  throughout  the 
magazine.  Headlines  are  in  Benton  Gothic  and  Fenway 
Display,  a  new  typeface  created  expressly  fijflit&hi^''^'^^'^^  by 
type  designer  Matthew  Carter.  For  the  bo'^^jy  jgxt  of  stc^^s,  we 


are  using  Fenway  Roman, 
also  designed  by  Carter.  And 
we've  even  increased  the 
type  size  for  greater 
legibihty. 

The  redesign  comes  at  a 
significant  moment  for  BusinessWeek:  We  are  now  entering  |u 
75th  anniversary  year,  which  we  will  celebrate  next  Septem  i 
So  it's  a  good  time  to  take  a  fresh  look  at  the  best-selling 
business  magazine  in  the  world. 

We  hope  you  like  the  new  design  as  much  as  we  do. 
Bon  Voyage! 


EDITOR-IN-CHIEF 
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The  doctor  can  see  you  now. 


Now  doctors  can  look  inside  the  brain  with  a  new  4D  precision 
to  perform  life-saving  procedures  that  used  to  be  impossible. 
The  new  GE  InstaTrak™  is  a  true  medical  breakthrough.  You  don't 
have  to  be  a  brain  surgeon  to  see  why. 


Visit  geinstatrak.com 
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Excessive  pay  reminds 
me  of  college  drinking 
contests . . .  wiioever 
drinks  the  most  without 
passing  out  is  admired. 

-Allen  Price 
Mountain  View,  Calif. 
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HOW  MUCH  DID 

DICK  GRASSO  DESERVE? 

WHAT  I  FIND  MOST  IRRITATING  about 
New  York  Stock  Exchange  Chairman 
Richard  A.  Grasso's  reward  package  is 
that  it  disregards  the  work  done  by  all 
the  people  behind  the  scenes  ("The 
$140,000,000  man,"  Cover  Stoiy,  Sept. 
15).  They  didn't  share  in  the  loot,  al- 
though they  shouldered  the  burden.  If 
he's  so  deserving,  perhaps  they  should  all 
call  in  sick  one  day  to  let  him  run  the 
place  by  himself.  Why  does  Grasso  de- 
serve a  $5  miUion  bonus  for  September 
11?  Many  people  have  to  work  miracles  on 
a  daily  basis  because  "that's  what  they  get 
paid  for."  Unfortunately,  overpaid  CEOs 
aren't  held  to  the  same  standard. 

-Paul  Wetor 
Milwaukee 

MR.  GRASSO  AND  HIS  BOARD  just  didn't 
exhibit  the  judgment  you'd  expect  from 
otherwise  astute  businesspeople.  Pick  a 
niunber.  Grasso  should  have  earned 
maybe  some  reasonable  multiple  of  tens 
of  millions.  Greed  showed  a  compensa- 
tion payoff  attempt  that  is  despicable,  and 
borders  on  immoral  at  a  time  when  regu- 
latory governance,  and  the  NYSE  corpo- 


rate governance,  should  be  at  its 
What  is  also  sad  is  that  Grasso,  and 
reedy,  the  Board,  were  willing  to 
through  at  all  costs.  Grasso  resigns  in 
grace  after  36  years.  Let's  not  feel  so: 
him,  though.  Fm  sure  he'll  spend  it 
with  his  buddies  from  the  NYSE 

-I.G.  Fi 
Austin, 


wil 


Boarl 


LIBERAL  RAILINGS  against  "tax  cut 
the  wealthy"  usually  leave  me  feel 
quite  dyspeptic.  However,  after  reac] 
about  Grasso's  compensation  plan,  I  ] 
to  concede  that  they  may  have  a  pd 
Perhaps  Congress  should  consider 
rate  for  unearned  income. 

-John  G.  Cr 
White  Plains, 

THE  $140  MILLION  MAN  has  resigij 
but  his  board  still  seems  to  be  in  a  fol 
to  how  he  came  by  that  tidy  sum.  Hei 
a  scenario  that  puts  the  figure  in  persjj 
tive:  Assume  that  at  the  end  of  his 
year  of  employment  at  the  NYSE,  Grjj 
received  a  simi  X  into  his  retirement 
count.  This  deposit  started  accruing 
terest  at  a  rate  of  8%  per  year.  After  j 
second  year,  he  received  another  dej 
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WHY  YOU  WON'T  SEE  NYL  ON  NYSE,  NASDAQ 
OR  ANY  OTHER  STOCK  EXCHANGE  FOR  THAT  MATTER. 


You  won't  see  New  York  Life  listed  on  a  stock  exchange  because  we're  a 
mutual  company.  Being  mutual  means  we're  owned  by  our  policyholders,  not 
stockholders.  Rather  than  focusing  on  quarterly  results,  we  care  about  the  long  term. 
After  you  buy  a  New  York  Life  policy,  you  may  not  need  us  for  years,  or  even  decades. 
But  when  you  do,  we'll  be  there.  To  us,  our  policyholders  are  really  buying  a  promise  - 
that  we'll  be  here  to  pay  a  claim,  fund  your  retirement,  or  pay  for  nursing  home  costs. 
That's  why  New  York  Life  focuses  on  what  really  matters  in  the  long  term:  financial 
strength  and  integrity.  You  can  trust  that  we'll  keep  our  promises  to  you,  just  as  we  have 
for  over  155  years. 


The  Company  You  Keep. 

WWW.NEWY0RKLIFE.COM/MUTUALITY 


To  arrange  a  discussion  with  a  New  York  Life  agent,  call  1-888-963-7946. 
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CORRECTIONS  &  CLARIFICATIONS 

In  "Reform:  Who's  making  the  grade" 
(Management,  Sept.  22),  the  calculation  of 
158  accounting  restatements  that  occurred 
in  the  first  half  of  2003  should  have  been 
attributed  to  Huron  Consulting  Group. 


which  was  8%  more  than  the  one  the  year 
before.  This  deposit  also  earned  interest 
at  8%.  And  so  forth,  every  year  thereafter. 
For  all  of  these  deposits  to  be  worth  $140 
miUion  today,  after  35  years  of  employ- 
ment, the  initial  deposit  X  would  have 
had  to  be  $292,184,  which  it  obviously 
wasn't.  Two  important  conclusions  can  be 
drawn:  The  later  deposits  Grasso  received 
no  doubt  by  far  exceeded  his  regular  com- 
pensation. And  second,  do  not  underesti- 
mate the  power  of  compounding  interest, 
even  at  just  8%  per  year. 

-Christoph  Steinbruchel 
Clifton  Park,  N.Y. 

AMERICANS  BELIEVE  it  is  their  birth- 
right to  earn  any  amount  of  money,  even 
if  it  is  more  than  they  can  spend  intelli- 
gently in  their  lifetime.  This  game  of  ex- 
cessive pay  reminds  me  of  college  drink- 
ing contests,  in  which  whoever  drinks  the 
most  without  passing  out  is  admired. 

-Allen  Price 
Mountain  View,  Calif. 

WHAT  A  FINE  ROLE  MODEL  for  the 
financial-services  industry. 

-Ken  Stanley 
Citrus  Heights,  Calif 

TIME  FOR  ELIOT  SPITZER  to  take  anoth- 
er look  at  the  NYSE. 

-Dave  Welb 
Wilkes-Barre,  Pa. 

PRODUCTIVITY  WILL  SUFFER 
WHEN  THE  BOOMERS  BOW  OUT 

"STILL  GETTING  STRONGER"  (News: 
Analysis  &  Commentary,  Sept.  15)  pre- 


and 
minai 

one-thii 

inatior.. 
[ 


diets    long-term    productivity   gro 
based  on  the  increasingly  effective  u 
information  technology  and  tighter  i 
agement  of  labor.  You  ignore  an  im 
tant  element  of  productivity:  the  inc 
ing  skill  and  experience  of  aging 
boomers.  Baby  boomers  are  ente 
their  most  productive  age  range,  and 
currentiy  make  up  a  disproportion 
large  segment  of  the  population.  In  i  n-^w^^' 
tion,  according  to  the  Bureau  of  L 
Statistics,  they  are  the  only  age  g 
with  an  increasing  labor-force  parti 
tion  rate  during  the  current  recessio 
Ignoring  the  baby  boomers'  effe^ 
productivity  could  be  serious,  because 
short-hved,  not  long-term.  In  2010, 
boomers  will  start  retiring  in  droves-l 
when  we  will  need  higher  productivi 
help  support  them  in  retirement. 

-Edward  A.  Br 
New 

MILITARY  PERSONNEL 
-AND  MILITARY  PENSIONS 

I  AM  VERY  UNCOMFORTABLE  with  limL  1 U 
ing  elsewhere  that  military  membei 
the  special  forces  operate  commonly  fmanv 
of  uniform,  as  during  the  early  days  o 
Afghanistan  operation  ("Outsour 
war,"  Special  Report,  Sept.  15).  Now. 
vate  military  companies  (PMCs)  peri 
largely,  but  not  exclusively,  in-theater 
port  missions.  Field  support  is,  of  coi 
a  mihtary  function,  as  is  training  anc  f  TO  Gi 
curity.  Clearly,  that  makes  PMCs  a  le|l'( 
mate  mihtary  target.  Also,  when  the 
foots  the  operational  bill  for  some  c^ntof 
tion  forces,  does  that  make  those  coal 
forces  mercenaries  in  some  eyes? 

-Vic  Kaiht 
White  Pine,  ^  bgerC 

AS  FOR  BILLY  J.  GRAY'S  mihtary  pens  tgulatoi 
your  article  indicated  that  a  veteran  ^ 
20  years'  service  would  receive  50%  o  ion  t 
old  salary.  Use  of  precise  terminology  itors  w 
full  insight  into  the  mihtary  compe: 
tion  structure  yields  a  very  different  ling  to 
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■.r.  accurate  accounting.  Mr.  Gray's 
liion  is  50%  of  his  base  pay,  excluding 
nkand  all  allowances  (such  as  those  for 
3  iters  and  subsistence).  In  my  case 
I  ly  Commander,  0-5,  with  22  years  ac- 
;:  service),  my  pension  amounts  to 
£  It  one-third  of  my  total  active  duty 
I  pensation.  For  members  with  spe- 
i.  Y  pay  for  flying,  hazardous  duty,  etc., 
'c  i)ension  at  20  years  can  easily  amount 
.tss  than  one  fourth  of  their  salary, 
;ch  is  half  the  amount  your  article 
cid  lead  the  reader  to  believe. 
I  -James  H.  Martin 

n  Alexandria,  Va. 

ikFE  PLACE 
CHILDREN  TO  SURF 

[!  COLUMN  "Putting  e-limits  on  your 

?  (Technology  &  You,  Sept.  15)  is  both 

rjy  and  informative.  Readers  should 

V  that  President  Bush  signed  into  law 

egislation  to  create  a  child's  section 

jie  Internet,  where  kids  can  go  to  gain 

)enefits  of  the  Internet  in  a  safe  envi- 

rinent.  I  invite  your  readers  to  learn 

I  e  by  visiting  Smithsonian.kids.us,  the 

r  of  many  kids.us  sites  to  come. 

i: '  -John  M.  Shimkus  (R-Ill.) 

ri  1  House  of  Representatives 

Washington 

H 
IT  BUY  THE  BELLS' 

ifADBANDSOBSTORY 

[!W  TO  GET  U.S.  BROADBAND  up  to 
;  d"  (Information  Technology,  Sept.  8) 
the  U.  S.  is  lagging  behind  in  the  de- 
•ment  of  broadband  services  because 
jipoor,  unfortunate   Bell   operating 
panies  are  saddled  vnth  regulations 
•are  not  imposed  on  the  cable  indus- 
iRoger  O.  Crockett  has  bought  the 
aganda  that  the  Bells  have  been  feed- 
regulators  across  the  country  (by  the 
i..most  aren't  buying).  This  is  a 
tnon  tactic  of  the  Bells— running  to 
lators  when  they  are  getting  beaten 
le  marketplace.  The  Bells  have  been 
illing  to  make  the  capital  investments 


required  to  upgrade  their  antiquated 
legacy  networks.  Cable  has  invested  bil- 
lions in  upgrading  their  networks  and  has 
reaped  the  rewards  in  doing  so ,  capturing 
the  Uon's  share  of  the  broadband  residen- 
tial market.  Cable  made  the  investment 
with  no  guarantee  of  profits  fi-om  regula- 
tors and  entirely  with  private  risk  capital. 

-Ron  McMillan 
Houston 
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Innovate  or  Die 

THE  INNOVATOR'S  SOLUTION:  Creating  and  Sustaining  Successful  Growth 

By  Clayton  M.  Christensen  and  Michael  E.  Raynor;  Harvard  Business  School  Press;  304pp;  $29.95 


Harvard  Business  School  professor 
Clayton  M.  Christensen  sent  many 
executives  and  managers  at  established 
companies  into  a  funk  with  his  1997 
book.  The  Innovator's  Dilemma.  He 
showed  that  an  upstart  with  an 
innovation  that  disrupts  existing 
business  models  can  beat  out  big  guys 

nearly  every  time— be  it  Intel  Corp.  with  the  micropro 
cesser  in  the  1970s  or  steel  mill  Nucor  Corp.  with  a  way  to 
reuse  scrap  in  the  1990s.  What's  more,  he  said,  venerable 
companies  seal  their  doom  by  doing  just  what  they're 
supposed  to  do:  pleasing  their  most  valuable 
customers.  There  seemed  no  way  out. 

Christensen's  accessible  and  rigorous  new  book, 
written  with  Deloitte  Research  Director  Michael  E. 
Raynor,  provides  a  survival  manual  for  corporate 
managers.  The  Innovator's  Solution  makes  a  credible 
case  that  estabUshed  companies  can  defy  the  odds 
after  all,  provided  they  offer  disruptive  new  products 
of  their  own.  By  channeling  innovation  into  fast- 
growing  new  areas,  posit  Christensen  and 
Raynor,  businesses  will  be  able  to  reel 
in  new  customers,  time  after  time. 

The  authors  don't  pretend  that 
overcoming  the  innovator's  dilemma  will  be 
easy.  The  essential  problem  is  that  companies 
naturally  improve  tiieir  products,  so  they  can  earn 
better  profits.  But  invariably  at  some  point,  an  upstart 
with  a  new  technology  or  low-cost  process  appears,  and  as  it  in 
turn  makes  improvements,  it  eats  into  the  estabhshed 
company's  core  market.  The  lowly  transistor,  for  example,  killed 
the  vacuum  tube,  while  PCs,  once  derided  as  toys,  snuffed 
minicomputers  and  currentiy  threaten  servers  from  the  likes  of 
Sun  Microsystems  Inc.  Yet  there's  no  intrinsic  reason,  the 
authors  assert,  that  even  large  businesses  can't  seize  the  day 
themselves. 

How?  Although  The  Innovator's  Solution  is  less  a  how-to 
book  than  a  how-to-think  book,  Christensen  and  Raynor 
offer  systematic  approaches  for  treating  innovations  in  a 
new  way.  Instead  of  just  turning  a  new  idea  or  technology 
into  a  better  mousetrap,  they  suggest  ways  to  transform  it 
into  a  product  that  completely  changes  the  game,  capturing 
brand-new  customers  and  thus  producing  much  higher 
growth.  Procter  &  Gamble  Co.,  for  instance,  does  more  than 
simply  offer  "new  and  improved"  toothpaste.  In  2001,  it 
launched  Crest  Whitestrips,  a  home  tooth-whitening 
product  that  created  a  new  market  of  10  million  users  with 
nearly  $300  million  in  sales. 
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Just  as  crucial,  say  Christensen  and  Raynor,  is  making 
sure  corporate  processes  help  rather  than  hobble  a  new  i 
They  suggest  a  twofold  approach:  First,  early  on,  manag 
should  talk  about  a  possible  innovation  as  something  th; 
could  threaten  their  core  business— if  someone  else  were 
do  it  first.  Research  indicates  that  threats,  rather  than 
opportunities,  mobilize  resources  much  faster.  Then,  one 
the  project  is  under  way,  it  should  quickly  be  spun  off  int 
independent  group  that  isn't  beholden  to  the  company's 
established  ways  of  dealing  with  more  incremental  new 
ideas.  Hewlett-Packard  Co.  did  this  with  its  highly  succesj 
Inkjet  printers,  for  instance,  and  so  did  Johnson  &  Johns^ 
with  the  angioplasty  instruments  and  portable  blood-glu 
meters  that  it  acquired. 

There's  also  good  advice  on  how  to  keep  a  project  on  tr 
once  it's  launched.  In  stark  contrast  to  the  "gi 
big  fast"  mantra  of  the  1990s  Internet  boo 
the  authors  counsel  that  companies  should 
"impatient  for  profit  but  patient  for  growth 
While  the  profit  imperative  is  obvious  todaj 
authors  say  too  many  companies  forget  the 
second  part.  When  bad  times  hit,  they  lose 
faith,  and,  instead  of  giving  a  new  product  i] 
to  gather  speed,  they  force  it  into  a  seemin: 
more  certain,  established  market.  This,  thejj 
say,  results  in  certain  failure. 

The  only  problem  with  the  book  is  a  pau 
of  examples  showing  how  estabhshed 
companies  have  overcome  the  dilenmia  anc 
capitalized  on  new  innovations  themselves. 
The  authors  offer  some  hypothetical  cases, 
such  as  how  Xerox  Corp.  mij 
use  its  promising  printing 
technologies  to  imdercut  HF 
Inkjet  business.  But  they  are 
entirely  convincing.  In  fact, 
authors  admit  that  "no 
company  has  been  able  to  bi 
an  engine  of  disruptive  grov 
and  keep  it  running  and 
running."  Surely  if  this  were 
possible  to  do,  as  Christense 

and  Raynor  beUeve,  a  few 

^^^^^^^^  companies  would  have  done 

Nonetheless,  the  book  ma 
a  strong  case  that  there's  not  much  choice  but  to  try. 
Christensen's  research  indicates  that  the  odds  of  creating 
successful  growth  business  jump  from  6%  to  37%  when  a 
disruptive  strategy  is  used  instead  of  an  incremental  one. 
Even  if  The  Innovator's  Solution  offers  no  guarantees,  its  cl 
eyed  advice  comes  at  just  the  right  moment  for  an  econon 
still  struggling  to  recover.  ■ 

-By  Robert  D 
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Introducing  the  latest  phones  from  Nokia.  They  put  a  new  spin  on  everything  you  do. 
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HARDCOVER  BUSINESS  BOOKS 
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PAPERBACK  BUSINESS  BOOKS 


LAST        MONTHS 
MONTH       ONUST 


^  GOOD  TO  GREAT  Jim  Collins  (HarperBusiness*  $27.50)  How    1        23 
lL  run-of-the-mill  companies  make  the  leap  to  excellence. 

^  EXECUTION  Larry  Bossidy,  Ram  Charan  (Crown  2         15 

Z  Business  •  $27.50)  Translating  business  strategies 


into  results. 

WHAT  SHOULD  I  DO  WITH  MY  LIFE?  Po  Bronson 
(Random  House  •  $24.95)  Overcoming  confusion  to  find 
your  true  calling. 

REEFER  MADNESS  Eric  Schlosser  (Houghton  Mifflin  •  $23) 
The  underground  economy  in  porn,  pot,  and  migrant  labor 

24  DAYS  Rebecca  Smith,  John  R.  Emshwiller  (Harper 
Business  •  $25.95)  Two  Wall  Street  Journal  reporters' account 
of  the  Enron  fiasco. 


r  THE  FIVE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni 
U  (Jossey-Bass  •  %22)  Ending  behavior  that  obstructs 
teamwork. 


•  PURPLE  COW  Seth  Godin  (Portfolio  •  $19.95) 
Astonish  your  customers,  says  this  marketing  guru. 

THE  ONE  MINUTE  MILLIONAIRE  Mark  Victor  Hansen. 
Robert  G.  Allen  (Harmony  Books  •  $19.95)  Chicken  soup 
for  the  investor 

MAKING  THE  MOST  OF  YOUR  MONEY  Jane  Bryant  Quinn 
(Simon  &  Schuster  •  $30)  An  updated  financial  primer 

ADVENTURE  CAPITALIST  Jim  Rogers  (Random  House  • 
$26.95)  Insights  about  the  future  of  the  global  economy 
from  a  world  traveler 

LEADERSHIP  Rudolph  W.  Giuliani  (Talk  Miramax  •  $25.95) 
Hizzoner  speaks. 

THE  POWER  OF  FULL  ENGAGEMENT  Jim  Loehr,  Tony 
Schwartz  (Free  Press  •  $26)  Apply  the  rigors  of  the  gym  to 
work  and  personal  life. 

THE  5  PATTERNS  OF  EXTRAORDINARY  CAREERS  James  M. 
Citrin,  Richard  A.  Smith  (Crown  Business  •  $22.95)  Tips  on 
managing  your  work  life,  from  two  executive  recruiters. 

4  HUG  YOUR  CUSTOMERS  Jack  Mitchell  (Hyperion  •  $19.95) 
It's  the  personal  touch  that  counts. 

THE  21  INDISPENSABLE  QUALITIES  OF  A  LEADER  John  C. 
J  Maxwell  (Thomas  Nelson  •  $17.99)  The  persofja/ (ra/ls 
necessary  to  inspire  the  rank  and  file. 


3         4 
1 

6        14 

5         4 
10        U 


12 
7 


3 


LONG-RUNNING  BEST-SELLERS 


^DCOVER  BUSINESS  BOOKS 

0  MOVED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 

H!  Stephen  C.  Lundin,  Harry  Paul,  John  Christensen 
perion  •  $19.95) 

W.  DISCOVER  YOUR  STRENGTHS  Marcus  Buckingham, 

laid  0.  Clifton  (Free  Press  •  $27) 

ST,  BREAK  ALL  THE  RULES  Marcus  Buckingham,  Curt 
fman  (Simon  &  Schuster  •  $27) 

flNG  FANS  Ken  Blanchard,  Sheldon  Bowles  (Morrow  •  $20) 


U 
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FAST  FOOD  NATION  Eric  Schlosser  (HarperCollins  •  $13.95)      1 
The  implications  of  the  burger-and-fries  culture. 

NICKEL  AND  DIMED  Barbara  Ehrenreich  (Owl  Books  •  $13)       3 
An  undercover  investigation  into  the  daily  struggles  of  the 
working  poor 

THE  INTELLIGENT  INVESTOR,  REVISED  EDITION  Benjamin      2 
Graham,  with  Jason  Zweig  (HarperBusiness  •  $19.95)  The 
classic  explanation  of  "value  investing,"  with  new  material. 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  4 

$14.95)  What  turns  an  idea  into  a  hot  trend. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  Richard  Nelson  5 

Bolles  (Ten  Speed  •  $17.95)  The  2003  edition  of  the  enduring 
job-search  bible. 

REAL  ESTATE  LOOPHOLES  Diane  Kennedy,  C.P.A.,  6 

Garrett  Sutton,  Esq.  (Warner  •  $16.95)  Tax  and  legal 
knowhow. 

.  REAL  ESTATE  RICHES  Dolf  de  Rocs  (Warner  •  $17.95)  Why        7 
buildings  are  better  investments  than  stocks. 

THE  E-MYTH  REVISITED  Michael  E.  Gerber  (HarperBusiness     8 
•  $16)  How  a  systematic  approach  can  lead  to  small-business 
success. 


9  THE  RICHEST  MAN  IN  BABYLON  George  S.  Clason  (Signet  •      9 
$6.99)  Save  10%  of  what  you  earn,  then  pay  your  bills. 

^  p.  IT'S  NOT  HOW  GOOD  YOU  ARE,  IT'S  HOW  GOOD  YOU  12 

lyj  WANT  TO  BE  Paul  Arden  (Phaidon  •  $7.95)  An  ad  man's 
aphorisms  on  success. 

URICH  DAD'S  RETIRE  YOUNG  RETIRE  RICH  Robert  T  Kiyosaki,  10 
with  Sharon  L.  Lechter  (Warner  •  $17.95)  Plan  ahead. 

^  n  HOW  TO  MAKE  MILLIONS  IN  REAL  ESTATE  IN  3  YEARS 
IZ  STARTING  WITH  NO  CASH  Tyler  G  Hicks  (Berkley 


13 


$14) 


Make  way,  Donald  Trump! 


^  rj  THE  POWER  OF  FOCUS  Jack  Canfield,  Mark  Victor  Hansen, 
J^  Les  Hewitt  (Health  Communications  •  $12.95)  Zon/ng/n  on 
achievement. 

^  /,  INVESTING  IN  FIXER-UPPERS  Jay  R  DeCima  (McGraw-Hill 

i^  $18.95)  This  o/d  house. 

^  ^  HOW  TO  MAKE  MONEY  IN  STOCKS  William  J.  O'Neil 

X^  (McGraw-Hill  •  $12.95)  Picking  winners,  by  the  founder  of 


15 


Investor's  Business  Daily. 
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THE  21  IRREFUTABLE  LAWS  OF  LEADERSHIP  John  C. 
Maxwell  (Thomas  Nelson  •  $22.99) 

PAPERBACK  BUSINESS  BOOKS 

RICH  DAD,  POOR  DAD  Robert  T  Kiyosaki,  with  Sharon  L. 
Lechter  (Warner -$15.95) 

GETTING  TO  YES  Roger  Fisher,  William  Ury,  Bruce  Patton 
(Penguin  •  $14) 

THE  ONE  MINUTE  MANAGER  Kenneth  Blanchard.  Spencer 

Johnson  (Berkley  •  $12.95) 


THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R. 

Covey  (Fireside  •  $14) 

RICH  DAD'S  CASHFLOW  QUADRANT  Robert  T  Kiyosaki, 
with  Sharon  L.  Lechter  (Wamer  •  $17.95) 

RICH  DAD'S  GUIDE  TO  INVESTING  Robert  I  Kiyosaki,  with 
Sharon  L.  Lechter  (Warner  •  $17.95) 
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Technolosv  &  You 


BY  STEPHEN  H.  WILDSTROM 


It's  Time  for  a  New 
High-Tech  Manifesto 


Five  years  ago  this  month,  I  wrote  a  column  calHng  for  a  Computer  Usen 
Bill  of  Rights.  The  manifesto,  based  on  the  work  of  IBM  researcher  Clare-| 
Marie  Karat,  argued  that  the  No.  1  priority  for  tech  companies  should  be 
making  products  easy  to  use.  How  well  have  they  done?  A  look  back  findj 
major  progress,  but  also  plenty  of  new  problems. 


Seven  of  the  10  points  laid  out  by  Karat,  a 
usability  expert  at  the  Thomas  J.  Watson 
Research  Center  in  Hawthorne,  N.Y.,  dealt 
one  way  or  another  with  the  difficulty  of 
installing  and  running  hardware  and 
software.  While  computers  are  still  harder 
to  use  than  they  should  be,  tech  companies 
have  done  much  better  in  these  areas. 
Judging  by  what  I  hear— and  don't 
hear— from  readers,  the  basic  job  of 
getting  computers,  accessories,  and 
programs  up  and  running  is  no  longer  a 
big  source  of  hassles.  Nor  are 
incomprehensible  error  messages  a  cause 
of  much  complaint.  "We've  made  some  real  improvements," 
says  Karat.  "We're  not  there  yet,  but  I'm  proud  of  the  work 
we  have  done."  The  biggest  change,  she  says,  is  that  usabihty 
issues  are  now  considered  central  to  the  process  of 
developing  software  or  hardware,  rather  than  as  something 
to  be  fixed  up  just  before  a  product  ships. 

IT  SEEMS  TO  BE  A  RULE  OF  LIFE,  however,  that  when  we  make 
progress  against  one  evil,  another  rises  to  take  its  place.  Five 
years  ago,  the  most  threatening  thing  you  were  likely  to 
encounter  on  your  computer  was  a  Windows  message 
informing  you  that  someone  or  something  had  performed  an 
"illegal  operation."  Today,  our  e-mail  inboxes  overflow  with 
junk,  much  of  it  promoting  Ulegal  schemes  of  one  sort  or 
another  and  some  of  it  truly  \ile  pornography.  We  are  warned 
almost  daily  of  vulnerabilities  in  software  and  of  scary- 
sounding  worms  and  viruses  designed  to  exploit  them.  We're 
no  longer  sure  whether  the  pc  on  the  desktop  is  a  useful  tool 
or  a  dangerous  intruder  in  our  homes.  It's  no  accident  that 
Karat  has  shifted  the  focus  of  her  research  from  traditional 
usability  issues  to  protecting  the  privacy  of  computer  users. 
The  successftil  attack  on  1998's  problems  of  hardv/jire  and 
software  usability  was  important  in  making  computers  and  the 
World  Wide  Web  the  true  mass-market  products  they  be.  ame 
during  the  Internet  boom.  It  will  take  similar  progress  to  Jtssure 
the  public  that  their  computers  are  safe  from  hackers,  their  e- 
mail  inboxes  safe  from  junk,  and  their  online  information  safe 


from  thieves.  Failure  could  prevent  the 
liftoff  of  wireless  services  and  e-comme 
that  I  beheve  vidll  be  at  the  heart  of  a  nel 
spurt  of  high-tech  growth. 

Five  years  ago,  a  small  number  of 

companies— Microsoft^  i^ple  Computd 

Hewlett-Packard,  and  a  few  independe  j 

software  publishers— took  up  the 

challenge.  Today's  problems  are  beyon^ 

the  reach  of  even  the  biggest  corporatic 

Still,  they  should  provide  far  more 

leadership  in  the  fight.  Microsoft,  after  | 

embarrassing  series  of  Windows  se 

holes,  needs  to  convince  us  tl 

"trustworthy  computing"  is  ] 

than  a  pubUc-relations  slogan. 

The  industry  should  leave  be! 

a  fruitiess  Washington  argimie 

over  just  what  spam  will  be 

permitted  and  get  to  work— f 

on  the  technical  fixes  needed  td 

stop  it.  And  service  providers 

Web-site  operators  must,  at  ] 

last,  pay  more  than  Up  service ' 

consumers'  demands  that  theiil 

privacy  be  protected. 

Customers  should  be  due  i 
as  a  matter  of  right.  But  it's ; 
good  business,  because  a  faili 
to  address  these  concerns  could  cripple  the  industry  just  i 
it's  recovering.  The  gains  in  usabUity  created  by  plug-and- 
play  installations  that  actually  work  and  operating  systemsl 
that  rarely  crash  were  well  worth  the  effort  required.  The  n[ 
phase  is  more  difficult,  but  every  bit  as  necessary  and 
potentially  even  more  rewarding.  ■ 


Hiisiness\\eek!onliiu 


For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 

Steve  Wildstrom's  Tech  &  You  also  can  be  seen  every  weekend  on 
BusinessWeek  TV.  Check  local  listings  for  details. 


Techdom's 
fate  rides 
on  the  fight 
against 
viruses, 
spam,  and 
ID  theft 
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Economic  Viewooint 


BY  JEFFREY  E.  GARTEN 


Will  All  Those  Jobs 
Ever  Come  Back? 


Most  everyone  knovi^s  we're  in  a  jobless  recovery,  with  a  6.1%  rate  of 
unemployment  and  nearly  3  million  people  losing  their  jobs  in  the  past 
years.  There  is  also  a  consensus  among  mainstream  economists  that 
conventional  government  policies,  especially  the  kind  of  massive  tax  cuts  I 
and  big  deficit  spending  instituted  by  President  George  W.  Bush,  will  ush 


in  a  standard  business  recovery  that  will  eventually  generate 
lots  of  jobs  and  lower  the  unemployment  rate.  We'd  better  be 
prepared  for  that  consensus  to  be  wrong.  There  is  a  good 
chance  that  many  of  the  jobs  will  never  come  back. 

GOING  EAST.  One  reason  is  the  growing  labor  efficiency  that 
allows  American  companies  to  accomplish  more  with  fewer 
people.  Such  productivity  growth  averaged  2.6%  in  1996- 
2002,  compared  with  1.4%  in  1980-95.  Moreover,  it  soared  to 
nearly  7%  in  the  second  quarter  this  year.  Looking  ahead, 
even  more  labor-saving  techniques  will  be  embedded  in  every 
sector  of  the  economy,  spurred  by  advances  in  information 
technology  and  by  continuous  pressure  for  cost-cutting. 

A  second  megatrend  is  the  explosive  growth  of  outsourcing 
to  China,  India,  and  elsewhere.  The  problem  involves  not  just 
the  transfer  abroad  of  traditional  manufacturing  by 
companies  such  as  Ford  and  Intel  but  also  the  relocation  of 
such  operations  as  software  design,  tax  analyses,  and  financial 
research  by  the  likes  of  Microsoft  and  Citigroup. 

Third,  financially  strapped  state  governments  are  cutting 
back  on  education  and  job  training.  This  is  happening  just  as 
retiring  baby  boomers  are  about  to  leave  big  gaps  in  the 
numbers  of  workers  with  important  technical  skills. 

Not  everyone  is  alarmed.  Stephen  Roche,  Morgan  Stanley's 
chief  economist,  says  that  productivity  growth  in  services  is 
not  as  high  as  economists  allege.  Harvard  Business  School's 
Michael  Porter  told  me  that  companies'  enthusiasm  for 
outsourcing  could  wane  once  they  understand  the  fiill  costs  of 
lower  productivity  and  loss  of  control  over  crucial  aspects  of 
their  business.  Meanwhile,  Glenn  Hubbard,  former  chairman 
of  the  Council  of  Economic  Advisors,  has  recently  written  that 
we  are  experiencing  nothing  more  than  the  historic  process  of 
shedding  old  jobs  and  creating  new  ones. 

I  hope  Hubbard  is  right.  But  even  if  he  is,  I  fear  that 
America  could  be  heading  for  an  employment  debacle  that 
won't  be  overcome— at  least  at  tolerable  social  cost— if 
everything  is  left  to  the  market  or  to  current  government 
programs  that  are  scattered  and  underfunded.  To  me,  the  big 
risks  are  in  doing  too  Uttle  rather  than  too  much. 

What  steps  should  be  taken?  Washington  should  start  by 
rationalizing  the  spaghetti  bowl  of  federal,  state,  and  local  job 
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Without  big 
efforts  from 
the  feds,  the 


training  programs  and  put  someone  with  exceptional  clou^ 
charge.  It  should  ensure  its  education  goals  and  training 
programs  are  well-fiinded,  even  if  that  means  measures  as| 
poUtically  difficult  as  imposing  a  gasoline  tax. 

The  govermnent  shoiold  create  more  effective  partnershJ 
with  the  business  coitmiimity  to  equip  workers  for  specific  I 
industries  that  are  likely  to  expand  in  the  years  ahead.  Thej 
include  health  care,  where  miUions  of  nurses  for  our  aging  I 
population  will  be  needed;  education,  where  highly  quahfi<| 
K-12  teachers  will  be  in  severely  short  supply;  and  new 
industries,  such  as  homeland  security. 

Washington  should  also  focus  heavily  on  helping  small ; 
medium-size  companies  by  reducing  regulatory  red  tape ; 

the  cost  of  litigation.  If  s  in  this 
part  of  the  economy,  and  not  in 
footloose  multinational  companj 
where  there's  the  highest  potentj 
for  more  good  jobs. 

The  Administration  is  right  i 

A  ciX\  o  r»l  o  m  en  r  ^°^S^  °^  countries  that  subsic 
QeDa.Cie  Illa.y  their  exports  or  violate  intellec 
n  ever  he  property  rights.  But  the  big 

lit  V  tl  UK^  problems  are  homegrown,  and  i 

reversed  government  should  strongly  resij 

^^^^^^^  protectionist  pressures.  This 

"^'^'^""'  includes  a  proposal  to  raise  ta 

on  Chinese  imports  in  order  to 
pressure  Beijing  to  revalue  the  yuan.  Ditto  for  attempts  by 
state  goverrmients,  such  as  New  Jersey,  to  ban  all  outsourci| 
on  state  contracts.  Equally  misguided  are  proposals  from 
some  Democratic  Presidential  aspirants  under  which 
companies  that  refrain  from  moving  operations  abroad  woij 
be  awarded  tax  breaks. 

Admittedly,  I  don't  see  anything  on  the  near-term  horizo  I 
showing  that  our  political  or  business  leaders  see  the  probli] 
in  its  proper  dimensions.  But  if  my  concerns  are  only  half 
right,  it  won't  be  too  long  before  they'll  have  to.  ■ 

Jeffrey  E.  Garten  is  dean  of  the  Yale  School  of  Management  a\ 
author  of  The  PoUtics  of  Fortime:  A  New  Agenda  for  Busintj 
Leaders  (jejfrey.garten@yale.edu). 
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Economic  Trends 


BY  GENE  KORETZ 


CHINA  ISN'T 
HIJACKING  JOBS 

Blame  multinationals 
and  a  savings-short  U.S. 


The  tendency  to  blame  China 
for  U.S.  job  losses,  warns 
economist  Stephen  Roach  of 
Morgan  Stanley,  is  more  than 
just  misguided.  It  also  raises 
the  specter  of  a  dangerous  shift  toward 
protectionism. 

With  more  than  2  million  U.S.  factory 
jobs  lost  in  recent  years  and  no  sign  of  a 
turnaround  in  hiring,  vote-counting 
politicians  have  been  pointing  accusing 
fingers  at  China.  By  doing  so,  they  are 
reinforcing  the  view  that  China's 
astonishing 
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export-led 

growth 

reflects  unfair 

tactics  by  the 

country's 

exporters  and 

their 

government's 

refusal  to 

revalue  its 

currency, 

which  has 

been  tied  to  the  dollar  since  1994. 

On  both  counts,  this  view  is  wrong, 
says  Roach.  To  be  sure,  China's  exports 
have  tripled  in  the  past  decade,  and  its 
trade  surplus  vvith  the  U.S.  has  exploded 
from  $30  billion  to  $103  bilhon.  But  the 
impetus  for  this  export-led  growth  has 
come  fi:om  a  surge  of  foreign  direct 
investment  from  the  developed  world. 

Fully  65%  of  the  growth  in  Chinese 
exports  over  the  past  decade,  notes 
Roach,  has  been  generated  by 
subsidiaries  or  joint  ventures  of  global 
multinationals.  The  rising  U.S.-Chinese 
trade  deficit,  he  notes,  "is  an 
unmistakable  outgrowth  of  the  U.S. 
penchant  for  outsourcing  and  China's 
rapidly  emerging  role  as  a  global 
outsourcing  platform  of  choice."  Indeed, 
companies  based  in  North  America, 
Europe,  Japan,  and  other  Asian  nations 
invested  $53  billion  in  Chinese  facilities 
last  year,  making  it  the  world's  largest 
recipient  of  foreign  direct  investment. 

What's  more,  China's  domestic  market 
is  far  from  closed.  Its  overall  trade 


surplus  is  relatively  small.  And  it  runs 
substantial  trade  deficits  Avith  its  Asian 
trading  partners  ($31.5  billion  with 
Taiwan  in  2002),  which  ship 
components  and  parts  to  China  that  are 
assembled  into  final  export  products  by 
its  low-wage  workers. 

Chinese  imports  from  the  U.S.  are  also 
taking  off.  Last  year,  U.S.  sales  of  aircraft 
to  China  soared  42%,  to  $3.1  billion,  and 
sales  of  integrated  circuits  jumped  38%, 
to  $1.2  bilhon. 

The  bottom  line  is  that  China  has 
become  an  integral  part  of  the  global 
supply  chain,  and.  Roach  notes,  "the 
high-cost  industrial  world  needs  China 
for  its  competitive  survival."  Roach 
doubts  that  an  upward  revaluation  of 
China's  currency  by  10%  would  affect  its 
exports  very  much. 

A  truer  culprit  in  U.S.  trade  woes,  he 
says,  is  the  savings-short  U.S.  economy. 
It  is  an  iron  law  of  economics  that  as 
long  as  a  nation  chooses  to  invest  more 
than  it  saves,  it  must  import  foreign 
capital  to  make  up  the  shortfall— which 
means  running  a  trade  deficit. 

With  the  federal  deficit  exploding  and 
private  saving  stiLl  anemic.  Roach  sees  an 
even  larger  trade  gap  ahead.  "Should 
China  be  blamed  for  Washington's 
reckless  fiscal  adventures?"  he  asks. 


A  TAX  CREDIT 
GOES  AWRY 

Colleges,  not  students, 
gain  from  a  tuition  break 


Back  in  1997,  Congress  passed  a 
program  of  higher-education 
tax  credits  aimed  at  raising 
college  enrollments.  The 
credits  were  targeted  mainly  at 
middle-class  students,  who  were 
ineligible  for  the  federal  aid  available  to 
low-income  students . 

Thus  far,  however,  the  program 
appears  to  have  been  a  victim  of  the  law 
of  unintended  consequences.  In  a  recent 
study,  Bridget  Terry  Long  of  Harvard 
University  finds  that  the  credits— which 
totaled  $4.9  bilhon  in  2000— did  indeed 
mostly  fbw  to  households  in  the 
$35,000-to-$75,000  middle-income 
range.  But  she  also  finds  litde  evidence 
that  the  tax  credits  boosted  overall 


college  attendance  by  such  students 
students  in  other  income  groups, 
the  only  discernible  effect  was  a  sli] 
pickup  in  enrollments  in  foiu'-year 
institutions  relative  to  two-year  colli 
If  anything,  the  study  found  that  i 
colleges  and  states  that  may  have  real 
gains  from  Washington's  generosity. 
Since  the  tax  credits  offset  tuition  ani 
fees,  many  low-cost  two-year  school 
apparently  decided  to  accelerate  tuiti 
hikes,  as  did  four-year  colleges  in  stai 
with  large  financial-aid  programs 
that.  Long  notes,  may  help  explain 
muted  impact  on  college  attendance 
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JOIN  THE  CLUB 

The  ranks  of  the 
discontented  are  swellit,?* 
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A  few  years  ago,  researcher 
reported  that  Americans 
far  more  confident  than 
Europeans  that  their  wor 
effort  will  pay  off  in  pay  1 
and  promotions.  Unfortunately,  thos  ^^ 
sentiments  seem  to  be  waning. 

A  new  Conference  Board  survey,  ^f* 
indicates  thatjust  49%  of  Americans  ^ 
today  are  satisfied  with  their  jobs— v;  ^ 
58%  in  1995,  the  first  time  the  survey  '^J 
was  done.  Only  20%  are  satisfied  wit  ■ 
their  employer's  promotion  and  bom  '"^^ 
pohcies  and  just  a  third  with  their  pa 


Job  satisfaction  fell  most  among    _^ 
prime-years  workers  aged  35  to  54.  i*      / 


it  was  doviTi  sharply  among  workers 
the  $50,000 
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SINGING  THOSE 
WORKPLACE  BLUES 


PERCENT 


I  AMERICANS  SATISFIED  I 
Wrra  THEIR  JOBS 


plus  income 
group— to 
53%  from 
67%  in  1995. 
One  source 
of  grievance 
seems  to  be 
the  ongoing 
efforts  of 
employers  to 
squeeze  more 
work  out  of  reduced  staffs.  Although 
has  resulted  in  big  productivity  gains! 
some  economists  fear  that  the  discon 
such  efforts  have  fiieled  could  well  ht| 
productivity  over  the  long  run. 


■95 
Data:  Conference  Board 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


Corporate  America 
Reaches  Its  Fighting  Weight 

jm,  flush,  and  productive,  businesses  are  ready  to  answer  growing  demand 


U.S.  ECONOMY 


It  has  been  a  tough  three  years  for  Corporate 
nerica.  In  the  wake  of  the  stock-market  bust,  businesses  everywhere 
ive  made  painful  adjustments  to  the  new  realities  of  the  post-bubble 
onomy.  More  sober  assessments  of  risk  and  expectations  have 
reed  companies  to  eliminate  the  excesses  in  production  capacity. 


^tories,  and  payrolls  that  the  boom  had  generated, 
ng  the  way,  recession,  scandals,  and  war  made  the 
cess  even  more  wrenching.  The  business  sector's 
blems  have  weighed  heavily  on  the  recovery. 
Vhaf  s  new  in  the  oudook,  however,  is  that  companies 
now  fit  and  ready  to  roll.  They  have  restored  their 
ncial  health,  rid  themselves  of  unproductive  assets 
bloated  inventories,  boosted  productivity  and 
ipetitiveness,  and  increased  their  profitabiUty.  Given 
je  strides— and  a  resurgence  in  demand— businesses 
now  willing  and  able  to  pull  their  weight  in  this 
)very.  Having  Corporate  America  back  in  the  game 
ensure  a  strong  and  lasting  upturn. 

koVED  FINANCIAL  FITNESS  is  the  key  to  the 

iness  sector's  turnaround.  Amid  the  talk  of 
posedly  ruinous  levels  of  corporate  debt  and  Ungering 
ncial  burdens,  what  has  gone  largely  unnoticed  is  that 
)orate  balance  sheets,  in  aggregate,  have  improved 
Micantiy  over  the  past  year. 
ne  net  worth  of  nonfinancial  corporations  hit  $9.4 
jion  in  the  second  quarter,  according  to  recent  Federal 
terve  data.  Corporate  wealth  has  all  but  regained  its 
,K  level  reached  at  the  height  of  the  boom  in  2000,  and 
Jill  probably  top  that  mark  by  the  end  of  the  year 
irt).  Moreover,  the  rate  of  balance-sheet  improvement 
liis  recovery  far  outpaces  that  following  the  1990-91 
f  ssion.  Six  quarters  into  that  turnaround,  corporate 
'  Worth  had  fallen  by  $311  billion.  In  this  upturn,  it 
-  ady  stands  $224  biUion  higher. 
.  few  debt-laden  industries,  such  as  telecom  and 
nes,  are  laggards  in  the  balance-sheet  cleanup.  But  on 
whole,  corporate-sector  Uabilities  have  increased  by 
f  $385  billion  since  the  recession  ended  in  late  2001. 
over  the  same  period,  the  value  of  corporate  assets 
grown  by  $609  billion  on  the  strength  of  big  gains  in 
estate  holdings  and  financial  assets, 
he  performance  of  financial  assets  relative  to  debt 
Ucs  volumes  about  just  how  financially  nimble 
)orations  have  become.  Since  the  market  bust  in 
0,  corporate  debt,  including  bank  loans,  bonds,  and 
>ther  credit-market  obUgations,  has  increased  by  $520 
on,  but  financial  assets  have  jumped  by  $1.5  trillion. 


CORPORATE  WEALTH 
IS  RISING  AGAIN 
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Clearly,  companies  have  great  ability  to  meet  their 
obUgations,  and  debt  will  not  be  an  obstacle  to  corporate 
expansion  as  the  economy  picks  up  speed.  Indeed, 
corporate  borrowing  is  beginning  to  pick  up  again  as 
businesses  take  advantage  of  rapidly  improving 
borrowing  conditions  in  the  credit  markets  and  at  banks. 
Not  that  cash-rich  outfits  really  need  to  borrow.  The 

cash  flow  of  nonfinancial 
corporations  peaked  in 
1997  and  bottomed  out  in 
2001.  Since  then,  more 
generous  depreciation 
allowances  within  the  tax 
code  and  the  ongoing 
profits  recovery  enabled 
cash  flow  to  grow  by 
$180  billion,  to  $781.3 
billion  in  the  second 
quarter.  That  was  enough 
to  cover  99%  of  all  capital 
expenditures  and 
inventory  investment  by  nonfinancial  businesses. 

The  surge  in  corporate  cash  partiy  reflects  the  payroll 
savings  fi"om  layoffs.  But  it  is  also  the  result  of  the  dramatic 
shrinkage  in  the  cost  structure  of  Corporate  America  over 
the  past  three  years.  For  instance,  lower  interest  rates  and  a 
slowdown  in  new  borrowing  have  greatiy  cut  the  cost  of 
servicing  existing  corporate  debt.  Net  interest  costs  for 
nonfinancial  businesses  have  declined  as  a  percentage  of 
both  corporate  output  and  cash  flow. 

Also,  productivity  gains  have  cut  unit  labor  costs  and 
boosted  profit  margins,  even  at  a  time  of  weak  pricing 
power.  Ajid  margins  have  benefited  fi-om  the  elimination 
of  excess  capacity,  which  has  lowered  fixed  costs.  Now, 
with  sales  accelerating,  more  revenue  is  going  straight  to 
the  bottom  line.  An  even  stronger  second  leg  of  the  profits 
recovery  is  shaping  up  for  the  second  half  of  2003. 

IT'S  IMPORTANT  TO  NOTE  tiiat  die  asset-led  gains  in 
corporate  net  worth  have  come  even  as  companies  have 
slashed  their  extra  production  capacity,  which  counts  as  a 
tangible  asset.  Since  the  recession  ended,  the  value  of 
equipment  and  software  held  on  corporate  books,  based 
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on  replacement  cost,  has  declined  slightly,  something 
that  never  happened  previously  in  the  post-World  War  II 
era  (chart). 

Another  way  of  looking  at  the  capacity  adjustment  is  to 
compare  new  capital  spending  with  the  rapid  rate  at 
which  equipment  and  buildings  are  wearing  out. 
Through  the  first  half  of  2003,  the  ratio  of  new  outlays  to 
depreciation  was  running  at  the  lowest  level  for  any  year 
in  the  postwar  period.  This  suggests  that,  after  one  of  the 
biggest  capital  spending  busts  since  the  Great 
Depression,  pent-up  demand  for  new  equipment  and 
software  may  now  be  building— especially  demand  for 
tech  gear,  where  the  replacement  cycle  is  long  overdue. 

Capacity  levels  in  manufacturing,  for  example,  which 
had  been  growing  8%  annually  in  the  late  1990s,  are  now 
growing  only  1%  per  year.  Capacity  growth  among  tech- 
equipment  producers  has  plunged,  from  50%  to  just 
under  9%.  In  fact,  so  far  this  year,  tech-capacity  growth  is 
actuaUy  speeding  up  for  the  first  time  in  three  years, 
signaling  that  the  tech  sector  has  essentially  completed 
its  post-bubble  capacity  adjustments.  That  may  not  be 
true  for  telecom,  but  makers  of  tech  equipment  generally 
appear  to  be  in  the  early  stages  of  expanding  their 
capacity  in  response  to  stronger  demand. 

GIVEN  THAT  PICKUP  IN  DEMAND  and  the  fading  of 
financial  stress,  businesses  are  not  only  ready  to  pump  up 
their  spending  on  new  equipment  but  also  set  to  restock 
their  warehouses.  That  will  provide  yet  another  kick  to 
economic  growth.  In  particiilar,  inventories  of  tech 


equipment,  which  had  ballooned  after  the  bubble  bi 
are  once  again  ahgned  with  sales. 

Elsewhere,  though,  inventories  are  far  too  skimpy,] 
given  the  faster  pace  of  demand.  Since  the  end  of  last 
year,  economywide  inventories  have  shrunk  at  an  anr 
rate  of  0.6%,  while  overall  demand  for  goods  has  gro^ 

at  a  4.6%  rate.  In  the 


WHERE  CORPORATE 
ASSETS  HAVE  SHRUNK 


PERCENT  CttANGE  FROM  A  YEAR  AGO 


third  quarter,  that 
disparity  widened  fiiil 
as  demand  accelerate! 
As  a  result,  econonl 
at  J.P.  Morgan  Securif 
Inc.  conservatively 
project  that  inventor 
rebuilding  will  boost  | 
economic  growth  by ; 
annual  rate  of  about  ( 
percentage  point  in 
coming  quarters,  eveij 
when  one  accounts  fd 
the  market  share  taken  by  imports.  The  lift  might  eve^ 
greater  if  businesses  expand  dieir  inventories  as  fast  i 
sales  are  now  growing. 

Given  businesses'  healthier  financial  condition,  pa> 
for  those  additional  stockpiles  will  not  be  a  problem. 
More  important,  stronger  corporate  balance  sheets  m^ 
companies  are  also  ready  to  add  additional  workers  tc 
meet  rising  demand.  For  the  first  time  in  three  years, 
Corporate  America  and  Household  America  are  startiij 
to  pull  together.  ■ 
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GERMANY 


Half-Hearted^  But  a  Rebound  Nonetheles! 


GERMANY'S  RECOVERY  from 

recession  will  be  slow  and  uneven, 
casting  doubts  on  structural  reforms 
and  solutions  to  the  rising  budget 
deficit. 

The  economy  has  not  grown  for 
three  quarters  in  a  row,  but  now  the 
outlook  is  more  hopeful.  Industrial 
production  rose  2.5%  from  June  to 
July.  Vehicle  assemblies  were  strong 
as  auto  makers  recouped  production 
lost  during  a  strike  in 
June.  Consumer  and 
business  confidence 
are  rising,  and  the 
stock  market  is  up 
60%  since  hitting  a  7- 
year  low  in  March. 

Chancellor  Gerhard 
Schroder  is  counting 
on  tax  cuts  of  22 
biUion  euros  ($24 
bilHon)  to  lift  demand 
in  2004.  In  addition, 
companies  have  cut 
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FOR  GERMANY, 
THE  WORST  IS  OVER 


QUARTERLY  PERCrPT  CHANGE. 
ATANNUAlRsr' 


their  debt  levels  and  are  seeing  profits 
rise.  Those  moves  will  generate  more 
money  for  capital  goods.  But  a  recent 
Bundesbank  report  says  the 
construction  sector  shows  no 
improvement  yet.  And  the  gain  in  auto 
output,  a  key  sector  in  Germany,  will 
be  short-lived.  Vehicle  sales  are  down 
from  a  year  ago,  and  Germans  now 
hold  onto  their  cars  for  an  average  of 
one  year  longer  than  they  used  to. 
Better  growth 
abroad  will  certainly 
help,  but  exports 
won't  lead  this 
upturn.  The  euro's 
recent  volatihty, 
triggered  by  remarks 
from  the  Group  of 
Seven  on  flexible 
exchange  rates,  shows 
that  Germany  cannot 
depend  on  a  weaker 
currency  to  stimulate 
foreign  sales. 


] 


Insight  In 


Even  if  exports  pick  up  modestl 
the  consensus  is  that  the  economy 
will  grow  at  an  aimual  rate  of  just 
imder  1%  in  the  second  half  of  20C 
and  then  less  than  2%  in  2004. 
Unfortunately,  the  economy  needs 
expand  faster  than  that  to 
significandy  lower  imemployment 
now  running  at  10.6%— or  to 
generate  enough  corporate  tax 
receipts  to  lower  the  budget  deficit 
Moreover,  the  strong  showing  by  t 
opposition  in  the  Sept.  21  Bavariar 
elections  indicates  that  Schroder  m  ' 
face  a  tough  time  in  getting  throug 
any  pension  and  labor  reforms. 

The  German  budget  deficit  in  2( 
will  run  above  3%  of  the  economy 
the  third  year  in  a  row.  That  will 
again  put  Germany  in  violation  of 
Stability  &  Growth  Pact.  But  for  no 
Schroder  seems  more  focused  on 
jump-starting  the  economy  than 
pursuing  fiscal  discipline.  ■ 

-with  David  Fairlamb  in  Frank, 
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GENERAL  URBUITY 
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COMMERCIflL  RUTO        PROPERTY        WORKERS  COMP 


No  one  hates  to  see  an  employee  hurt  more  than 
we  do.  (Accident  prevention  is,  after  all,  our 
obsession.)  But  even  at  the  safest  companies 
there  will  sometimes  be  disabling  injuries.  And 
when  they  happen,  we'll  be  there  with  innovative 
programs,  helping  employees  recover  and  get 
back  to  work  as  quickly  as  possible.  At  the  same 
time,  we'll  be  reducing  employer  costs.  Last  year, 
for  instance,  we  saved  our  clients  over  $100  million, 
thanks  to  Liberty's  extensive  PPO  network. 
Employers  and  disabled  employees  will  also  benefit 
from  programs  that  bring  occupational  therapists 
into  the  workplace. 

Unlike  traditional  therapy  that  only  simulates 
job  tasks,  our  therapists  assist  injured  employees 
with  their  actual  job  duties.  Ultimately,  this 
translates  to  lower  medical  costs.  But  most 
importantly  it  means  an  accelerated  and  more 
successful  return  to  work.  Something  we  can  all 
feel  a  little  better  about. 


MORE  THAH  INSURANCE 


URAtfCE  i/7  ACTIOW: 
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WALL  STREET 


NEW  BROOM 
AT  THE 


Enter  John  Reed.  Can  the  former 
Citi  boss  bring  real  change  to  the 
troubled  New  York  Stock  Exchange 


VEN  HIS  MOST  LOYAL 
defenders  acknowledge  this: 
When  a  disgraced  Richard  A. 
Grasso  left  the  New  York 
Stock  Exchange  on  SepL  17 
in  the  wake  of  the  fiiror  over 
his  $188  million  pay  pack- 
age, he  left  behind  a  world-class  mess.  The 
NYSE's  image  was  in  tatters,  institutional 
investors  demanded  ouster  of  the  board, 
and  floor  traders  feared  changes  were  afoot 
that  would  destroy  their  franchise.  So  on 
Sept.  21,  when  the  NYSE  board  named  for- 
mer Citi  boss  John  S.  Reed  as  interim 
chairman  and  CEO,  the  relief  was  almost 
palpable. 

But  nobody  is  breathing  easy  just  yet. 
Not  the  still-jittery  floor  community.  Not 
investors.  Not  the  NYSE's  much-ridiculed 
board  of  directors.  And,  above  all,  not 
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Reed.  The  Securities  &  Exchange  Com- 
mission is  coimting  on  the  64-year-old  re- 
tired banker  to  start  the  beleaguered  ex- 
change on  the  road  toward  what  could  be 
a  dramatic  transformation.  Although  he 
lacks  hands-on  experience  in  the  securi- 
ties industry  and  will  likely  face  powerful 
pressure  for  inertia.  Reed  is  no  stranger  to 
corporate  transformation.  Says  James  Di- 
mon,  CEO  of  Bank  One  Corp.  and  a  for- 
mer Citi  colleague:  "He  understands 
technology.  He  understands  global  capital 
markets,  the  global  role  for  the  New  York 
Stock  Exchange.  He  clearly  is  respected 
on  issues  like  corporate  governance." 

Friends  and  associates  describe  a  cere- 
bral, worldly— as  well  as  somewhat  dis- 
tant and  cold— intellectual  who  is  the  po- 
lar opposite  of  the  emotional,  narrowly 
focused  college  dropout  Grasso.  After  a 


banking  career  in  which  he  presided  i 
a  technological  revolution  in  retail  ba 
ing,  the  Chicago-bom  Reed  left  Citigrd 
in  2000  after  losing  a  bruising  poi 
struggle  with  co-CEO  Sanford  I.  Wj 
Friends  say  he  is  probably  relishing  a ! 
ond  chance  to  end  his  career  on  a  hi 
note.  Says  his  friend  Yacine  Ai  t-Sahal 
director  of  Princeton  University's  Bef 
heim  Center  for  Finance,  where  Reed  J 
tured  in  2002:  "It  was  almost  a  questi 
of  duty— a  call  to  duty.  He's  not  the  k| 
of  guy  to  escape  a  draft." 

PRESSURE,  PRESSURE 

REED'S  FIRST  CHALLENGE,  when 
Starts  work  on  Sept.  30,  will  be  to  m 
major  changes  in  the  exchange's  wic| 
discredited  corporate  governance.  Ht| 
being  pressed  to  wield  an  ax  ag 
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some  of  the  most  conflicted  or  weak 
NYSE  board  members.  A  top  SEC  official 
asserts  that  "a  lot  of  people  whose  judg- 
ment is  questionable  are  making  major 
decisions,  and  that's  a  worry"— and 
named  NYSE  Director  H.  Carl  McCall, 
a  former  New  York  state  comptroller  who 
heads  the  compensation  committee  and 
the  governance  review  committee. 
McCall  did  not  return  calls  seeking 
comment. 

Clearly,  the  status  quo  is  no  longer  an 
option— not  with  pressure  from  all  sides. 
On  Sept.  24,  seven  state  treasurers  gave 
the  NYSE  board  a  laundry  Ust  of  propos- 
als, including  a  complete  overhaul  of  the 
board.  They  also  want  the  SEC  to  appoint 
an  independent  panel  to  probe  NYSE  op- 
erations and  governance.  New  York  At- 
torney General  Eliot  Spitzer  (page  129) 
says  approval  of  the  Grasso  pay  package 
represented  a  "breakdown  in  board  be- 
havior." That  day.  Reed  told  Bloomberg 
News  Service  that  he  would  cut  the  board 
to  10  or  12  members,  down  from  its  cur- 
rent 27,  and  that  he  will  stay  on  the  job  for 
only  about  three  months. 

WHO'S  NEXT? 

THE  SEC  IS  WATCHING  vdth  intense  in- 
terest. A  top  official  says  the  agency  staff 
and  Chairman  William  H.  Donaldson 
have  little  enthusiasm  for  one  proposal— 
the  creation  of  a  nonexecutive  chairman, 
instead  of  the  current  combined  CEO- 
chairman  setup.  But  the  agency  might  fa- 
vor an  arrangement  that  would  allow  the 
NYSE  and  other  markets  to  keep  their 
own  surveillance  units,  while  shifting  en- 
forcement to  a  single  regulatory  body.  A 
host  of  NYSE  constituencies,  from  in- 
vestors to  floor  brokers,  are  also  caUing 
for  increased  disclosure. 

A  saving  grace,  from  Reed's  perspec- 
tive, is  that  floor  traders— a  notoriously 
conservative   lot— now  recognize   that 


clout,  that  date  has  bee: 
layed  to  give  Reed  a  chan^ 
put  his  stamp  on  it.  "Wha 
existing  group  has  done  sh   01 
be  considered  just  one  in] 
says  a  top  SEC  official.  "Ev 
they  are  capable  of  comin 
vdth  the  right  answers, 
has  to  validate  it  by  taking 
board  through  a  process  th: 
designs." 


u 
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MISSION:  REFORM  The  appointment  of  Reed  (left) 
won  praise  from  all  quarters,  including  the  SEC's 
Donaldson.  Sources  say  Reed  is  likely  to  appoint 
his  own  search  committee  for  a  permanent  CEO 


governance  changes,  and  even  beefed-up 
regvdation,  are  inevitable.  This  is  part  dis- 
gust at  Grasso-era  excesses,  part  "if  you 
can't  beat  'em,  join  'em"  pragmatism. 
"Corporate  governance  needs  to  be  ad- 
dressed immediately,"  says  one  influential 
Wall  Street  CEO  whose  firm  wields  power 
at  the  NYSE.  "Reed  has  to  stabilize  die  sit- 
uation, get  people  on  the  road  to  reform, 
and  get  credibility  back." 

Probably  the  biggest  short-term  issue 
is  succession.  Although  various  names  of 
permanent  CEOs  have  been  bandied 
about— notably  Peter  R.  Fisher,  a  Trea- 
sury Under  Secretary  who  was  considered 
for  interim  chairman— sources  familiar 
with  the  board's  deliberations  that  the  de- 
cision is  up  to  Reed  and  that  he  is  likely  to 
set  up  his  own  search  committee. 

Just  as  vital  is  the  NYSE's  review  of  its 
corporate  governance  practices,  original- 
ly due  to  the  SEC  on  Oct.  2.  With  the  cur- 
rent board  rapidly  losing  its  remaining 


'^ 


THE  NEW  GUY 

STRAIGHTENING  OXJT  the 
porate  governance  debac' 
thorny  enough— but  it's  a  c 
compared  v^dth  the  NY 
long-term  issues.  There  is' 
example,  the  fate  of  the  trai, 
floor— long  defended  by  thi 
change  as  the  best  way  t(  , 
prices  but  lambasted  by  cr  ^ 
as  an  outmoded  system  u 
hurts  investors.  Regulations  tiiat  pre 
the  NYSE  franchise  are  now  in  dar  11113. 
The  Exchange  will  probably  be  force  no  j 
accept  some  kind  of  change  in  its  pj 


ously  sacrosanct  "trade-through"  i 


which  prohibits  orders  from  being  tC  E( 
cuted  off  the  floor  if  a  better  price  is  a 
able  on  the  floor.  That  hurts  NYSE  c  ^^| 
petitors  that  provide  faster  executi  ^^^ 
which  institutional  investors  often  pi  ^L 
over  best  prices. 

In  confronting  such  long-feste^ 
issues— and  a  potentially  troubles*  „" 
SEC  investigation  of  the  trading  flooi 
may  help  that  Reed  is  new  to  the  So  "™ 
He  has  no  vested  interests  to  proi  ■ 
Herbert  M.  Allison  Jr.,  an  NYSE  bcf  ' 
member  who  is  chairman  and  CE 


NYS 


mersi 


John  Reed's 
Agenda  and... 

...What  His 
Successor  Must  Do 

RESTORE  public  confidence  in  the  exchange 

DECIDE  whether  a  longtime  plan  to  turn  the  NYSE  into 
a  public  company  should  be  dusted  off 

ADDRESS  widespread  concerns  about  the  viability  of 
the  floor-trading  system 

FEND  OFF  encroaching  competitors,  which  are  likely 
to  multiply  because  of  regulatory  changes  under 
discussion 

REFORM  the  Big  Board's  governance,  such  as  by 
splitting  off  regulation  from  operations  and  boosting 
transparency 

SELECT  a  revamped  board  of  directors  and  CEO  who 
can  live  with  the  changes 

MINIMIZE  the  damage  caused  by  an  SEC  investigation 

of  floor  trading  practices 

BALANCE  the  competing  interests  of  floor  traders 
and  institutions,  who  complain  of  bad  trade  executions 

CALM  a  nervous  trading  floor  and  jittery  exchange  staff 

TIAA-CREF,  notes  that  Reed  "has 
had  close  relations  with  the  excha 
and  he  has  moral  courage."  His 
tached,  intellectual  approach  is  als 
plus.  His  friend  Michael  Doyle,  a  Coli  '" 
bia  University  profes 
notes  that  Reed 
"deeply  appreciative 
science  and  rigor 
methods.  He  is  fasa 
ed  by  tough  questioi 
That's  good  news.  To' 
questions  abound  at 
NYSE.  But  tough 
swers  are  about  as  h 
to  find  as  a  once-plent 
commodity:  defender 
Dick  Grasso.  ■ 

-ByGaryWeis 

New  York  and  Pc 

Dwyer  and  Amy  Boi 

in  Washing 
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OMMENTARY 


MICHAEL  J.  MANDEL 


jLeform  the  Exchange- Gingerly 

0  many  changes  could  damage  the  NYSE,  and  with  it  the  U.S.  economy 


VER  THE  LAST  decade,  the 
U.S.  financial  markets— and 
the  New  York  Stock  Exchange 
in  particular— have  been  one 
of  the  few  U.S.  sectors  to  gain 
^Irket  share  globally.  While  formerly 
ajminant  industries  such  as  commercial 
line  manufacturing  have  lost  ground, 
'~\^  NYSE  Still  reigns  supreme,  with  far 
v'^TQ  liquidity  than  any  other  trading 

^'^m  or  exchange.  In  the  first  half  of  the  1990s,  the  NYSE 
lunted  for  28%  of  the  value  of  all  shares  traded  globally. 

""7002,  that  had  risen  to  almost  31%.  Even  after  two  years 

''Vall  Street  scandals,  the  strength  of  the  U.S.  financial  mar- 
— then-  attractiveness  to  traders,  their  ability  to  vdthstand 

'f  cks,  their  success  in  financing  both  existing  corporations 
new  businesses— is  a  key  competitive  advantage  of  the 


economy. 


hafs  why,  in  the  aftermath  of  Richard  Grasso's 
^  ;nation  as  Big  Board  chairman,  it's  essential  that  NYSE 

rmers  tread  carefully.  There  is  plenty  of  pressure  to  make 

^r  changes  in  the  exchange.  Nevertheless,  the  history  of 
"^  ilation  shows  that  bad  consequences  often  can  arise  from 
^  d  intentions.  In  particular,  anything  that  hurts  the  ability 
I  ,ie  NYSE  and  the  financial  markets  to  compete  could  hurt 

U.S.  economy  as  well. 

rue,  the  NYSE  needs  to  make  changes.  The  reforms, 
■f  rever,  should  focus  on  improving  the  transparency  of  the 

lange's  operations  and  governance  rather  than  imposing 
' '  rules.  More  opermess  would  have  made  it  harder  for 
■^^  Sso  to  get  such  an  outsize  pay  package.  Better  governance— 
^^  iiding  creating  a  board  with  a  majority 
^'  idependent  members— would  bolster 
"  faith  of  both  institutional  and  retail 
^'  ^tors  and  better  protect  their  interests. 

roblem  is,  the  reformers  may  not  stop 


THE  NYSE  STILL  RULES 


e.  There  are  signs  that  the  Securities  & 
""'  lange  Commission  vvill  want  the  NYSE 
'Tiift  its  resources  to  better  monitor  the 
kets  to  prevent  abuses  such  as  insider 
■^  ing  and  front  rurming,  in  which  floor 
^  cers  profit  from  advance  knowledge  of 
^^  e  trades.  That  would  force  the 
■  lange  to  focus  less  on  doing  business 
'■  ^lopment  Moreover,  later  in  the  fall  the 


VALUE  OF  2002  STOCK  TRADES 

TRILLIONS^  DOLLARS 
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SEC  may  consider  a 
major  modification  of 
what's  known  as  the 
trade-through  rule, 
which  today  requires 
orders  to  flow  to  the 
NYSE  if  its  specialists 
are  quoting  the  best 
price.  Changing  the 
trade-through  rule— a 
proposal  that  the  SEC 
has  been  working  on 
for  six  months— would 
benefit  institutional 
traders,  who  now 
complain  that  they 
often  don't  get  the 
quoted  price  from  the 
speciahsts.  Instead  of 
trading  on  the  NYSE, 
they  want  to  divert 
much  of  their  business  to  electronic  trading  systems  that  offer 
faster  trades  at  prices  nearly  as  good. 

Despite  the  genuine  appeal  of  these  reforms,  either  could 
well  backfire.  Increasing  the  intensity  of  regulation  and 
reducing  spending  on  business  development  could 
significantly  reduce  the  NYSE'S  competitiveness,  especially 
since  the  focus  on  attracting  new  listings  has  helped  the 
exchange  maintain  its  global  primacy.  Equally  important,  the 
trade-through  rule  helps  ensure  a  high  volume  of  trades- 
and  Uquidity— for  the  NYSE.  That's  a  real  plus.  Allowing 
institutional  investors  to  spread  their  trades  out  among 
different  exchanges  may  be  preferable  in  most 
circumstances,  but  it  might  make  it  harder  to  maintain 
liquidity  in  periods  of  financial  stress. 

The  NYSE,  for  all  of  its  foibles  and  flaws, 
has  successfiilly  served  as  the  bulwark  of 
the  financial  system  through  boom  and 
bust.  That  means  major  reforms  should  be 
made  careftilly.  In  particular,  the  fact  that 
institutional  investors  would  prefer  to 
trade  off  the  exchange  is  not  conclusive 
evidence  that  it  would  lead  to  a  better 
financial  system. 

The  stock  exchange  clearly  made  a 
mistake  by  paying  Grasso  so  much 
money.  But  if  the  response  is  too 
draconian,  the  rest  of  the  economy  will 
suffer  for  the  sins  of  a  few.  ■ 
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ENERGY 


A  FRAGILE  REPRIEVE 
ON  ENERGY 

Easing  gasoline,  crude,  and  natural  gas 
prices  could  rev  the  recovery-if  they  last 


'M^ 


As  RECENTLY  AS  Au- 
gust, high  energy  prices 
looked  as  if  they  might 
become  a  serious  obsta- 
cle to  economic  recovery 
in  the  U.S.  and  abroad. 
Oil  was  more  than  $30  a 
barrel,  natural  gas  remained  in  short  sup- 
ply, and  gasoline  had  hit  an  all-time  high. 
Federal  Reserve  Chairman  Alan 
Greenspan  captured  the  concern  in  con- 
gressional testimony  in  July,  when  he 
warned  of  "debihtating  spikes"  in  the 
price  of  natural  gas.  The  big  worry:  If  en- 
ergy prices  were  high  when  the  economy 
was  slack,  how  much  higher  would  they 
go  when  it  was  firing  on  all  cyUnders? 

Then  a  funny  thing  happened:  Growth 
began  to  accelerate,  but  rising  inventories 
allowed  energy  prices  to  drop  rather  than 
rise.  From  late  August  through  Sept.  23, 
crude  oil  fell  14%,  to  about  $27  a  barrel, 
and  natural  gas  dropped  15%,  to  $4.50,  in 
futures  trading  on  the  New  York  Mercan- 
tile Exchange.  Even  stubbornly  expensive 
gasohne  began  to  fall:  The  average  retail 
price  for  self-serve  regular  unleaded  has 
fallen  for  four  weeks  in  a  row,  dropping  a 
dime  from  its  peak,  to  $1.64  on  Sept.  22. 
Energy  consumers  may  have  rejoiced, 
but  producers  certainly  didn't:  Increas- 


ingly worried  about  the  sUde  in  crude 
prices,  OPEC  oil  ministers  meeting  in 
Geneva  on  Sept.  23  agreed  to  cut  produc- 
tion by  3.5%,  rolling  back  a  June  1  hike. 
The  move  surprised  the  markets— which 
had  expected  OPEC  to  hold  production 
steady— and  sent  crude  prices  back  up 
$1.11,  to  $28.24,  in  Nymex  trading  by  the 
end  of  the  day.  Analysts  quickly  conclud- 
ed that  the  cartel  isn't  trying  to  force 
prices  up,  but  it  does  want  to  stem  any 
ftirther  sHde.  "They  are  showing  they're 
ready  to  defend  the  price,"  says  George 
Beranek,  manager  for  market  analysis  at 
consvdtant  PFC  Energy  in  Washington. 

SKITTISH  STOCK  MARKET 

HITTING  THAT  BALANCE  JUST  right  is  a 
tricky  business  given  the  intensely 
volatile  energy  markets.  A  major  disrup- 
tion—say, a  cutoff  of  Iraqi  production  or  a 
harsher-than-expected  winter— would 
send  prices  back  up.  And  if  current  cuts 
don't  work,  there  are  likely  to  be  more. 
Beranek  thinks  OPEC  could  announce 
further  cuts  of  1  million  to  2  miUion  bar- 
rels a  day  when  it  meets  in  December. 

OPEC's  move  also  roiled  stock  markets, 
sending  the  Standard  &  Poor's  500-stock 
index  down  1.9%  as  investors  worried 
that  a  jump  in  oil  prices  could  boost  costs 


ENERGY:  THE  PRESSURE  IS  LIFTING 


Prices  have  fallen  for  natural  gas. 
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VOLATILE 

OPEC  moved 
to  cut  output, 
but  that  may 
not  push  prices 
up  sharply 


and  cut  into  the  nas  Konoi 
earnings  revival,  igepoi 
some  see  the  fear  idped 
overblown.  E  Bnia 

Steams  &  Co.  oil  i  taich 
lyst  Frederick  P.  Lei  koho 
says  OPEC's  cut  di  nnli, 
change  his  prediction  that  prices  wil  m^ 
erage  $18  a  barrel  next  year,  vs.  $30  (tthai 
year.  Says  Leuffer:  "So  far  this  qua  |erg 
every  OPEC  member  except  Vener  js^dt 
and  Indonesia  have  cheated  on  quota  K-aij, 
The  moderation  in  energy  price;  |Oiitpt 
sustained,  will  help  the  economy  nfetjo 
boosting  consumer  spending,  helpin  ofthe 
keep  the  expansion  ahve  as  business  r,j!rf 
vestment  starts  to  kick  in.  David  A.  W 
chief  economist  at  Standard  &  Poor's,  lENIS 
ures  the  price  drop  will  lower  inflatiork  im 
about  a  quarter  of  a  percentage  point  Monj 
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lis  e  economic  growth  by  a  tenth  of  a  per- 
li  rage  point  or  so.  And  cheaper  energy 
iJTif  helped  revive  consumer  confidence, 
Bfcs  Bruce  C.  Kasman,  head  of  econom- 
ilHsearch  for  J.P.  Morgan  Chase  &  Co. 
M  f  economic  growth  stays  strong  into 
di  [fourth  quarter,  will  energy  prices  re- 
i^ill  nd?  It's  possible.  But  there's  reason  to 
30  feve  that  won't  happen.  For  one  thing, 
M  hger  growth  doesn't  trigger  as  much 
ezi  leased  energy  consumption  as  it  once 
Ota  because  of  improved  efficiency.  In  the 
ice  i,  output  per  unit  of  energy,  adjusted 
f  inflation,  is  up  77%  since  1973,  the 
^  ■  of  the  first  Arab  oil  embargo.  For  an- 
ess|r,  global  growth  isn't  exacdy  torrid. 

LENISHED  RESERVES 

lanJRE  IMPORTANT,  supplies  are  grow- 
mt  lalong  with  demand.  Fighting  sabo- 
■s,  Iraq  has  managed  to  raise  its  oil 
■)ut  to  1.3  million  barrels  a  day— 
lilt  half  the  2.5  million  barrels  it  pro- 
ved daily  before  the  U.S.  invasion, 
ezuela,  too,  has  bounced  back  after  a 
pling  strike:  It's  producing  about  2.6 
ion  barrels  a  day,  vs.  3  million  pre- 
ce.  Russian  oil  production  this  year, 
eover,  vdll  average  8.2  million  bar- 
a  day,  up  7%  from  last  year, 
he  oudook  for  natural  gas  has  bright- 
i  as  well.  The  Nymex  price  spiked  to 
8  in  late  February  on  shortages 
;ed  by  severe  weather.  As  recently  as 
the  price  was  above  $6  per  million 


BTUs  on  fears  that  producers  couldn't  re- 
build depleted  reserves  in  time  for  winter. 
But  the  summer  was  mild  in  much  of  the 
nation,  dampening  demand  for  natural 
gas  fi"om  electric  utilities  to  run  air  condi- 
tioners. High  prices  also  scared  off  some 
customers.  So  buyers  were  able  to  rebuild 
inventories  to  almost  normal  levels. 

FLEXIBILITY 

EVEN  GASOLINE  IS  FINALLY  coming 
dowm.  For  much  of  the  spring  and  sum- 
mer, prices  rose  far  more  than  the  runup 
in  crude  oil  could  explain,  hitting  a  na- 
tional average  of  nearly  $1.75  a  gallon  just 
before  Labor  Day— the  highest  ever  be- 
fore inflation.  Because  refiners  underesti- 
mated demand,  they  cut  back  on  produc- 
tion. Then,  when  summer  driving  came 
in  above  expectations,  prices  shot  up,  al- 
lov^dng  refiners'  profit  margins  to  triple  or 
more.  Gradually,  though,  competition 
among  refiners  and  retailers  is  raising 
supply  and  forcing  margins  back  down. 
Tom  A.  Kloza,  chief  oil  analyst  at  OPIS 
Energy  Group  in  Lakewood,  N.J.,  thinks 
gas  wdll  fall  15<t  to  30$  by  Thanksgiving. 

Energy  markets  are  volatile,  but  in  the 
long  run,  there's  plenty  of  flexibility  to 
tame  prices.  High  prices  spark  more  sup- 
ply, sending  prices  down.  That  has  been 
the  case  lately  for  oU.  Western  and  other 
non-OPEC  oil  producers,  including  Rus- 
sia, are  stepping  up  exploration.  When 
demand  spikes,  imports  flood  in. 

The  natural  gas  market  is  more  vulner- 
able because  it  lacks  the  safety  valve  of 
imports.  Just  1%  of  natural  gas  used  in  the 
U.S.  comes  from  outside  North  America. 
Only  four  ship  terminals  capable  of  han- 
dling imports  of  supercooled  liquid  natu- 
ral gas  exist  in  the  U.S.,  and  they're  at  full 
capacity.  That's  one  reason  Mark  G.  Papa, 
chairman  and  CEO  of  Houston  oil-and- 
gas  producer  EOG  Resources  Inc.,  warns 
that  "we're  not  out  of  the  woods  yet"  on 
natural  gas  supply. 

That  said,  the  betting  is  that  energy 
prices  will  fall  in  the  coming  year.  One 
help:  The  Energy  Dept.  is  forecasting  a 
normal  vidnter,  in  contrast  to  the  frigid  one 
of  2002-03.  On  the  Nymex  on  Sept.  24, 
natural  gas  for  January  delivery  was 
$5.21— not  too  far  above  the  $4.59  of  tiie 
October  contract.   Crude  was   $27.60, 
down  from  $28.24  now.  And  January 
wholesale  unleaded  gasoline  goes  for  75(t, 
vs.  87<t:  today.  For  now,  the  markets  re- 
main convinced  that  energy  prices  will 
help,  rather  than  hinder,  the  recovery.  ■ 
-By  Peter  Coy  in  New  York,  with 
Stephanie  Anderson  Forest  in 
Dallas,  Stanley  Reed  in  London,  and 
Christopher  Palmeri  in  Los  Angeles 
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AUTO  MAKERS 


REINVENTING 
THE  HYBRID  WHEEL 

Will  Toyota  and  others  convince  buyers  that  the 
latest  models  are  more  than  weird  science? 


^ 


WHEN  TOYOTA 
launched  the  48- 
mile-per-gallon 
Prius  gasoline-elec- 
tric hybrid  sedan 
three  years  ago,  the 
compact-size  novelty 
hit  a  chord  with  enviros  and  technology 
buffs.  But  it  never  did  much  for  Evan  Fus- 
co.  Now,  Fusco,  a  36-year-old  emergency- 
room  doctor  from  Nixa,  Mo.,  is  happily 
plunking  down  $21,000  for  a  second-gen- 
eration Prius,  plus  $5,000  more  for  such 
extras  as  an  onboard  navigational  system. 
While  he's  glad  his  new  wheels  get  55 
mpg,  he's  more  excited  about  the  car's 
roominess,  sleek  lines,  and  high-tech  feel. 
Says  Fusco:  "I'm  not  a  radical  greenie." 

It  looks  like  there  are  plenty  more 
Fuscos  out  there.  When  Toyota  Motor 
Corp.  launched  the  car  in  Japan  in  Sep- 
tember, it  sold  11,000  Priuses  in  the  first 
two  weeks,  beating  expectations  eight 
times  over.  In  the  U.S.,  dealers  are 
scrambling  to  keep  up  with  orders.  Al- 
ready, Toyota  says  10,000 
orders  have  come  in.  In  San 
Francisco  alone,  one  local 
dealer  has  cash  deposits 
down  for  100  Priuses,  or 
two  months'  worth  of  inven- 
tory. All  of  which  suggests 
that  Toyota  may  well  meet 


Here  Come 
The  Hybrids 


its  goal  of  selling  35,000  in  the  first  year. 
Are  hybrids  going  mainstream?  Not  yet. 
But  Toyota  is  pushing  hard  to  exploit  its 
early  lead  in  hybrid  technology,  even  as  it 
drives  down  the  production  costs.  After  the 
Prius,  Toyota  plans  a  slew  of  new  hybrid 
models,  which  should  hit  the  market  be- 
ginning next  year.  They  include  the  auto 
gianf  s  Lexus  luxury  brand,  which  is  racing 
Ford  Motor  Co.  to  bring  the  first  SUV  hy- 
brid to  market.  And  even  though  Detroit  is 
readying  its  own  fiiel-efl&cient  models  and 
Honda  is  adding  the  Accord  to  its  two-car 
hybrid  lineup,  rivals  concede  that  Toyota 
has  the  edge.  Says  one  Honda  executive: 
"If  Toyota  can  drive  the  cost  of  the  tech- 
nology down,  they  wiU  have  a  5-to-lO-year 
lead  on  every  other  manufacturer." 

DON'T  PLUG  THEM  IN 

BUT  FIRST,  TOYOTA  and  the  rest  of  the 
industry  must  convince  buyers  that  hy- 
brids aren't  just  weird  science.  Toyota's 
marketing  will  lean  heavily  on  Prius'  size 
and  power  in  addition  to  its  eco -friendly 
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THRIFTY 

Toyota  Prius 


reputation,  says  Meyer.  The  auto 
is  pushing  the  new  crop  as  fiill-perft' 
ance,  full-size  vehicles  that  also 
happen  to  get  boffo  gas  mileage, 
ads  will  hit  TV  networks  in  Novemb 
drive  home  the  point.  The  first  spots] 
remind  consumers  that  the  Prius  do 
need  to  be  plugged  in,  since  it  rech 
its  battery  using  the  brakes.  Even  th 
hybrids  have  been  on  the  market 
three  years,  50%  of  consumers  don' 
know  that,  Meyer  says. 

The    real    plug    for   hybrids    c^ 
come  next  year,  when  Lexus  and 
offer  hybrid  technology  to   sou 
their  SUVs.  Toyota's  Lexus  330  h; 
sport-ute,  which  goes  on  sale  next  s 
mer,  will  mate  a  V-6  engine  wi 
electric  motor  to  get  the  horsep^ 
of  a  brawny  V-8  engine  at  30  tc 
mpg.  Lexus  will  charge  as  mucl 
$5,000  more  for  the  hybrid  RX  330, 
the  SUV  will  outrun  the  regvilar  V-6 
ered  RX  330.  Toyota  also  plans  to  sell 
brid  versions  of  its  Highlander  SUV 
Sienna  minivan  in  a  few  years.  Ford 
enter  the  fray  with  a  gasoline-ele( 
version  of  the  Escape  SUV.  Says 
Chairman  and  CEO  William  C.  Ford 
"We're  not  asking  the  customer  to 
up  passenger  space,  luggage  space 
acceleration." 

Sounds  great.  Now  if  only  the  hyt 
can  actually  make  money.  The  orig 
models,  laimched  by  Toyota  and  Hi 
Motor  Co.  three  years  ago,  lost  as  mm 
$8,000  a  car.  And  the  first-gener; 
Prius,  about  the  size  and  price  of  a  To 
Corolla,  cost  $6,000  more  than  that 
pact  The  new  Prius  is  the  same  size 
price  as  a  midsize  Camry.  The  Prius 

profitable  yet,  but  TofstHt 
predicts  that  if  sales  cor 
ue  at  the  current  pace,  leni  i 
hybrid  will  cover  its  de 
opment  costs  and  move 
the  black  in  a  few  year: 
the  race  to  dominate  the 
brid    market,    there's 
denying  that  Toyota  is 
out  in  front  ■ 

-By  David  Welch,  ^ 
Kathleen  KetV^^ 
inDe  te'  ^ 


TOYOTA  PRIUS 

The  second-generation 
Prius  gets  a  bit  greener 
with  a  7  mpg  boost  to  55 
mpg.  it  costs  about  as 
much  as  a  Toyota  Camry. 
Price:  $20,000. 


CHEVROLET 
SILVERADO 

Thepicl<upgoesons-ie 
in  early '04.  Has  juice,  b; 
pacl<s  only  a  12%  milea : 
boost  to  20  mpg.  Price- 
from  $31,000. 


LEXUS  RX 

Arriving  in  summer, 
2004,  it  guzzles  less  gas 
than  the  popular  RX  330 
luxury  SUV.  Still  has  V-8 
power,  but  gets  nearly  35 
mpg.  Not  yet  priced. 


FORD  ESCAPE 

Racing  against  the  RX  to 
become  the  first  gas- 
electric  SUV  on  the  road. 
It  promises  to  get  up  to 
40  mpg.  Price:  about 
$26,000. 
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SATURN  VUE 

In  late  2005.  Satumwil 
weigh  in  with  its  hybrid 
SUV.  the  200- 
horsepower  40  mpg  Vu 
Not  yet  priced. 

Datx  Comoany  reports 
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l,)RPORATE  CRIME 


IMETOFACETHEJURY, 
IR.KOZU)WSKI 

je'sstaringataraft  of  serious  chaiges,  but  ifsthe 
^3s  oflSce  that  must  clear  some  hi^  hurdles 


N    SEPT.    29,    FORMER 

Tyco  International  Ltd. 

chief   L.    Dennis    Koz- 

lowski   stands   trial   in 

downtown    Manhattan. 

His  trial  will  kick  off  a 

Lcisr^^^^'       string  of  upcoming  cases 

To,  inst  executives  in  the  next  few  months. 

^j  trial  of  Credit  Suisse  First  Boston  in- 

jfj^  pnent  banker  Frank  Quattrone  starts 

;jjisame  day,  and  WorldCom  CFO  Scott 

3^,fl  ivan  and  Martha  Stewart  look  set  to 

J3P  e  their  day  in  court  early  next  year. 

^  jozlowski  hasn't  cut  a  deal  to  settie  the 

.5  rges,  unlike  recent  cases  against  other 

porate  top  dogs,  including  Sotheby's 

idings  CEO  Diana  D.  Brooks  and  for- 

^^, :  Rite  Aid  CEO  Martin 

i^fjrass.  The  case  against 

rjjj^iuel  Waksal,  the  now- 

(risoned  former  CEO  of 

]lone  Systems  Inc.,  was 

led     long     before     it 

_.hed  jury  selection.  Giv- 

that  Kozlowski  lawyer 


5hen  Kaufman  is  well 
,  wn  for  striking  pretrial 
Is  on  behalf  of  famous 
nts  like  Brooks,  the 
rch  to  trial   has   sur- 


The  former 
Tyco  chief  is 
not  expected 
to  take  the 
stand  in  his 
defense 


prised  observers  and  may  in  part  reflect 
how  hard  it  wiU  be  to  prove  the  charges. 
Prosecutors  from  Manhattan  District 
Attorney  Robert  M.  Morgenthau's  office 
allege  that  Kozlowski  and  his  former  CFO, 
Mark  H.  Swartz,  created  a  criminal  enter- 
prise that  they  used  over  seven  years  to 
steal  $170  million  from  Tyco  in  unautho- 
rized loans  and  bonuses  and  to  defraud 
investors  of  an  additional  $430  million. 
Like  Kozlowski,  Swartz  has  pleaded  not 
guilty  to  all  charges.  Here's  a  look  at  the 
trial  to  come: 

How  will  the  prosecution  build 
its  case? 

Morgenthau  has  put  five  top  lawyers  on 
the  case,  including  the  pair 
who  convicted  mother- 
and-son  grifter  team  Sante 
and  Kenneth  Kimes  of 
murder,  despite  having  had 
no  body.  (That  conviction 
is  on  appeal.)  The  DA's  of- 
fice is  expected  to  put  hun- 
dreds of  documents  into  evi- 
dence and  call  a  variety  of 
former  Tyco  employees  and 
board  members  to  the  stand. 
Included  on  the  roster  could 
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be  the  company's  former  outside  auditor, 
Richard  Scalzo  of  PricewaterhouseCoop- 
ers.  He  recently  setded  Securities  &  Ex- 
change Commission  charges  of  negh- 
gence  at  Tyco  without  admitting 
wrongdoing  and  agreed  not  to  audit  pub- 
he  companies.  Prosecutors  are  also  likely 
to  call  on  former  board  members  and 
Tyco  staflFers  in  an  attempt  to  prove  that 
Kozlowski  was  a  financially  savvy  execu- 
tive who  flouted  board  limits  on  compen- 
sation and  entered  into  secret  financial 
deals  with  executives  and  directors.  That 
will  take  months,  raising  another  chal- 
lenge for  the  prosecution:  keeping  the 
jury's  attention. 

What  will  Kozlowski's  defense  be? 

He'll  depend  heavily  on  the  argument 
that  auditors  and  tiie  board  approved 
what  was  going  on.  Lawyers  for  Kozlow- 
ski and  Swartz  declined  to  comment  on 
their  case,  but  in  pretrial  motions  they 
won  the  right  to  introduce  evidence  that 
Tyco's  outside  auditors  were  given  fiill  ac- 
cess to  Tyco  personnel  and  financials.  In 
pretrial  hearings,  Kozlowski  lawyer 
Austin  V.  CamprieUo  argued  that  a  key  to 
Kozlowski's  defense  vdll  be  showing  he 
did  not  hide  his  actions.  Why?  Proving 
larceny  charges  requires  convincing  a 
jtuy  that  he  intentionally  stole  from  the 
company,  then  tried  to  hide  it. 

Will  Kozlowski  take  the  stand? 

Former  prosecutors  and  criminal 
lawyers  say  probably  not,  for  fear  of 
opening  himself  up  to  damaging  ques- 
tions about  his  lavish  lifestyle.  A  trip  to 
the  stand,  for  instance,  could  find  Ko- 
zlowski answering  questions  about  the 
now  infamous  Sardinian  birthday  party 
he  threw  for  his  wdfe,  Karen,  in  2001; 
prosecutors  allege  the  company  picked 
up  much  of  the  $2  milhon  tab.  "It's  usu- 
ally a  last  resort  only  if  the  case  goes  re- 
ally badly  for  him,"  says  Robert  Seiden,  a 
prosecutor  in  Morgenthau's  ofiice  for  11 
years  and  president  of  Fortress  Global  In- 
vestigations Corp. 

How  serious  are  the  charges? 

Enterprise  corruption,  one  of  37  charges 
Kozlowski  and  Swartz  face,  is  a  class  of 
crime  comparable  to  manslaughter  in  the 
first  degree.  The  penalty:  up  to  30  years  in 
New  York  State  jail  for  that  alone. 

But  if  Kozlowski  is  worried,  it  doesn't 
show.  At  a  pre-trial  hearing  on  Sept.  23, 
he  looked  relaxed  and  trim  in  a  well-tai- 
lored suit.  Swartz,  too,  was  tanned  and 
smihng.  The  question  is  how  they'll  look 
after  a  winter  spent  in  court.  ■ 

-By  Nanette  Byrnes  in  New  York 


COMMENTARY 


BY  ROGER  0.  CROCKETT 


Motorola  Needs 
A  Revolutionary 

The  new  CEO  will  have  to  slash  and  innovate-fasi 


INVESTORS  CHEERED  when  Christopher  B. 
Galvin  resigned  as  chairman  and  CEO  of  Motorcj 
Inc.  on  Sept.  19.  Despite  making  some  progress 
the  company's  slow-mo  tumaromid,  Galvin 
couldn't  overcome  a  brutal  economy  or  a  board 
that  didn't  share  his  vision.  The  day  after  he  resignedj 
the  stock  jumped  9%.  "Hallelujah,"  says  Barbara  L. 
Rishel,  senior  portfolio  manager  for  MTB  Investment] 
Advisors  Inc.,  which  owns  Motorola  shares. 

looking  inside  and  outside  the 

company  for  a  new  chief.  On  Sept  2j 

Chief  Operating  Officer  Mike  S. 

Zafirovski  expressed  interest  in  the  j  I 

according  to  Reuters.  But  investors  <| 

some  insiders  question  whether  he  ll 

proven  himself.  Mike  Z,  as  he  is  kno  j 

is  an  aggressive  leader  who  pushed 

cell-phone  tinit  into  the  black  after 

joining  the  company  in  2000.  But  sij 

he  moved  up  to  COO  [ 

year  ago,  Motorola's 

chip  performance  h£ 

lagged  the  industry, ; 

cell-phone  margins  i 

fallen  from  7%  to  3%| 

like  Mike,"  says  one 

shareholder,  "but  I  d^ 

know  if  he's  ready." 

Motorola  would  del 
better  to  bring  in  an 
outsider.  It  needs 
someone  immediateM 
capable  of  cutting 
through  the  compan}! 
notoriously  intractabi[ 
bureaucracy  and 
hideboimd  engineers  | 
culture.  Motorola  is 
famous  for  hanging  cl 
to  technologies  such  :| 
analog  and  sateUite 
phones  long  after  the  I 


Don't  break  out  the  bubbly  just  yet, 
though.  Motorola  needs  to  find  a  new 
chief— ideally  an  outsider— with  the 
technological  savvy  and  operational 
acumen  to  turn  the  company  around. 
And  the  sooner  the  better.  Rivals  are 
moving  the  goalposts  even  as  Motorola 
tries  to  right  itself.  BusinessWeek  has 
learned  that  Nokia  Corp.  was  expected 
to  announce  a  reorganization  on  Sept. 
26.  The  goal:  to  create  a 
a  handful  of  market- 
focused  units  able  to 
accelerate  its  move 
beyond  cell  phones  into 
consumer  electronics. 

To  meet  that  and  other 
challenges,  the  CEO  will 
have  to  shake  up 
Motorola's  struggling 
businesses.  Its  wireless 
infrastructure  and 
semiconductor  units  are 
weak,  and  the  design  and 
production  systems  need 
to  be  further  overhauled 
to  get  new  products  out 
faster.  Says  Michael 
Birck,  CEO  of  Tellabs 
Inc.:  "Someone  needs  to 
grab  hold  of  this  thing 
and  make  it  happen." 

Motorola  says  it  is 


GALVIN  The  day  after  he 
resigned,  Motorola's  stock 
jumped  9% 
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Ours  isn't  the  only  name  on  the  box. 

Carl  believes  that  a  man  is  only  as  good  as  his  word.  Each  week,  hundreds 
of  packages  leave  his  watchful  eye  and  head  onto  the  highways. 
Carl's  not  worried.  He  relies  on  FedEx  Ground  to  deliver  his  business 
shipments  on  time  with  a  money-back  guarantee.  Carl's  new  at  Smit 
Bicycle,  and  already  trusted  in  fifty  states. 
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market  rejects  them.  Motorola  needs  a 
leader  like  Edward  D.  Breen  Jr.,  the 
former  COO  it  lost  to  Tyco  International 
Ltd.  in  2002  after  just  a  few  months  on 
the  job.  Breen  impressed  many  by 
killing  unpromising  cable-modem 
technology  and  urging  the  sale  of  the 
wireless-infrastructure  unit.  "My  issue 
with  Motorola  has  always  been  the 
glacial  pace  of  how  they  run  their 
businesses,"  says  Kevin  M.  Rendino,  a 
fimd  manager  at  Merrill  Lynch  &  Co., 
which  owns  9.7  million  Motorola 
shares. 

The  company  also  needs  a  leader 
with  a  proven  record  for  divining  key 
tech  trends.  With  wireless  growth 
slowing  and  phones  fast  becoming  a 
commodity  business.  Motorola's  next 
chief  needs  to  understand  how  to 
catapult  into  such  promising  areas  as 
gaming  and  PC-like  smart  phones. 

That's  where  a  Silicon  Valley  exec 
could  help— someone  who  knows  how 
to  develop  technology  that  matches 
what  customers  want.  That  has  been  a 
perennial  problem  at  Motorola,  which 
has  failed  to  customize  ceU  phones  for 
key  carriers  such  as  Sprint  Corp.  The 


THE  GALVIN  EFFECT 


DOLLARS 


Data:  Bloomberg  Financial  Markets 
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new  CEO  ideally  would  have 
experience  in  both  marketing  and 
technology— one  reason  investors  say 
Edward  J.  Zander,  former  CEO  of  Sun 
Microsystems  Inc.,  would  be  a  good  fit. 
Above  all,  the  next  chief  will  need  to 
be  tough.  He  or  she  will  have  to  decide 
what  to  outsource  and  what  to  keep  in- 
house,  as  well  as  what  to  jettison. 
While  its  walkie-talkie  technolog}'  is  a 
keeper,  axing  the  rest  of  the 
infrastructure  biz  looks  like  a  no- 
brainer.  Figuring  out  what  to  do  with 
semiconductors  won't  be  so  easy,  since 
wireless  chips  are  part  of  the 
company's  heritage.  That's  precisely 
why  an  outsider  would  be  best: 
Motorola  needs  someone  willing  to 
slay  a  few  sacred  cows.  The  company's 
success  may  depend  on  it.  ■ 

-  With  Andy  Reinhardt  in  Paris 


THE  ENVIRONMENT 


THE  INFORMATION  AGE 
TOXIC  GARBAGE 

California  could  set  the  standard  for 
dealing  with  discarded  PCs 


IT'S  ENOUGH  TO  MAKE  ANY  EN- 
vironmentalist  cringe:  In  2003 
alone,  an  estimated  63  million 
desktop  personal  computers  in 
America  will  become  primed  for 
the  scrap  heap.  Each  contains 
roughly  four  pounds  of  lead- 
most  of  it  in  the  monitor— not  to  men- 
tion small  quantities  of  highly  toxic  cad- 
mium and  mercury.  That  adds  up  to  a  lot 
of  nasty  garbage,  much  of  which  is  now 
dumped  in  landfills  or  shipped  to  nations 
with  lax  environmental  laws.  Says  David 
Wood,  the  executive  director  of  Grass- 
roots Recycling  Network:  "Ifs  time  to 
address  the  electronics-waste  issue  be- 
fore it  gets  any  worse." 

California,  the  bellwether  state  of 
green  pohcymaking,  is  doing  just  that. 
On  Sept.  12,  the  California  Senate 
passed  a  biU  that  would  impose  a  recy- 
chngfeeof$6-$10on 
every  PC  sold  in  the 
state.  The  money 
would  finance  a  gov- 
ernment program  to 
dispose  safely  of  the 
toxic  metals  found  in 
monitors  and  circuit 
boards.  PC  makers 
also  would  be  forced 
to  phase  out  danger- 
ous materials.  If  Gov- 
ernor Gray  Davis 
signs  the  bill— which 
he  was  expected  to  do 
on  Sept.  25— it  could 
create  a  model  for 
greens  in  other  states 
to  emulate.  This 
comes  just  as  Corpo- 
rate /\merica  is 
poised  to  start  replac- 
ing millions  of  its  ag- 
ing PCs  and  monitors 
with  new  gear. 


Deconstructing 
The  Scrap  Heap 
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POUNDS 

Amount 
of  lead 
in  a 
typical 
PC 
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PERCENT 

U.S. 

electronics 
waste  sent 
overseas 


Data:  Stanford  Resources  Inc.,  Basel  ActKXi 
Network!.  SilKXxi  Valley  Toxics  Coalition 


The  great  e-waste  debate  really  er\ 
ed  two  years  ago,  when  it  was  reve; 
that  many  of  the  nation's  discarded 
sonal  computers  were  being  shippe 
poor  nations.  In  China,  where  many 
cards  end  up,  dead  PCs  are  valued 
their  copper,  aluminiun,  and  gold 
nards.  But  primitive  extraction  meth 
mean  that  lead  and  other  toxins  le 
into  the  soil  and  water. 

Initially,  the  California  legislai 
aimed  to  make  companies  respons 
for  recycling  their  own  products— aid 
a  law  recently  passed  in  the  Europ 
Union.  U.S.  companies  successf 
fought  that  version,  arguing  it  wc 
burden  them  with  a  $30-per-compi 
cost  at  a  time  when  sales  remain  wes 
Environmentahsts  expect  that  eve 
diluted  bill  will  have  some  bite.  Start 
in  2007,  it  will  be  illegal  to  sell  device 
Cahfomia  that  d( 
hew  to  EU  rules  m 
dating  a  grad 
phaseout  of  tox; 
Moreover,  every  i 
years,  tech  compar 
will  have  to  disci 
the  levels  of  h 
ardous  materials 
their  products. 

Tech  outfits  for 
most  part  seem 
signed  to  the  new  n 
ity.  Says  Da 
TTiompson,  Panas 
ic's  director  of  envir 
mental  aflFairs:  "M 
ufacturers  do 
about  how  they're  p 
ceived."  They'd  bet 
if  high  tech  ho 
to  regain  its  gn 
reputation.  ■ 

-By  Ben  El 
in  San  Mateo,  G 


63 

MILLION 

U.S.  PCs 
expected 
to  be 
junked 
this  year 
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UNEMPLOYMENT 


BLUESFOR 

A  COMPANY  TOWN 

R.J.  Reynolds'  latest  layoffs  will  leave  a 
gaping  hole  in  Winston-Salenf  s  economy 


VER  SINCE  RICHARD 
Joshua  Reynolds  began  sell- 
ing chewing  tobacco  in 
1875,  Winston-Salem,  N.C., 
has  been  the  quintessential 
company  town.  As  recently 
as  the  1960s,  one  in  every 
five  workers  was  an  employee  of  R.J. 
Reynolds  Tobacco  Co.,  with  many  pulling 
double  shifts  in  the  squat  brick  factories 
that  dot  the  leafy  community.  The 
Reynolds  name  and  influence  was 
stamped  on  everything  from  schools  to 
roads  to  a  medical  school. 

Rejmolds  could  be  like  a  stem  father— 
for  years  it  banned  long  hair  and  frowned 
on  divorce— but  that  didn't  bother  locals 
who  earned  as  much  as  $60,000  a  year  at 
the  company's  factory  in  nearby  Tobac- 
coville.  "I've  gotten  a  lot  of  checks  over 
the  years  from  customers  that  they'd 
stamped  with  the  words  Tobacco  Pays 
My  Bills,' "  says  Penny  Terry,  who  runs  a 
furniture  store  near  the  plant. 
Now,  the  Reynolds  era  is 
coming  to  an  end  in  Win- 
ston-Salem. On  Sept.  17,  the 
company  armounced  that  it  is 
laying  off  40%  of  its  work- 
force—some 2,600  people- 
in  response  to  rising  competi- 
tion from  discount  cigarette 
makers  using  cheaper  foreign 
tobacco.  "There's  great  pain 
and  some  shock,  too,"  says 
David  M.  Hughes,  senior 
pastor  at  the  First  Baptist 
Church  on  Fifth.  "The  area 
has  depended  on  Reynolds 
for  generations  and  thought 
it  would  always  be  there." 

The  announcement  rocked 
a  town  that  already  has  suf- 
fered a  steady  loss  of  manufacturing  jobs 
to  low-wage  nations  such  as  China  and 


UP  IN  SMOKE 

The  town  has 
already  suffered  a 
factory  exodus 


Butting 
Out 

RJR  employees  in 

Winston-Salem 

(N.C.)area 


2004* 

3,500 


•  Estimate  after  layoffs 
announced  on  Sept.  17 
Data:  R  J  Reynolds  Tobacc 


larly  onerous.  WhUe  city  offi- 
cials predict  that  new  service 
jobs,  especially  in  health 
care,  will  help,  these  posi- 
tions will  pay  nowhere  near 
what  a  production  worker 
made  at  Reynolds.  Similarly, 
many  Reynolds  managers 
and  white-collar  workers 
will  have  a  hard  time  finding 
comparable  jobs  locally  and 
are  likely  to  move  to  other 
cities.  As  a  result,  say  econo- 
mists, Winston-Salem  is  in 
for  a  tough  adjustment. 
"Even  if  we  get  these  new 
health-care  jobs,  we're  prob- 
ably going  to  lose  all  of  our 
growth  for  the  next  five  years,"  says  Don 
Jud,  an  economist  at  the  University  of 


Mexico.  The  Reynolds  layoffs  are  particu-      North  Carolina  at  Greensboro. 
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What  concerns  economists  such 
most  is  the  cascade  effect  as  the  R( 
layoffs  ripple  through  the  area.  Be^ 
tobacco  workers  made  double  or 
the  local  average  manufacturing  wi 
$13.50  an  hour,  they  were  able  to  su 
a  thriving  service  industry— restai 
dry   cleaners,    day   care.   As    l 
Reynolds  workers  and  managers 
their  spending,  local  businesses 
forced  to  lay  off  as  many  as  3,000 
people.  That  could  push  local  unem 
ment  above  its  current  rate  of  5.5% 
The  Reynolds  layoffs  will  take 
over  six  months,  but  Winston-Salem 
ready  bracing  for  the  worst.  Mortg; 
faults  are  on  the  rise,  and  real  estate 
Sharon  Collins  predicts  that 
closures  will  double  in  the 
year.  At  Town  and  Country  Re; 
rant,  owner  George  Moutos  sa; 
gets  40%  of  his  business  fro 
Reynolds  plant,  including  " 
pie  hundred  steak  diimers"  foi 
Christmas  parties. 

"SLAP  IN  THE  FACE" 

THE  PAIN  IS  also  spreading  t 
fields.  Growers,  already  hui 
from  a  55%  plunge  in  produc 
since  1999,  are  bracing  for  fui 
losses  to  cheaper  foreign 
next  year.  Many  are  hoping  foi 
vation  from  a  quota-buyout 
now  before  Congress  that  w 
require  manufacturers  to 
growers  as  much  as  $18  bi 
over  the  next  six  years  to  ease 
switch  to  other  crops.  Reynol 
fighting  the  bill— a  deeply  unpi 
lar  position.  "That's  anodier  shl 
the  face  of  farmers,"  says  Mc 
Greene  Jr.,  who  grows  14  acre 
tobacco  in  nearby  Walnut  Cove. 

Farmers  aren't  the  only  ones  fa^ 
change.  Retraining  will  be  key  for  n 
workers,  but  a  cigarette  maker  won't 
ily  segue  into  a  career  as  a  lab  assist 
"I'm  50  years  old  and  worked  then 
years,"  says  a  Reynolds  worker  who 
laid  off  on  Sept.  22.  "What  am  I  supp( 
to  do  next?"  Making  matters  worse,  1 
community  colleges  lack  the  resource 
handle  the  growing  ranks  of  un 
ployed.  "We've  had  a  couple  hunc 
workers  we've  had  to  turn  away, 
Larry  Keen,  who  oversees  worker  retr 
ing  at  N.C.  Community  College  Syste 
In  a  simpler  time,  tobacco  was  a  n 
ey  tree  for  growers  and  cigarette  ma] 
alike.  But  these  days,  economic  pain  r 
deep  along  Tobacco  Road.  ■ 

—By  Dean  Foust  in  Winston-Sa. 
N.C,  with  Brian  Grow  in  Chit 
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News  In  Biz  This  Week 
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TURBULENCE, 
THAT'S  ALL 

Since  JetBlue  Airways  took 
off  in  early  2001,  CEO  David 
Neeleman  has  been  able  to 
do  no  wrong.  He  expanded 
his  New  York  upstart  from 
coast  to  coast,  winning 
customer  plaudits  for  its 
bargain  fares  and  in-flight  TV. 
And  he  made  money  doing  it. 
But  now,  Neeleman  has  been 
humbled.  On  Sept.  22,  the 
Electronic  Privacy 
Information  Center  accused 
JetBlue  of  violating  its  own 
privacy  policy  by  giving  a 
defense  contractor 
passenger  data  last  year  as 
part  of  a  security  project.  The 
nonprofit  group  filed  a 
complaint  with  the  Federal 
Trade  Commission  and  asked 
it  to  investigate.  A  day  later, 
JetBlue  was  facing  a  civil 
suit. 

Neeleman,  44,  moved  fast. 
He  zapped  e-mail  apologies 
to  irate  customers  and  hired 
Deloitte  &  Touche  to  review 
what  went  wrong.  "I  take 
responsibility,"  he  says.  "It 
won't  happen  again."  But  with 
no  sign  that  the  flap  will  hurt 
traffic,  investors  sloughed  it 
off:  JetBlue  stock  hit  $60.50, 
an  all-time  high,  on  Sept.  23, 
as  it  joined  the  Standards 
Poor's  Midcap  400  index. 

-Michael  Arndt 


DO-NOT-CALL 
GETS  HUNG  UP 

The  do-not-call  list  has  been 
put  on  hold.  On  Sept.  23,  a 
week  before  the  list  was  to 
take  effect,  a  federal  district 
judge  in  Oklahoma  ruled 
that  the  Federal  Trade 
Commission  had  no  authority 
to  estabhsh  the  registry, 
which  attracted  some  50 
million  people  seeking  to 
block  unwanted  calls.  But  50 
million  people  can't  be 
wrong,  especially  when 
pohticians  are  in  the  mix. 
House  Energy  &  Commerce 
Committee  Chairman  Billy 
Tauzin  (R-La.)  and  ranking 
member  John  Dingell  CD- 
Mich.)  say  they'll  move 
quickly  to  give  the  FTC  new 
power.  Still,  telemarketers 
vow  to  take  the  batde  to  the 
U.S.  Supreme  Court. 


THE SON 
ALSO  RISES? 


The  Murdoch  dynasty  may 
soon  control  the  English 
skies.  If  his  father  has  his 
way,  James  Murdoch,  News 
Corp.  Chairman  Rupert 
Murdoch's  30-year-old  son, 
will  become  CEO  of  News 
Corp.'s  34.5%-owned  British 
Sky  Broadcasting  Group. 
James,  who  currently  runs 
News'  Asian-based  Star  TV 
satellite  service,  would 
succeed  BSkyB's  longtime 
CEO  Tony  Ball,  who  will 
remain  a  consultant  tlirough 
May,  2004.  The  BskyB  board 


said  independent  board 
members  will  choose  a 
successor  to  Ball,  who 
sources  say  recentiy  had 
disagreements  with 
Murdoch,  the  board's 
chairman.  BSkyB's  stock  slid 
amid  concerns  about  the 
younger  Murdoch's  relative 
lack  of  experience. 


NOT  QUITE 
EASmREET 

Are  the  boom  times  back  on 
Wall  Street?  On  Sept.  23, 
Lehman  Brothers  and  Morgan 
Stanley  reported  third- quarter 
profits  double  those  of  the 
year  before,  and  Goldman 
Sachs'  profits  jumped  30%. 
But  investment  bankers 
aren't  high-fiving  each  other 
just  yet.  Bond  trading  helped 
boost  most  firms' bottom 
lines.  Revenues  from 
underwriting  stocks  and 
advising  on  mergers 
improved  only  shghtly. 
Morgan  Stanley  and 
Goldman  both  told  investors 
that  their  equities  businesses 
are  picking  up.  While  the 
Street  has  definitely  entered  a 
recovery  mode,  if  s  not  yet  a 
strong  rebound. 


MUYGRANDE 
BROADCASTER 

On  Sept.  22,  the  Federal 
Commimications 
Commission  approved  a 
controversial  $3.5  bilhon 
merger  that  will  create  the 
largest  Spanish-language 
media  conglomerate  in  the 
U.S.  Leading  Hispanic  cable 
and  broadcast  TV  network 
Univision  Communications  will 
team  up  with  the  No.  1 
Spanish-language  radio 
chain  Hispanic  Broadcasting  to 
compete  for  the  eyes  and  ears 
of  the  nation's  38  milhon 
Hispanics.  The  3-to-2  vote 
split  along  partisan  lines.  The 
Republican  majority,  led  by 
Chairman  Michael  Powell, 


argued  that  the  merger 
would  enable  the  Spanish 
language  giant  to  compet 
better  with  mainstream  U 
media.  Some  Hispanics  ir 
Congress  opposed  the  dei 
the  grounds  that  Univisio 
led  by  a  non-Hispanic 
chairman,  would  have  toe 
much  control  over  the  U.S 
Hispanic  media. 


ETCETERA... 

»  Nintendo  cut  the  U.S.  pJ 
of  its  Game  Cube  console] 
a  third,  to  $99. 
»  The  U.S.  Justice  Dept. 
indicted  PurchasePro  exec^ 
allegedly  inflating  revenue 
a  scheme  with  AOL. 
»  Cisco  Systems  authoriz^ 
the  buyback  of  $7  biUion  i 
its  common  shares. 


CLOSING  BELL 


Times  are  still 
tough  in  telecom. 
Citing  weak 
demand,  Verizon 
Communications 
onSept.23lowerd(^( 
its  2003  earnings  mi 
forecast  to  a  range  "f 
of$2.56-$2.60a 
share.  That's  down!'"*' 
from  an  earlier 
$2.70-$2.80. 
Verizon  shares  slid 
4.6%,  to  $33.13, 01 
the  news. 


DOUARS 
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HOW  DO  YOU  OFFER 

PERSONALIZED  SERVICE 

TO  ROOM  12B43  WHEN 

THERE  IS  A  ROOM  12B43? 


:  ody  can  please  everybody;  it  takes  a  network  to  do  that.  More  specifically,  a  sophisticated  platfornn  that  integrates 

anced  computing  and  networking  technologies  like  voice  and  data  networks  connbined  with  high-availability  servers 

£:n  NEC.  They  empower  massive  hotels  to  track  individual  preferences  while  enabling  a  wide  range  of  guest  services 

P  administrative  functions.  It's  the  kind  of  innovative  approach  you  can  expect  from  NEC  for  your  business.  And 

how  we  continue  to  deliver  on  our  promise  of  empowering  people  through  innovation,  www.necus.com  800-338-9549 

SERVICES  AND  SOFTWARE    ENTERPRISE  NETWORKING  AND  COMPUTING   SEMICONDUCTORS   IMAGING  AND  DISPLAYS 


Corporttion  2003    NEC  and  tlw  NEC  logo  ar«  Ragistartd  Tradwnwts  of  NEC  Corporatian 


Empowered  by  Innovation 


dubI 

EXPECT  THE  wo 


TO  SEE  WHERE  DUBAI'S  HE/i 
TAKE  A  LOOK  AT  THE  HORI 

Dubai  has  taken  just  30  years  to  reach  income  levels  comparable  with  the  world's  leading  industrialised  nations.  Some  si   .jj 
because  the  city  Is  perfectly  positioned  serving  an  area  that  contains  a  population  of  over  1.6  billion  people  with  a  net  GDP  in  e 
of  $1,1  trillion.  Others  say  Dubai's  wealth  lies  in  its  natural  resources.  But  it's  only  once  you've  visited  Dubai,  and  shared  the 
of  its  people  that  you  discover  the  true  source  of  the  city's  wealth.  To  know  more  visit  www.dubaiexpect.com 


^M- 


lei 


News  Washington  Outlook 


Tie  Presidential 
Primary  Goes  National 


^lis  is  the  time  when  Presidential  hopefuls  normally  spend 
)st  of  their  waking  hours  at  house  parties  in  New 
mipshire  and  country  cafes  in  Iowa.  So  why  did  retired 
sneral  Wesley  K.  Clark  schedule  his  first  campaign  stop  in 
It  Lauderdale?  And  why  did  former  Vermont  Governor 
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)ward  Dean  recently 

around  to  Seattle,  Portland,  Ore.,  and 
h  San  Antonio,  deep  in  the  heart  of 
ih  country? 

in  both  cases,  it's  because  the  primary 
loess  has  become  nationalized.  Rather 
fi  ignoring  Iowa  and  New  Hampshire, 
se  two  cyber-charged  insurgents  are 

raging  their  national  buzz  to  help 
fn  in  the  early  states.  The  idea:  The 
ional  momentum  boosts  their 
iding  with  early  primary  voters.  And 
J  rising  poll  numbers  in  Iowa  and 
V  Hampshire  then  propel  them  to 
jiter  prominence.  "It  all  feeds  on 
If,"  says  Charles  E.  Cook  Jr.,  editor  of 
nonpartisan  Cook 
Itical  Report. 

J  THE  NET,  STUPID        ^ 

b  NEW  APPROACH  is 
inging  not  only 
tegies  but  also  the 
nda.  There's  less 
idering  to  local  interests 
h  as  Iowa's  ethanol 
iistry.  "I  don't  believe 
wdll  be  a  regional 
mary]  campaign, 
ided  on  local  issues," 
S  Dean  campaign 
niagerJoeTrippi. 

tead,  the  new-wave  

didates  are  focusing  ^^^^ 

x  fire  on  the  incumbent  and  defining 
nselves  nationally  before  Bush  can 
in  his  $200  million  ad  blitz. 
Aer  two  campaigns  in  which  the 
met  was,  at  best,  a  peripheral  factor, 
as  become  an  important  tool  for  fund 
ing  and  organization.  Effective  Web 
tegies  have  helped  fiiel  the  outsider 
didacies  of  Dean  and  Clark  while  the 
dozen  Washington  insiders  in  the 
continue  to  run  traditional, 


A  DEAN  MEET-UP 

One  out  of  four 
volunteers  signed 
up  on  the  Web 


consultant-heavy  campaigns. 

Money  and  support  built  one  mouse 
click  at  a  time  could  help  Dean  or  Clark 
avoid  the  fate  of  past  insurgents  such  as 
Gary  Hart.  In  1984,  the  then-senator 
from  Colorado  stunned  front-runner 
Walter  F.  Mondale  in  New  Hampshire  but 
couldn't  compete  with  the  Mondale 
machine  in  the  delegate-rich  contests 
that  followed. 

Thanks  to  two  draft- Clark  Web  sites 
that  have  been  collecting  pledges  of  cash 
and  support,  the  former  nato  commander 
has  an  instant  crew  of  national 
volunteers.  And  out  of  Dean's  400,000- 
strong  army  of  volunteers,  some  100,000 
were  recruited  through 
Meetup.com— a  Web  site 
that  brings  together  people 
with  common  interests. 
Dean  is  using  this  national 
reach  to  build  support  in 
still -vital  New  Hampshire: 
Attendees  at  Dean  meet- 
ups  wTote  letters  to  50,000 
undecided  voters  there. 
"If  s  hard  to  overstate  the 
importance  of  what  Dean  is 
doing,"  says  Simon  B. 
Rosenberg  of  the  centrist  New 
Democratic  Network.  "His 
campaign  had  the  insight  early  on 
to  realize  there  were  people  outside 
of  New  Hampshire  who  could  help." 
Of  course,  predictions  that  the  Net 
would  revolutionize  politics  are  nothing 
new.  And  while  maverick  John  McCain 
raised  millions  via  the  Web  in  2000,  he 
couldn't  overcome  the  organizational 
advantage  built  the  old-fashioned  way  by 
Bush.  Dean  and  Clark  are  shaking  up  the 
Establishment  by  nationalizing  the 
primary  process,  but  will  that  make  them 
more  than  just  pohtical  pioneers? 

By  Alexandra  Starr 


CAPITAL 
WRAPUP 

THE  UNKINDEST 
CUTS  OF  ALL 

CONGRESSIONAL  Republicans 
are  taking  President  George  W. 
Bush's  demand  that  they  hold 
the  line  on  spending  seriously: 
They're  cutting  his  pet  projects. 

With  the  budget  bleeding  red 
ink  and  the  White  House 
seeking  an  additional  $87  billion 
for  Iraq  and  Afghanistan,  the 
President  says  he  won't  accept 
other  spending  bills  for  fiscal 
2004  that  total  more  than 
$784.7  billion.  That  puts  a 
squeeze  on  popular  programs 
fi-om  high- 
ways to 
medical 
research. 

But  rather 
than  target 
their  own 
pork,  usually 
compUant 
Hill  Repub- 
licans are 
making  the 
Admini- 
stration feel 

the  pain.  A  few  examples:  The 
Senate  Appropriations 
Committee  trimmed  Bush's 
request  for  higher  education  Pell 
Grants  by  $538  miUion,  slashed 
funding  for  the  Yucca  Mountain 
nuclear  waste  dump,  and 
refused  to  provide  a  dime  for  a 
Bush-backed  drug-abuse- 
recovery  program.  House 
appropriators  also  cut  the 
Presidenf  s  request  for  a  favorite 
school-mentoring  program.  The 
real  attention-getter:  The  House 
panel  slashed  $4  million  from 
the  White  House's  own 
operations. 

Soon,  the  White  House  and 
Congress  will  cut  deals,  and 
some  funds  will  be  restored.  But 
for  now,  GOP  lawmakers  are 
sending  a  clear  message:  They 
are  not  going  to  take  big  hits  to 
their  favorite  programs  while 
protecting  those  of  a  President 
who  is  sUpping  in  the  polls. 

By  Howard  Gleckman 


Even  the 

White 

House 

operating 

funds  got 

trimmed 
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Mows  International  Business 


AUTOS 


THE  ASIAN  INVASION 
PICKS  UP  SPEED 

Japanese  and  Korean  auto  giants  are  making  a 
big  push  in  Europe-and  grabbing  share  fast 
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LrvaO  LUMBROSO  WOULD 
have  cringed  in  embarrass- 
ment 10  years  ago  to  be  seen 
driving  in  Paris  behind  the 
wheel  of  a  Japanese  auto. 
But  when  it  came  time  this 
year  to  replace  his  Volkswa- 
gen Golf,  the  32-year-old  Frenchman 
found  himself  attracted  to  Toyota  Motor 
Corp.'s  fetching  new  Yaris  subcompact.  It 
had  a  snappy  shape,  came  packed  with 
options,  and  at  $12,480  was  more  afford- 
able than  comparable  European  rivals 
such  as  the  Renault  Clio,  which  runs 
$15,600.  Lumbroso,  a  computer  scientist, 
still  loves  European  cars,  but  the  silver 
Yaris  was,  well,  irresistible.  "It's  the  ex- 
cellent quality-price  ratio  that  appeals  to 
me  most  in  Japanese  cars.  And  I  really 
fancy  the  new  design,"  says  Lumbroso. 

Asian  autos,  once  scorned  by  haughty 
European  consumers,  are  suddenly  chic. 
Across  the  Continent,  from  the  ancient  al- 
leys of  Rome's  historic  center  to  the  Ger- 
man autobahn's  majestic  ascent  into  the 
Bavarian  Alps,  Japanese  and  Korean  autos 
weave  and  sprint  alongside  powerful  na- 
tional brands.  During  the  1990s,  Japanese 
auto  makers'  No.  1  priority  was  winning 


Asian 
Carmakers 
Rev  Up 

They're  boosting 
sales  in  a  market  that's 
down  2.2%  overall. 
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big  in  the  U.S.  market.  In  Europe,  they 
maintained  low-key  operations,  and  in- 
vested Utde.  Market  share  hovered  around 
10%  to  11%  for  a  decade.  Now,  flush  with 
their  success  in  the  U.S.,  where  they've 
conquered  a  29.1%  share,  they  are  ready  to 
tackle  Eiurope,  the  world's  most  competi- 
tive auto  arena.  What's  more,  the  Euro- 
pean Union  in  2000  removed  restrictions 
on  Japanese  car  imports. 

JAPANESE  DNA,  EUROPEAN  STYLE 

JUST  AS  THEY  DID  in  the  U.S.,  the  Asian 
carmakers  are  investing  in  new,  state-of- 
the-art  plants.  Toyota  is  spending  $1.7  bU- 
hon  jointiy  with  Peugeot  on  a  factory  in 
the  Czech  Republic  that  will  start  operat- 
ing in  2005,  bringing  its  total  investment 
in  Europe  to  $5.1  biUion.  The  Japanese 
carmaker  projects  sales  of  800,000  cars 
in  Europe  in  2003— reaching  its  2005  tar- 
get two  years  early— and  aims  to  sell  1.2 
milUon  cars  in  the  region  by  2010,  out- 
stripping Italy's  Fiat  and  matching  Ford 
Motor  Co.  Nissan  Motor  Co.  is  investing 
$460  milhon  over  the  next  two  years  to 
double  output  in  Spain,  and  Hyundai  is 
scouting  sites  in  Eastern  Europe  for  a  $1.1 
biUion  plant.  "The  Asians  see  Europe  as 


an  important  battle- 
ground," says  Ben  M. 
Bensaou,  a  professor  of 
technology  manage- 
ment and  Asian  busi- 
ness at  INSEAD,  the 
European  Institute  of 
Business  Administra- 
tion in  Fontainebleau. 
"They  realize  if  they 
want  to  be  in  the  big 
league  globally,  they 
have  to  be  a  strong 
player  in  Europe." 

The    investment    is 
starting  to  pay  oflf.  Sales 
of  Japanese  brands  in 
Western   Europe   rose 
74%  during  tiie  first 
eight  months  of  this 
year,  while  the  overall 
market  shrank  by  2.2%. 
Steady  gains  over  the 
past  two  years  helped  boost  Japar  ^^ 
market  share  in  Europe  to  VI  A%,  up  fi  "I'  "n 
10.7%  in  2001.  Korean  auto  makers  i 
won  new  ground  as  sales  in  Eur 
zoomed  this  year  by  18.4%.   Ups 
Hyundai  Motor  Co.  now  boasts  a  llfsno; 
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,j„[rket  share,  neck-and-neck  with  vw's 
§l)da  brand.  By  contrast,  nearly  every  ri- 
^ ;  i  European,  except  Citroen,  lost  ground 
j„P  year.  Toyota,  at  4.7%,  has  overtaken 
T5I  man  stalwarts  Audi  and  BMW. 
1  fs  not  just  a  matter  of  price.  Asian  car- 
makers are  master- 
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ing  the  art  of  Euro- 
pean automobile 
allure,  too.  They 
are  building  up  lo- 
cal design  centers, 
tapping  into  the 
hottest  talent  pools 
from  Barcelona  to 
Munich  to  London. 
"We  want  to  build 
a  car  with  Japanese 
DNA  in  line  with 


the  tastes  of  European  customers,"  says 
Mario  Canavesi,  senior  vice-president  for 
sales  and  marketing  in  Europe  at  Nissan. 

The  Japanese  also  are  capitalizing  on 
Europeans'  love  affair  with  the  diesel  en- 
gine. Honda  Motor  Co.,  the  largest  en- 
gine m^aker  in  the  world,  spent  more 
than  $50  million  to  produce  its  first 
diesel  engine,  which  debuts  at  yearend 
in  the  Honda  Accord.  Starting  next  year, 
Honda's  SUV  model,  CRV,  will  go  diesel, 
too.  Nissan's  new  models,  including  the 
hot-selling  Micra,  now  sport  Renault's 
highly  regarded  diesel  engines. 

Cash-rich  Toyota  is  the  strongest 
player  in  the  pack.  "We  were  latecomers 
to  Europe,"  says  Tadashi  Arashima, 
president  and  CEO  of  Toyota  Motor  Mar- 
keting Europe,  who  spent  most  of  his  ca- 


reer building  Toyota's  huge  presence  in 
North  America.  Since  his  arrival  in  Toy- 
ota's Brussels  headquarters  in  1998,  he 
has  overhauled  Toyota's  European  car 
interiors,  added  manual  transmissions, 
tailored  engines  and  handling  to  more 
rigorous  European  driving  habits,  and 
boosted  sales  by  48%.  "Toyota's  doing  a 
great  job.  They  really  got  it,"  says 
Thomas  Sedran,  a  partner  at  Munich 
consultancy  Roland  Berger. 

The  Asians'  value-for-money  strategy 
is  a  strong  ace  in  a  down  economy.  Japa- 
nese companies  rank  regularly  among  the 
top  three  in  quahty  surveys  in  Europe.  Re- 
liabihty  plus  more  options  at  a  lower 
sticker  price  is  wiiming  converts  from 
Opel  and  Ford  to  VW  and  Fiat:  "People 
know  that  apart  from  the  servicing  they 
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are  not  going  to  have  any  e:<txa  costs 
with  these  cars,"  says  Hubert  Vogel, 
owner  of  Autohaus  Vogel  in  Esshngen, 
Germany,  near  Mercedes-Benz  factories. 
Some  industry  experts  remain  skepti- 
cal that  the  Asians  can  carve  out  a  much 
bigger  slice  of  the  European  market,  ar- 
guing that  their  current  gains  are  sim- 
ply the  result  of  introducing  new  mod- 
els. As  European  rivals  pimip  out  hot 
new  products,  their  gains  could  evapo- 
rate. And  the  Asians  are  most  competi- 
tive in  the  small-car  segments  where 
margins  are  razor-thin.  "We  think  sales 
will  fall  back.  They  won't  be  able  to  meet 
their  aggressive  targets,"  says  Colin 
Couchman,  senior  market  analyst  at 
Global  Insight  Automotive  in  London. 

The  Japanese  are  almost  nonexistent 
in  Europe's  hot  luxury  car  market, 
where  margins  are  rich  and  German 
brands  like  Mercedes-Benz,  BMW,  and 
Audi  dominate.  Toyota's  upscale  Lexus 
brand,  which  has  been  so  successful 
in  the  U.S.,  lacks  the  brand  cachet, 
styling,  and  interiors  to  appeal  to  more 
image-conscious 
European  luxury 
car  buyers.  It  also 
fails  to  match  the 
German  rivals  in 
introducing  hot 
new  automotive 
technology,  in- 
cluding handling 
finesse  for  more 
aggressive  driv- 
ing habits.  "The 
Europeans  will 
defend  their 
groimd  very  very  strongly,"  says  Do- 
minique Turpin,  professor  of  marketing 
at  IMD  in  Lausanne,  Switzerland. 

Still,  it  would  be  folly  to  underesti- 
mate the  Asians.  Japanese  manufactur- 
ers' core  strength  is  developing  new 
models  rapidly  and  producing  small 
batches  efficiently.  As  their  production 
base  in  Europe  grows,  they  may  start  to 
wield  their  ability  to  chum  out  hot  niche 
models  faster  than  the  competition. 
Other  executives  say  the  real  worry  is 
the  relentless  pressure  the  Asians  could 
exert  over  time  on  margins,  especially  if 
the  euro  remains  strong.  "The  question 
is,  what  does  the  average  compact  car 
sell  for  in  Europe  in  seven  years'  time?" 
says  Volkswagen  CEO  Bemd  Pischet- 
srieder.  Squeezing  out  a  profit  on  mass 
market  modeL.  already  a  pitiless  task,  is 
about  to  get  that  much  tougher.  II 

-By  Gail  Ldniondson  in  Frankfurt, 

with  Brian  Bremner  in  Tokyo  and 

bureau  reports 


So  far,  the 
Asians 
are  not  a 
factor  in 
the  luxury 
segment 
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GLOBAL  DOWNLOADINi 
LOCAL  UWSUITS 

Hauling  U.S.  file-sharers  to  court  won't 
stop  the  flow  of  free  tunes  from  oversea 


IT  TOOK  A  COUPLE  OF  NANO- 
seconds  for  news  of  the  U.S.  mu- 
sic industry's  legal  assault  on  file- 
swappers  to  reverberate  across 
the  Atlantic— and  the  reaction 
was  shrill  even  by  online  stan- 
dards. "Worid  War  III  will  be 
fought  over  the  telephone  lines,"  de- 
clared one  young  German  on  a  Web  fo- 
rum devoted  to  "the  war  for  digital  firee- 
dom."  Another  young  man  warned 
darkly  that  he  would  "behave  like  a  ter- 
rorist," although  he  decided  that  first  he 
would  "go  chug  dovvTi  a  beer." 

The  Internet  discourse,  overblown 
and  juvenile  as  it  may  be,  demonstrates 
that  illegal  file-sharing  isn't  just  a  U.S. 
problem.  Even  if  the  Recording  Industry 
Association  of  America  makes  good  on 
its  threat  to  sue  thousands  of  people  who 
are  distributing  pirat- 
ed material  in  the 
U.S.,  it  will  hardly  be 
able  to  choke  the  sup- 
ply of  free  tunes. 
"You  can't  stop  this 
digital  revolution," 
warns  Kim  Schmitz,  a  M 
former  hacker  from  *^' 
Germany. 

SCARE  TACTICS 

THE  RIAA's  strategy 
sounds  reasonable. 
The  theory  is  that 
90%  of  the  illegal 
content  comes  from  a  core  of  dedicated 
users  of  file-sharing  software  such  as 
Kazaa.  If  the  RIAA  can  scare  those  hard- 
core sharers  with  lawsuits,  it  might  dis- 
rupt the  whole  network. 

The  Web,  though,  really  is  worldwide. 
Even  if  the  record  companies  shut  down 
.\mericans  who  provide  free  songs, 
dowTiloaders  can  get  the  same  material 
from  overseas  sources.  Users  of  Kazaa, 


Grokster,  or  BearShare  have  no  wa^ 
teUing  whether  the  songs  they're 
come  from  Frankfurt,  Germany,  I 
Frankfort,  Kentucky.  "A  downloadej 
just  a  dovmloader,"  says  Carl,  a  21-y^ 
old  student  in  Australia. 

Youth  culture  is  as  global  as  the  In^ 
net.  That's  especially  true  in  Eurc 
where  young  people  Usten  to  many  of  I 
same  bands  as  their  American  counf 
parts,  and  a  healthy  10%  of  homes  h| 
the  high-speed  Net  links  essential 
sharing.  While  file-swapping  is  not 
epidemic  in  Europe  as  in  the  U.S.,  | 
growdng  fast.  About  6.4  million  Germ] 
over  age  10  downiloaded  music  last  y>j 
up  31%  from  the  previous  year. 

Going  after  the  dovvTiloaders  in  cc 
could  also  be  more  compUcated  out 
the  U.S.  American  law  makes  it  relati\| 
easy  for  the  recc 
ing  industry  to  s| 
poena        custor 
records  fixjm  In^ 
net     service 
viders.  But  copyri  | 
protections 
from     coimtry 
country,  and  stro:| 
er  privacy  laws, 
pecially  in  Euro 
might  make  it  ml 
difficult  to  iden 
illegal  sharers. 
^^K...  Abroad,   the 

dustry  also  wonps*1 
about  strong-arming  customers, 
cause  potential  buyers  have  fewer  le 
ways  of  getting  music  online  than  in 
U.S.  So  until  the  industry  can  deal  w 
these  tough  issues  internationally,  it  ( ij^ 
block  the  front  door  for  U.S.  sharers,  1 
plenty  of  tunes  will  come  in  through  i 
worldwide  window  of  the  Internet.  ■  ^ 
-By  Jack  Ewing  in  Frankfurt  c , 
Heather  Green  in  New  Y 
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at's  why  Palmeiro  stays  with  it.  Because  it  works.  In  fact,  about 
million  men  worldwide  have  improved  their  love  lives.  All  with 
?  help  of  VIAGi^.  So  do  what  Rafael  did.  Ask  your  doctor  about 
^GIM.  And  go  to  viagra.com  today. 

itl  ed  on  patient  testinnonials.  Individual  results  may  vary. 
se  see  patient  summary  of  information  for  VIAGRA  {25-mg,  50-mg.  lOO-m^)  tablets  on  tfie  following  page. 

3RA  is  indicated  for  the  treatment  of  erectile  dysfunction,  Remember  ttiat  no  medicine  is  for  everyone.  If  you  use  nitrate  drugs,  often  used  to  control  cfiest 
1  (also  known  as  angina),  don't  take  VIAGRA.  This  combination  could  cause  your  blood  pressure  to  drop  to  an  unsafe  or  life-threatening  level.  Discuss  your 
era!  health  status  with  your  doctor  to  ensure  that  you  are  healthy  enough  to  engage  in  sexual  activity.  If  you  experience  chest  pain,  nausea,  or  any  other 
omforts  during  sex  or  an  erection  that  lasts  longer  than  4  hours,  seek  immediate  medical  help.  The  most  common  side  effects  of  VIAGRA  are  headache, 
al  flushing,  and  upset  stomach.  Less  commonly,  bluish  vision,  blurred  vision,  or  sensitivity  to  light  may  briefly  occur 
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PATIENT  SUMMARY  OF  INFORMATION  ABOUT 

VIAC3RA 

iiddenafd  cilratejaaa 

This  summary  contains  Important  intormatlon  about  VIAGRA'  It 

is  net  fTieani  to  take  the  place  of  your  doctors  instructions^  Read  this 
intormalion  carefully  txlore  you  start  taking  VIAGRA.  Ask  your  doctor  or 
pharmacist  il  you  flo  not  understand  any  of  this  inlormation  or  if  you  want  to 
know  nnore  about  VIAGRA. 

This  medicine  can  help  many  men  when  it  is  used  as  prescritied  by  their 
doctors.  However.  VIAGRA  is  not  for  everyone.  It  is  intended  lor  use  only  by 
men  who  have  a  condition  called  erectile  dysfunction.  VIAGRA  must 
never  be  used  by  men  who  are  taking  medicines  that  contain 
nitrates  of  any  kind,  at  any  time.  This  includes  nitroglycerin.  It 
you  lal(e  VIAGRA  with  any  nitrate  medicine  your  blood  pressure 
could  suddenly  drop  to  an  unsafe  or  lite  threatening  level. 

What  Is  VIAGRA? 
VIAGRA  is  a  pill  used  to  treat  erectile  dysfunction  (impotence)  in  men.  It  can 
help  many  men  who  have  erectile  dysfunction  get  and  keep  an  erection  when 
they  become  sexually  excited  (stimulated). 
You  will  not  get  an  erection  ]ust  by  taking  this  medicine.  VIAGRA  helps  a 
man  with  erectile  dysfunction  get  an  erection  only  when  he  is  sexually 
excited. 

How  Sex  Affects  Ow  Body 
When  a  man  is  sexually  excited,  the  penis  rapidly  fills  with  more  blood  than 
usual.  The  penis  then  expands  and  hardens.  This  is  called  an  erection.  After 
the  man  is  done  having  sex.  this  extra  blood  flows  out  of  the  penis  back  into 
the  body  The  erection  goes  away  II  an  erection  lasts  for  a  long  time  (more 
than  6  hours),  it  can  permanently  damage  your  penis.  You  should  call  a 
doctor  immediately  if  you  ever  have  a  prolonged  erection  that  lasts  more 
than  4  hours. 

Some  conditions  and  medicines  interfere  with  this  natural  erection  process. 
The  penis  cannot  fill  with  enough  blood.  The  man  cannot  have  an  erection. 
This  is  called  erectile  dysfunction  if  it  becomes  a  frequent  problem. 
During  sex,  your  heart  works  harder.  Therefore  sexual  activity  may  not  be 
advisable  for  people  who  have  heart  problems.  Before  you  start  any 
treatment  for  erectile  dysfunction,  ask  your  doctor  if  your  heart  is  healthy 
enough  to  handle  the  extra  strain  of  having  sex.  If  you  have  chest  pains, 
dizziness  or  nausea  during  sex,  stop  having  sex  and  immediately  tell  your 
doctor  you  have  had  this  prablem. 

How  VIAGRA  Works 
VIAGRA  enables  many  men  with  erectile  dysfunction  to  respond  to  sexual 
stimulation.  When  a  man  is  sexually  excited.  VIAGRA  helps  the  penis  fill 
with  enough  blood  to  cause  an  erection.  After  sex  is  over,  the  erection 
goes  away 

VIAGRA  Is  Not  for  Everyone 
As  noted  above  {How  Sex  Affects  ttie  Body),  ask  your  doctor  if  your  heart  is 
healthy  enough  for  sexual  activity 

II  you  take  any  medicines  that  contain  nitrates-either  regularly  or 
as  needed-you  should  never  take  VIAGRA.  If  you  take  VIAGRA  with 
any  nitrate  medicine  or  recreational  drug  containing  nitrates,  your  blood 
pressure  could  suddenly  drop  to  an  unsafe  level.  You  could  get  dizzy,  faint,  or 
even  have  a  heart  attack  or  stroke.  Nitrates  are  found  in  many  prescription 
medicines  that  are  used  to  treat  angina  (chest  pain  due  to  heart  disease) 
such  as: 

•  nitroglycerin  (sprays,  ointments,  skin  patches  or  pastes,  and  tablets 
that  are  swallowed  or  dissolved  in  the  mouth) 

•  isosorbide  mononitrate  and  isosorbide  dinitrale  (tablets  that  are 
swallowed,  chewed,  or  dissolved  in  the  mouth) 

Nitrates  are  also  found  in  recreational  drugs  such  as  amyl  nitrate  or  nitrite 
('poppers")  If  you  are  not  sure  if  any  of  your  medicines  contain  nitrates,  or 
il  you  do  not  unders'and  what  nitrates  are.  ask  your  doctor  or  pharmacist. 
VIAGRA  is  only  for  patients  with  erectile  dysfunction.  VIAGRA  is  not  lor 
newborns,  children,  or  women.  Do  not  let  anyone  else  take  your  VIAGRA. 
VIAGRA  must  be  used  only  under  a  doctor's  supervision. 
What  VIAGRA  Does  Not  Do 

•  VIAGRA  does  not  cure  erectile  dysfunction  It  is  a  treatment  for 
erectile  dysfunction. 

•  VIAGRA  does  not  protect  you  or  your  partner  from  getting  sexually 
transmitted  diseases,  including  HIV-the  virus  that  causes  AIDS. 

•  VIAGRA  IS  not  a  hormone  or  an  aphrodisiac 

What  To  Tell  Your  Doctor  Before  You  Begin  VIAGRA 
Only  your  doctor  can  decide  if  VIAGRA  is  right  for  you.  VIAGRA  can  cause 
mild,  temporary  lowering  of  your  blood  pressure.  You  will  need  to  have  a 
thorough  medical  exam  to  diagnose  your  erectile  dysfunction  and  to  find  out 
if  you  can  safely  take  VIAGRA  alone  or  with  your  other  medicines  Your 
doctor  should  determine  il  your  heart  is  healthy  enough  to  handle  the  extra 
strain  of  having  sex. 
8e  sure  to  tell  your  doctor  If  you: 

•  have  ever  had  any  heart  problems  (e.g..  angina,  chest  pain,  heart 
failure,  irregular  heart  beats  heart  attack  or  narrowing  of  the 
aortic  valve) 

•  have  ever  had  a  stroke 

•  have  low  or  high  blood  pressure 

•  have  a  rare  inherited  eye  disease  called  retinitis  pigmentosa 

•  have  ever  had  any  kidney  problems 


•  have  ever  had  any  liver  problems 

•  have  ever  had  any  blood  problems,  including  sickle  cell  anemia 
or  leukemia 

•  are  allergic  to  sildenafil  or  any  of  the  other  ingredients  of 
VIAGRA  tablets 

•  have  adeformed  penis.  Peyronie^  disease,  or  ever  had  an  erection 
that  lasted  more  than  4  hours 

•  have  stomach  ulcers  or  any  types  of  bleeding  problems 

•  are  taking  any  other  medicines 

VIAGRA  and  Othcf  Medicines 
Some  medicines  can  change  the  way  VIAGRA  works.  Tell  your  doctor  about 
any  medicines  you  are  taking.  Do  not  start  or  stop  taking  any  medicines 
before  checking  with  your  doctor  or  pharmacist.  This  includes  prescription 
and  nonprescription  medicines  orremedies. 

•  Remember.  VIAGRA  should  never  be  used  with  medicines  that  contain 
nitrates  (see  VIAGRA  Is  Not  lor  Everyon^. 

•  If  you  are  taking  alpha-blocker  therapy  for  the  treatment  of  high  blood 
pressure  or  prostate  problems,  you  should  not  take  a  dose  of  greater 
than  25  mg  of  VIAGRA  at  the  same  time  (within  4  hours)  as  you  lake 
your  dose  of  alpha-blocker. 

•  If  you  are  taking  a  protease  inhibitor,  your  dose  may  be  adjusted 
(please  see  Finding  the  Rigt)t  Dose  lor  You.) 

•  VIAGRA  should  not  be  used  with  any  other  medical  treatnwnts  that 
cause  erections.  These  treatments  include  piHs.  medicines  that  are 
injected  or  inserted  into  the  penis,  implants  or  vacuum  pumps. 

Finding  the  Right  Dose  for  You 
VIAGRA  comes  in  different  doses  (25  mg.  50  mg  and  100  mg).  If  you  do  not 
gel  the  results  you  expect,  talk  with  your  doctor  You  and  your  doctor  can 
detennine  the  dose  that  wortis  best  for  you. 

•  Do  not  take  more  VIAGRA  than  your  doctor  prescribes. 

•  If  you  think  you  need  a  larger  dose  of  VIAGRA,  check  with 
your  doctor. 

•  VIAGRA  should  not  be  taken  more  than  once  a  day 

II  you  are  older  than  age  65,  or  have  serious  liver  or  kidney  problems,  your 
doctor  may  start  you  at  the  lovrest  dose  (25  mg)  of  VIAGRA.  If  you  are  taking 
protease  inhibitors,  such  as  for  the  treatment  of  HIV  your  doctor  may 
recommend  a  25  mg  dose  and  may  limit  you  to  a  maximum  single  dose  of 
25  mg  of  VIAGRA  in  a  48  hour  period.  If  you  are  taking  alpha-blocker 
therapy,  you  should  not  take  a  dose  of  greater  than  25  mg  of  VIAGRA  at  the 
same  time  (within  4  hours)  as  your  dose  of  alpha-blocker. 

How  To  Take  VIAGRA 
Take  VIAGRA  about  one  hour  before  you  plan  to  have  sex.  Beginning  in 
about  30  minutes  and  for  up  to  4  hours,  VIAGRA  can  help  you  get  an 
erection  if  you  are  sexually  excited.  If  you  take  VIAGRA  after  a  high-fat  meal 
(such  as  a  cheeseburger  and  trench  fries),  the  medicine  may  take  a  little 
longer  to  start  working.  VIAGRA  can  help  you  get  an  erection  when  you  are 
sexually  excited.  You  will  not  get  an  erection  just  by  taking  the  pill. 

Possible  Side  Effects 
Like  all  medicines,  VIAGRA  can  cause  some  side  effects.  These  effects  are 
usually  mild  to  moderate  and  usually  don't  last  longer  than  a  few  hours.  Some 
of  these  side  effects  are  more  likely  to  occur  with  higher  doses.  The  most 
common  side  effects  of  VIAGRA  are  headache,  flushing  of  the  lace,  and  upset 
stomach.  Less  common  side  effects  that  may  oaur  are  temporary  changes  in 
color  vision  (such  as  trouble  telling  the  difference  between  blue  and  green 
objects  or  having  a  blue  color  tinge  to  them),  eyes  being  more  sensihve  to 
light  or  blurred  vision. 

In  rare  instances,  men  have  reported  an  erecUon  that  lasts  many  hours.  You 
should  call  a  doctor  immediately  if  you  ever  have  an  erection  that  lasts  more 
than  4  hours.  If  not  treated  right  away  pennanent  damage  to  your  penis 
could  oaur  (see  How  Sex  Affects  the  Bod^. 
Heart  attack,  stroke,  irregular  heart  beats,  and  death  have  been  reported 
rarely  in  men  taking  VIAGRA.  Most,  but  not  all,  of  these  men  had  heart 
problems  before  taking  this  medicine.  It  is  not  possible  to  delemiine  whether 
these  events  were  directly  related  to  VIAGRA. 
VIAGRA  may  cause  other  side  effects  besides  those  listed  on  this  sheeL  If  you 
want  more  information  or  develop  any  side  effects  or  symptoms  you  are 
concerned  about,  call  your  doctor 

Accidental  Overdose 
In  case  of  aaidental  overdose,  call  your  doctor  right  away 

Storing  VIAGRA 
Keep  VIAGRA  out  of  the  reach  of  children.  Keep  VIAGRA  in  its  original 
container.  Store  at  25°C  (77°F):  excursions  pemiitted  to  15-30°C  (59-86''F) 
[see  USP  Controlled  Room  Temperature). 

For  Mere  hrfomtkM  on  VUGRA 
VIAGRA  is  a  prescription  medicine  used  to  treat  erectile  dysfunction  Only 
your  doctor  can  decide  if  it  is  right  for  you.  This  sheet  is  only  a  summary.  If 
you  have  any  questions  or  want  more  intonnation  about  VIAGRA,  talk  with 
your  doctor  or  phannacist,  visit  www.viagra.com,  or  calll  -888-4VIAGRA. 
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MOTHER  BIG  REASON 
HINA  WONT  REVALUE 

Iready  awash  in  bad  loans^  its  Big  Four 
anks  could  go  under  if  depositors  bolt 


f-1 


M  mm  ^VE  KNEW  CHINA'S 
A  ^^^  ^V  banks  were  sick. 
^  ^K^^  ^m  But  we  didn't  know 
^^^m^^^^m  they  were  this  sick. 
^^V  ^^^V  That,  in  essence, 
^^V  ^^V  the  latest  lesson 
W      ^V       from    the    debate 

revaluing  China's  currency.  Beijing 
sn't  want  the  yuan  to  strengthen,  since 
t  could  hurt  the  export  machine  that 
ploys  hundreds  of  millions  of  Chinese, 
east,  that's  the  line  China  has  taken  in 
public  skirmishes  with  the  U.S.  and 
an.  But  Beijing  doesn't  dare  stress  an- 
er  huge  reason  for  its  fierce  defense  of 
mrrency  poUcy:  its  shaky  financial  sys- 
.  Instead,  it  has  taken  outside  players— 
ti  as  Standard  &  Poor's  Corp.  and  a 
nber  of  economists— to  point  out  the 
)hant  in  the  living  room.  Among  all  the 
ior  economies,  China  has  the  sickest 
king  system.  And  this  at  a  time  when 
na's  economy  is  growing  7%  a  year. 

has  long  been  known  that  China's 
e-run  banks  are  saddled  with  billions  in 
is  that  will  never  be  repaid.  Chinese  of- 


ficials are  aware  of  this.  But  the  latest  warn- 
ing was  an  especially  loud  wake-up  call.  In 
a  rating  note  published  Sept.  15,  S&P  said 
that  confidence  in  China's  banking  sector  is 
so  low  that  volatility  fi"om  a  revaluation 
could  pull  its  big  banks  imder.  Ofiicially, 
only  21%  of  Chinese  loans  are  nonper- 
forming,  but  S&P  puts  the  number  at  clos- 
er to  45%.  Says  Ping  Chew,  a  director  of 
S&P  in  Singapore:  "We  are  afi^aid  the  banks 
will  go  bankrupt." 

This  sounds  coun- 
terintuitive. After  all, 
it's  widely  accepted 
that  the  yuan  is  under- 
valued by  up  to  40%,  so 
if  it  gains  in  value  by 
that  much,  why  should 
that  threaten  the 
banks?  One  reason  is 
that  a  jump  of  that  size 
would  hurt  some  of  the 
banks'  biggest  borrow- 
ers by  wiping  out  ex- 
porters' profits.  If  heav- 
ily leveraged  firms  can't 
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service  their  loans  or  borrow  new  money, 
that  could  bring  China's  growth  to  an 
abrupt  halt. 

Also,  a  revaluation  would  increase 
pressure  on  China  to  loosen  capital  con- 
trols fiuther.  If  Beijing  caves  on  this  point, 
speculators  could  eventually  move  their 
money  offshore  where  it  can  earn  a  high- 
er return.  Many  local  Chinese,  aware  of 
their  banks'  ill  health,  would  also  use 
looser  capital  controls  to  swap  into  U.S.  or 
Hong  Kong  dollars.  Nobel  prize-winning 
economists  Joseph  E.  Stiglitz  and  Robert 
A.  Mundell  both  warned  in  mid-Septem- 
ber of  a  collapse  in  liquidity  if  China 
tampers  with  the  yuan  prematurely. 

WORSE  THAN  JAPAN 

SUCH  DIRE  SCENARIOS  maybe  academ- 
ic: The  Chinese  won't  revalue,  right?  But 
the  discussion  underscores  just  how  fi-ag- 
ile  things  are.  China's  Big  Four  banks- 
Bank  of  China,  China  Construction  Bank, 
Industrial  &  Commercial  Bank,  and  Agri- 
culture Bank— hold  70%  of  China's  total 
savings  of  $3  trillion.  But  that's  long  been 
used  to  subsidize  money-losing  state 
companies.  Andy  Rothman,  China  head 
of  Hong  Kong-based  investment  bank 
CLSA  Asia  Pacific  Markets,  says  that  even 
if  the  banks  recover  as  much  as  20$  on 
every  dollar  of  bad  loans,  the  remainder 
would  still  amount  to  30%  of  gross  do- 
mestic product.  "As  a  share  of  GDP,  it's  a 
bigger  problem  than  Japan,"  he  notes. 

It  gets  worse.  Despite  a  commitment  to 
reform,  China  still  lacks  competent 
lenders.  Banks  have  been  making  more 
loans  to  private  enterprises  and  to  small- 
er businesses.  Yet  one  foreign  banker  es- 
timates that  70%  of  such  loans  go  sour 
because  the  borrowers  are  corrupt  or  sim- 
ply don't  know  how  to  run  a  business. 
Beijing  has  been  claiming  lately  that  the 
ratio  of  bad  loans  to  total  loans  is  falling. 
That  claim  is  misleading.  The  volume  of 
new  loans  is  growing  so  fast  that  the  per- 
centage of  old  bad  loans  is  bound  to  fall. 
Can  China  create  a  viable  bank 
system?  Yes,  if  it  ap- 
points bankers  who 
base  loans  on  careful 
risk  assessments.  Few 
experts,  unfortunate- 
ly, see  much  chance  of 
that  anytime  soon. 
But  the  rancorous 
debate  over  the  yuan 
makes  it  clear  China 
can't  put  off  fixing 
its  broken  banks 
forever.  II 

-ByFrederik 
Balfour  in  Shanghai 
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COMMENTARY 


BY  JOHN  ROSSANT 


The  Real  War  Is  France  vs.  France 

Resentment  of  the  U.S.  is  being  challenged  by  a  growing  cadre  of  French  thinkers 


c 


^^-^w    UR  WAR  WITH  FRANCE." 
^M       %  That  was  how  The  New  York 
■  I  Times  titled  a  Sept.  18 

M         m  column  by  Thomas  L. 
X^_^^  Friedman  criticizing  the 
French  government's  stance  on  Iraq. 
"France  is  not  just  our  annoying  ally," 
writes  Friedman,  one  of  the  newspaper's 
leading  voices  on  foreign  affairs.  "It  is 
not  just  our  jealous  rival.  France  is 

becoming  our  enemy."  Friedman's  views,  reprinted  word  for 
word  in  Paris  daily  Le  Monde,  seemed  to  con&m  the  view  of 
many  French:  The  U.S.  has  become  a  warmonger,  intent  on 
crushing  France  for  daring  to  be  independent. 

Plenty  of  French  resent  America  these  days.  But  if  you 
think  French  pubhc  opinion  is  monohthically  anti-American, 
spend  some  time  exploring  French  media  and  you'll  quickly 
discover  that  the  French  are  much  more  divided  about  les 
Americains  than  lesAmericains  think  they  are.  The  real  war  is 
France  vs.  France,  even  though  the  issue  is  American  power— 
whether  France  should  oppose  it,  support  it,  or  somehow 
accommodate  it.  As  Paris  and  Washington  find  themselves 
with  diplomatic  daggers  dravm  once  again— this  time  on  the 
issue  of  the  U.N.'s  role  in  postwar  Iraq— French  opinion  back 
home  is  more  sharply  divided  than  it  has  ever  been.  That 
division  says  far  more  about  the  crisis  in  France's  identity 
than  the  faults  of  the  U.S. 

Take  a  look  at  the  nonfiction  best-sellers  on  display  at  the 
giant  Fnac  Champs-Elysees  store.  On  one  side,  violent  attacks 
on  America,  either  because  if  s  an  overbearing  colossus— as 
poUtical  scientist  Pascal  Boniface  argues  in  his  La  France 
contre  V Empire  (France  against  the  Empire— guess  which 
one)— or  because  it's  a  decadent,  collapsing  giant,  as  in 
Emmanuel  Todd's  ^pre5  V Empire  (After  the  Empire). 

But  you'll  find  that  the  anti-anti-Americans  are  out  in  force, 
too.  Bernard-Henry  Levy,  Andre  Glucksmarm,  and  Jean- 
Francois  Revel,  among  others,  see  anti-Americanism  as  the 
default  mode  among  French  intellectuals,  one  that  can  often 
slide  seamlessly  into  anti-capitalism  and  anti-Semitism. 
These  critics  may  not  be  fans  of  every  U.S.  policy,  but  they 
reserve  their  most  withering  judgments  for  posturing  French 
public  figures,  such  as  Foreign  Minister  Dominique  de 
Villepin.  September  11,  for  Glucksmann,  was  nodiing  ie?s 
than  a  declaration  of  war  against  democracy:  "The  question 
of  questions  is  not  muItilateraUsm  or  imilateraUsm  but 
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Culture  Skumish 


The  French 
intellectual 
Establishment 
is  dividing  into 
two  distinct 
camps.  Here's 
how  they  stand 
on  some  hot- 
button  issues: 


THE  ANTI- 
AMERICANS 

THE  ANTI-ANTI- 
AMERICANS 

AMERICA 

■The  Great  Satan 

■  Beacon  of  Freedom 

CAPITALISM 

■Essentially  evil 

■The  only  way 

ISRAEL 

■A  proxy  for  the  U.S. 

■Must  be  supported 

GLOBALIZATION 

■A/on/ 

■Ou/7 

nihihsm  or  civilization."  Just  the  kind  of  strong  words  the 
French  love,  which  is  why  these  tomes  are  ffying  off  the 
shelves.  "The  only  really  popular  theme  is  America,"  says  a 
Fnac  saleswoman.  "That  and  whether  France  is  declining." 

In  a  way,  if  s  the  same  theme:  power  and  the  lack  of  it. 
American  diplomatic  and  mihtary  stridency  underscores  the 
relative  powerlessness  of  France.  Thus  the  French  pine  for  the 
days  when  Charles  de  Gaulle  could  flamboyantiy  pull  France 
and  its  nuclear-tipped  missiles  out  of  NATO,  while  at  the  samt 
time,  according  to  recent  polls,  some  72%  see  their  nation  in 
decline.  "For  the  first  time  in  the  history  of  our  country, 
people  are  wondering  whether  we  are  still  capable  of  great 
things,"  says  Michel  Crepu,  head  of  the  monthly  i?evue  des 
Deux  Mondes.  That  helps  explain  why  the  book  with  the  most 
buzz  is  La  France  qui  Tombe  (Falling  France),  by  historian 
Nicolas  Baverez.  It's  a  merciless  accoimt  of  how  shabby  the 
French  model  has  become:  economic  growth  at  zero, 
unemployment  running  near  10%,  and  public  debt 
approaching  $1.14  trillion,  all  stemming  from  a  persistent 
inabihty  to  modernize.  And  as  neither  the  center-right  nor  the 
center-left  is  willing  to  try  real  reforms,  "it  is  the  extremists 
who  benefit,"  argues  Baverez.  Hard-hitting  criticism— and  as 
biting  as  anything  directed  against  the  U.S.  Our  "war"  with 
France  may  be  important,  but  it's  the  outcome  of  France  vs. 
France  that  could  determine  this  proud  nation's  course.  ■ 
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i  Revolt  in  Seoul  Could 
^ake  or  Break  Roh 

i 

^i(EN  ROH  MOO  HYUN  was  elected  South  Korea's  President  in  a 
rprise  victory  last  December,  he  vowed  a  sweeping  overhaul 
the  country's  graft-infested  political  ways.  Nine  months  later 
5  most  ardent  supporters  complain  that  old  guards  in  the 
rty  are  blocking  progress  on  political  reform.  So  on  Sept.  20, 


adical  parliamentarians  quit  Roh's 
ing  MiEennium  Democratic  Party 
DP)  to  set  up  a  party  aimed  at  breaking 
decades-old  patronage  system  that  is 
ed  on  regional  loyalties  and  incestuous 
cs  between  politicians  and  business. 
1  is  keeping  his  MDP  membership  for 
V,  but  he  has  made  it  clear  that  he  backs 
breakaway  group  and  will  probably 
t  the  MDP  in  the  coming  months.  "The 

cal  supporters  of  Roh  are  taking  a 
h-risk,  high-return  gamble,"  says  Rhee 
g  Chan,  poUtical  scientist  at  Kookmin 
iversity  in  Seoul, 
rhe  political  tumult  could  prove  to  be  a 
jor  distraction  for  South  Korea  as  it 
ks  to  defuse  a  crisis  with 
North,  rebuild  relations 
h  the  U.S.,  and  ignite  an 
nomic  recovery.  No 
tter:  A  sizable  minority  of 
•ean  activists  are 
perate  to  break  the  hold 
he  old  factions  on  the 

try.  The  37  MDP 
makers  teamed  up  with 
breakaway  lavvmakers 
Ti  the  Grand  National 
ty  to  form  the  new  party, 
tatively  named  the 
ted  New  Party  for 
ticipatory  Citizens.  And 

more  legislators  from 
Intemet-sawy  People's       ^^^^ 
ty  for  Reform  have  vowed  to  join, 
e/ll  be  campaigning  to  win  a  third  of 
seats  in  the  272-member  National 
embly  in  next^ril's  general  elections, 
t  their  failure  could  deal  a  devastating 
w  to  Roh,  turning  him  into  a  lame  duck 
I  years  before  his  term  ends, 
rhafs  disturbing,  since  South  Korea 
lly  needs  a  strong  President.  Roh's 
jularity  rating  has  dropped  from  70% 
\0%  after  policy  troubles  ranging  from 


PRESIDENT  ROH 

Supporting  the 

breakaway 

legislators 


labor  unrest  to  tension  with  North  Korea. 
Now  the  reformists'  defection  has  turned 
the  remaining  64  Millennium  Democratic 
parliamentarians  into  a  hostile  force.  This 
group  largely  opposes  rapid  political 
reform.  If  MDP  parhamentarians  ally  with 
the  149  Grand  National  Party  members, 
they  could  quash  any  Roh  initiative. 

A  NOBLE  AIM 

ROH'S  ALLIES  are  betting  that  tiieir  bold 
reform  push  v^  draw  widespread 
support  from  jaded  voters  in  the  general 
elections.  Candidates  from  the  United 
New  Party  would  attempt  to  win  favor  by 
shunning  the  practice  of  buying  votes. 
And  the  party  will  aim  to 
overcome  the  regionalism 
that  has  been  key  to  the 
patronage  system.  "The 
rivalry  based  on  regional 
loyalty  has  made  it 
impossible  for  politicians  to 
focus  on  key  national  issues. 
We  want  to  break  the 
deadlock,"  says  Lee  Bu 
Young,  a  former  Grand 
National  Party  lavvmiaker 
who  joined  the  new  party. 
That's  a  noble  aim.  But  if  s 
questionable  whether  enough  voters 
will  back  it.  A  Sept.  20  poll  showed 
that  16.9%  of  voters  would  support 
the  new  party,  while  16.5%  support 
the  Millennium  Democrats  and  25.9% 
back  the  Grand  National  Party.  Still,  it's  a 
long  time  until  April,  and  the  reformists 
are  having  some  effect.  Both  the 
Millennium  Democrats  and  the  Grand 
National  Party  have  vowed  to  end  deals 
handing  candidacies  to  big  political 
donors.  The  first  steps  toward  cleaning  up 
South  Korean  politics  may  finally  be 
underway.  ■ 

-By  Moon  Ihlwan  in  Seoul 
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A  REFORM  CABINET 
IN  JAPAN 

AFTER  WINNING  reelection  as 
ruling  party  chief,  Japanese 
Prime  Minister  Junichiro  Koizumi 

revamped  his  Cabinet  on  Sept. 
22  to  create  a  dream  team 
populated  by  reformers.  The 
new  Finance  Minister,  Sadal(azu 
Tanigaki,  says  he  won't  support 
public-works  spending,  a 
favorite  of  pork-barrel 
politicians,  to  boost  economic 
growth.  Nobuteru  Isliihara,  a 
young  turk  pushing  reform,  will 
take  over  the  influential  Land, 
Infrastructure  &  Transport 
Ministry  to  privatize  the  money- 
wasting  public  highway  system. 
And  despite  pressure  from  party 
conservatives,  Koizumi  retained 
bank  reformer  Heizo  Takenaka  as 
Economics  Minister  and 
Financial  Services  Agency  chief 
All  this  is  bound  to  win  Koizumi 
more  support  at  a  crucial  time: 
Expectations  are  growing  that 
he  will  call  a  snap  election  soon. 


STOIBER'S  GROWING 
CLOUT  IN  GERMANY 

EDMUND  STOIBER'S  landsUde 
reelection  as  Prime  Minister  of 
Bavaria  boosts  his  clout  in  the 
contest  to  dominate  the  center- 
right  on  a  national  level.  He  is 
likely  to  advocate  a 
confrontational  course  with 
center-left  Chancellor  Gerhard 
Schroder— in  contrast  with  his 
rival  Angela  Merkel,  who  is 
chairman  of  the  Christian 
Democratic  Union.  Merkel  has 
called  for  compromises  with 
Schroder  on  issues  such  as  tax 
cuts  and  loosening  labor 
markets.  Stoiber,  who  nearly 
unseated  Schroder  in  2002, 
opposes  some  subsidy  cuts  and 
has  favored  state  bailouts  of 
industry.  On  Sept.  22,  Stoiber 
declared  that  Schroder  had  "lost 
touch  with  the  people."  The 
Stoiber-Merkel  rivalry  could 
further  delay  economic  reform. 
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CEO  Arthur  Levinson  got  the  biotech 
pioneer  off  life  support.  Will  it  finally  deliver 
on  its  promises?  BY  arlene  weintraub 

ON  MAR.  14,  HUNDREDS  OF  ANGRY  Wall  Street  analysts 
converged  on  The  Pierre  hotel  in  New  York  and 
demanded  answers  from  Genentech  Inc.  CEO  Arthur 
D.  "Alt"  Levinson.  The  biotech  company's  experi- 
mental drug,  Avastin,  had  failed  a  key  trial  in  breast 
cancer  in  September,  2002,  causing  Genentech's  stock 
to  nose-dive  14%,  to  $2750,  in  one  day.  Why,  analysts 
wondered,  would  Levinson  dream  of  spending  a 
penny  more  to  develop  a  product  that  was  clearly 
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a  dog?  "They  said  I  was  stupid/' 
Levinson  says.  "It  was  like  I  was  a 
charlatan  selling  snake  oil." 

The  CEO  isn't  one  to  gloat.  But  as 
he  prepares  to  file  for  Food  &  Drug 
Administration  approval  for  what 
could  be  the  most  important  drug  in 
Genentech's  history,  he  can't  resist. 
Late-stage  trial  data  released  in  May 
showed  that  Avastin  significantly 

extended  the  lives  of  patients  with  colon  cancer.  Analysts  now 
hail  the  drug  as  a  potential  bUhon-dollar-a-year  blockbuster. 
The  agency  will  receive  Genentech's  filing  on  Avastin  by  the  end 
of  September. 

Avastin  is  just  the  latest  in  a  series  of  coups  for  the  world's 
oldest  biotechnology  outfit,  which  was  founded  in  1976  in 
South  San  Francisco.  In  June,  the  FDA  approved  Genentech's 
Xolair,  the  first  biotech  drug  to  treat  asthma.  On  Sept.  9,  an  FDA 
advisory  committee  unanimously  recommended  approval  of 
the  company's  psoriasis  drug,  Raptiva,  which  should  hit  the 
market  by  December  and  could  one  day  be  worth  more  than 
$400  million  a  year. 

In  short,  Levinson  could  be  on  the  cusp  of  a  rare  pharma- 
ceutical trifecta.  If  Avastin  is  approved  by  mid-2004,  as  expect- 
ed, Genentech  will  have  launched  three  new  products  in  a  year, 
all  of  which  offer  entirely  new  methods  for  attacking  the  dis- 
eases they  target.  Genentech's  sales  of  $2.7  billion  already  make 
it  the  second-largest  biotech  after  Amgen  Inc.,  with  $5.5  billion. 
Analysts  say  its  revenues  could  surge  to  $5  bilhon  by  the  end  of 
2005,  and  profits  could  hit  $1  billion.  In  anticipation,  investors 
have  bid  up  Genentech's  stock  164%  this  year,  to  $87— more 
than  twice  the  gain  of  the  Morgan  Stanley  Biotech  Index. 

Clearly  Wall  Street  is  placing  a  massive  bet  on  Levinson,  who 
began  his  career  at  Genentech  as  a  scientist  23  years  ago.  In- 
vestors are  counting  on  him  to  guide  the  company  as  it  ap- 
proaches an  historic  crossroads.  Genentech  is  shedding  its  sta- 


Pioneer 


tus  as  a  scrappy  startup  and  seeking  to  become  a  consiste: 
profitable  pharmaceutical  powerhouse.  If  Levinson  pulls  off 
difficult  transition,  it  will  be  the  strongest  signal  yet  that  the 
dustry  Genentech  helped  create  more  than  25  years  ago  i 
nally  delivering  on  its  promise— that  it  can  generate  a  ste 
stream  of  novel  drugs  to  conquer  once-untreatable  illnesse 
What  investors  may  not  realize,  though,  is  that  Levins( 
thorniest  challenges  lie  ahead.  Avastin  may  look  like  a  sure 
if  only  because  of  the  sheer  lack  of  life-extending  drugs  on 
market  for  colon  cancer,  which  strikes  147,500  patients  per } 
in  the  U.S.  But  the  FDA  has  a  long  history  of  demanding  a( 
tional  data  on  products  that  were  supposed  to  be  slam-dui 
What's  more,  Genentech's  $45  billion  market  cap  assui 
Avastin  will  be  approved  for  other  cancers,  too,  and  that  dr 
fLuther  back  in  the  pipeline  will  hit  the  market  on  time,  anal; 
say.  And  in  the  asthma  and  psoriasis  markets,  where  Genent 
is  a  rookie,  Levinson  will  face  intense  competition,  not  to  m 
tion  the  chore  of  persuading  health  plans  to  cover  new  dr 
that  could  cost  tens  of  thousands  of  dollars  a  year  per  pati6| 

To    succeed.    Levin 

Genentech 


could  hit  a 
trifecta:  three 
new  products 
in  a  year 


has  to  perform  a  peril 

balancing  act.  He'll  nee( 

devote  more  resource: 

sales  and  marketing 

funneling  enough  into 

research  pipeline  to  j 

growth  beyond  2004 

the   stock  trading  at 

highest  level  since  e; 

2001,  there  is  no  room 

screwups:  One  bad  d 

sion,  and  investors  co 

bail.  "Clearly  there's  tremendous  potential,  but  it  has  to  tra 

late  to  commercial  success,"  says  Kris  H.  Jenner,  portfoUo  m 

ager  of  the  T.  Rowe  Price  HeaJth  Sciences  Fund,  which  o\ 

shares  of  Genentech.  "The  worry  is,  can  Genentech  execute 

If  Levinson's  management  of  Avastin  so  far  is  any  gauge,. 

53-year-old  scientist  should  be  able  to  guide  Genenti 

through  this  minefield.  The  drug  was  bom  from  a  theory  i 

tumors  can  be  starved  by  blocking  the  formation  of  blood  \ 

sels  that  feed  them  (table,  page  78).  In  the  development  phi 

there  were  years  of  disappointments  that  would  have  prom 


Genentech  earned  $484  million*  on 
$2.7  billion  in  sales  last  year.  Key 
scientific  achievements  include: 

RECOMBINANT  DNA  Extracting  DNA  from  one 
organism,  transplanting  it  into  another,  and 
coaxing  it  to  chum  out  therapeutic  proteins. 

1  ^  ^:malian  cell  manufacturing 

Pro.AiCing  large  quantities  of  protein  drugs  in 
rodent  .;ei;s— now  a  standard  procedure. 

f "?  r?  A.^TSSODY  25%  of  'Aomen  with  breast 
cc' .::  ovnff-xpress  a  protein  calkd  Her2. 
G'-  red  an  antibody,  Herceptin, 

wli,  ■Ier2  gene  nnd  slows 

tumor  c' c     , 


Hopes  for  colon  cancer  drug 
Avastin  are  lifting  Genentech's 
shares. 
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Now,  to  meet  investor's  expectations, 
Genentech  must  make  good  on  its 
pipeline  of  new  drugs,  which  include: 

avastin  (COLON  CANCER)  Could  hit  the 

market  next  year  and  earn  more  than  $1 

billion  a  year. 

TARCEVA  (LUNG  CANCER)  FDA  filing  expecte 

in  2004.  Faces  competition  from 

AstraZeneca's  drug,  Iressa. 

LUCENTIS  (MACULAR  DEGENERATION)  Now 

in  late-stage  trials,  it  may  slow  the  progressic 

to  blindness. 

MLN-02  (CROHN'S  DISEASE  AND  ULCERAT1\ 
COLITIS)  Trials  are  in  progress,  in  partnershi 
with  Millennium  Pharmaceuticals. 
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IN  THE  LAB 

Genentech 
has  to  keep 
tunneling 
resources  into 
the  pipeline 


ed  most  pharmaceutical  CEOs  to  abandon  the  drug.  But  Levin- 
son  is  no  average  CEO.  When  Wall  Street  soured  on  Avastin  af- 
ter the  breast-cancer  trials  late  last  year,  Levinson  stood  his 
ground,  certain  that  good  science  would  bring  results.  Behav- 
ing like  a  scientist,  he  continually  reminded  analysts  that  all 
cancers  are  diflferent,  and  he  steered  them  to  promising  data 
from  an  early  colon-cancer  trial. 

Although  Levinson  hung  up  his  lab  coat  years  ago,  he's  still 
more  personally  involved  in  the  science  of  Genentech  than  most 
top  pharmaceutical  execs.  When  scientists  report  on  their  re- 
search at  weekly  review  meetings,  Levinson  often  shows  up 
unannounced  and  peppers  them  with  detailed  questions. 
"Sometimes  the  junior  people  get  intimidated,"  says  Richard  H. 
Scheller,  executive  vice-president  for  research. 

Even  when  Levinson  relaxes  at  home,  he  crackles  with  goal- 
focused  energy.  In  the  kitchen  of  his  suburban  San  Francisco 
home  recently,  lie  talked  about  his  long  tenure  with  the  biotech 
bellwether.  As  he  dashed  from  the  stove  to  the  microwave,  his 
glasses  fogged  with  steam  wafting  off  his  creation  of  pasta 
mixed  with  smoked  chicken  and  goat  cheese.  Cooking,  he  ex- 
plains, is  a  lot  like  science:  You  mix  and  match  ingredients  im- 
til  you  come  up  with  that  perfect  concoction. 

The  Science  Geek 

LEVINSON  HAS  BEEN  A  SCIENCE  geek  for  as  long  as  he  can  re- 
member. Bom  and  raised  in  Seattle,  he  spent  weeks  at  a  stretch 
poring  over  books  on  physics  and  astronomy  sent  by  his  uncle, 
a  librarian.  As  a  junior  at  the  University  of  Washington,  he  was 
leaning  toward  a  career  in  medicine  or  astronomy  when  he  be- 
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Levinson  has 
long  been 
obsessed 
with  finding 
the  cause 
cancer 


came  obsessed  with 
idea  of  trying  to  answer 
olog/s  toughest  questi 
What  causes  cancer?  T 
led  to  a  PhD  in  biochf 
istry  from  Princeton  L 
versity  in  1977.  Moving 
the  University  of  CaMfor 
at  San  Francisco, 
worked  in  the  lab  o) 
gJt  ^^M^^M  Michael  Bishop  and  Hai 

Uf  vallwCr  Varmus,  who  would  h 

share  the  Nobel  prize 
their  discovery  that  cert 
viruses  can  capture  genes  from  normal  cells  and  convert  then 
cancer- causing  genes.  There,  Levinson  published  a  grou 
breaking  paper  that  demonstrated  part  of  the  biochemical  ch 
reaction  that  causes  cancer. 

At  UCSF,  Levinson  was  an  intense  and  somewhat  quirky : 
entist.  For  a  lab  photo,  Levinson  once  showed  up  dressed  i 
hunter,  complete  with  toy  rifle  and  pith  helmet.  His  point: '' 
need  a  hunter's  instincts  when  pursuing  the  causes  of  can 
And  Varmus  remembers  being  stunned  when  Levinson,  an  i 
ateur  computer  whiz,  volunteered  to  equip  the  lab  with  its  1 
set  of  desktop  computers.  He  even  gave  seminars  to  the  sci 
tists  on  how  to  use  them.  "Art  is  an  imaginative  thinker  v< 
very  broad  technical  interests,"  Varmus  says. 

In  1980,  Levinson  met  Genentech  founder  and  UCSF  prol 
sor  Herbert  W.  Boyer,  who  offered  him  a  chance  to  be  one  of 
startup's  first  scientists.  Some  of  Levinson's  colleagues  accu 
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him  of  selling  out.  "He  took  a  bit  of  grief,  because  he  could  have 
gotten  an  academic  appointment  just  about  anywhere,"  Boyer 
recalls.  "He  was  that  good."  Undaunted  by  the  criticism.  Levin- 
son  took  Boyer  up  on  his  offer.  From  the  start,  he  thrived  in 
Genentech's  work-hard-play-hard  culture,  where  scientists  in 
cut-ofiFjeans  and  torn  shirts  worked  hundred-hour  weeks,  then 
blew  off  steam  by  playing  pranks  on  each  other  and  carousing 
at  the  company's  raucous  Friday  afternoon  parties. 

One  of  Levinson's  first  goals  after  joining  Genentech  was  to 
find  a  better  way  to  manufacture  biotech  drugs.  The  standard 
production  method  back  then— growing  them  inside  e  coli 
bacteria  cells— didn't  work  for  some  products,  including  a 
hepatitis  vaccine  Genentech  was  developing.  So  Levinson  de- 
cided to  try  making  the  drug  in  mammal  cells.  After  a 
painstaking  process  of  trial  and  error,  he  figured  out  how  to 
coax  ovary  cells  from  Chinese  hamsters  to  chum  out  the  drug. 

When  Levinson  went  to  Genentech's  accountants  with  his 
idea,  they  snubbed  him.  It  would  cost  too  much,  they  figured,  as 
no  one  had  attempted  to  make  biotech  drugs  in  mammalian 
cells  except  in  tiny  quantities  for  research.  "I  thought  their  cal- 
culations were  fraught  with  problems,"  Levinson  recounts.  So 
he  went  over  their  heads  to  the  chief  of  manufacturing,  Wilham 
D.  Young,  who  embraced  the  idea.  "The  process  he  developed 
was  incredible,"  recalls  Young,  now  CEO  of  ViroLogic  Inc.,  a 
South  San  Francisco  biotech.  Although  Genentech  licensed  out 
the  hepatitis  vaccine,  the  company  used  Levinson's  method  to 
make  its  other  drugs.  Mammalian- cell  manufacturing  eventu- 
ally became  standard  in  the  biotech  industry. 

Boundaries  and  Controls 

CO-WORKERS  HAVE  COME  TO  ADMIRE  another  side  of  the 
CEO :  financial  whiz.  Levinson  taught  himself  about  Wall  Street  as 
a  coUege  smdent  and  began  dabbling  in  stocks  to  supplement  his 
meager  income  as  an  academic  scientist.  He  joined  Genentech 
just  before  it  went  pubHc,  in  October,  1980.  All  employees  were 
offered  200  shares  each  at  a  15%  discount  to  the  pre-spUt  initial 
pubhc  offering  price  of  $35.  Levinson— the  only  guy  in  the  lab 


Co-workers 
come 
to  admire 
the  scientist- 
CEO  for  his 
finance  savvy 


who  imderstood  marke    ,'»|«.« 
gave  his  fellow  scientis 
la««a«^^  M^^Btttt^^  tutorial  and  urged  then 

llaV6  COIflC  buy  all  200  shares.  The  i 

day,  as  the  stock  skyroc 
ed  to  $88  in  under  an  h 
he  advised  them  all  to 
"He  sold;  I  didn't,"  lame 
former  Genentech  scier 
David  V.  Goeddel,  now  C 
of  'Hilarik  Inc.,  also 
South  San  Francisco, 
was  clear  he  knew  whai 
was  talking  about" 
Through  most  of  his  life,  the  disheveled  and  disorgani 
Levinson  didn't  strike  many  people  as  management  matei 
But  his  bosses  pushed  him  up  through  the  ranks,  convin 
that  his  deep  experience  in  the  lab  and  infectious  enthusia 
for  what  goes  on  there  would  be  an  asset  to  the  company, 
understands  the  heart  of  this  business,"  says  Franz  B.  HurS*|7J 
Genentech  board  member  and  CEO  of  Roche  Group.  T] 
named  him  head  of  research  in  1990.  The  promotion  promp  iV'J' 
Levinson's  son,  Jesse,  then  7,  to  suggest  that  someday  I 
might  run  the  place.  "He  laughed  at  the  idea,"  says  Jesse,  n  [iVt, 
20.  "He  was  a  scientist,  and  he  loved  what  he  was  doing." 

There  was  litde  to  love  about  the  CEO  position  when  Leviiu 
was  thrust  into  it  in  1995.  The  former  chief,  G.  Kirk  Raab,  had 
signed  under  a  cloud  when  the  company  revealed  that  he  1 
asked  Roche  for  a  personal  loan  guarantee.  Genentech  was  a 
smarting  from  federal  criminal  charges  that  it  had  promoted 
hvunan  growth  hormone  for  uses  not  yet  approved  by  the  F 
(Genentech  later  pleaded  guilty  and  paid  a  $50  million  fii 
Levinson  called  an  all-employee  meeting  and  made  an  emoti' 
al  plea  that  everyone  ensure  Genentech  would  never  face  si 
accusations  again.  "I  completely  love  this  place,"  Levinson  s; 
"It  was  very  tough  for  me  to  see  us  getting  beat  up." 

He  began  establishing  boundaries  and  controls.  All  sales 
terials,  for  example,  would  have  to  be  reviewed  by  Genentei 


»Genentech  foils  this  ^. 
plot  witti  Avastin,  a  drug  {*/ 
thatbindswithVEGFan*"' 
prevents  that  protein 
from  attaching  to 
receptors.  New  blood 
vessels  don't  form,  and 
the  tumor  starves. 
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"Deploying  our  ERP  application 
on  our  tight  deadline  would 
have  been  impossible.  With 
Citrix,  we  not  only  made  our 
deadline,  we  also  drastically 
reduced  our  deployment  costs." 


Curtis  Robb,  CIO 
Delta  Air  Lines,  Im. 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

In  the  airline  business,  being  on  time  is  everything. 
And  for  Delta  Air  Lines,  their  ERP  deployment  was 
no  exception.  But  with  12,400  individual  desktops 
to  manage,  they  needed  a  faster  route  to  meet  their 
deadline.  So  they  turned  to  Citrix  for  a  simplified 
and  more  cost-effective  solution.  Not  surprising, 
considering  that  99%  of  the  Fortune  500  use  Citrix® 
software  to  deploy  applications  centrally  for  secure, 
easy,  and  instant  access  to  business-critical  information 
-  anywhere,  anytime,  from  any  device.  We  call  it  the 
on-demand  enterprise.  And  it's  helping  more  than 
120,000  of  our  customers  save  money  and  reduce 
IT  complexit)^  To  learn  what  Citrix  can  do  for  your 
business,  call  888-820-7918  or  visit  www.citrix.com. 


CITRIX 
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legal  and  regvilatory  departments.  What's  more,  realizing  that 
Genentech  couldn't  tackle  all  of  medicine,  he  focused  resources 
on  developing  revolutionary  treatments  in  three  areas:  im- 
munology, cancer,  and  vascular  biology— the  study  of  blood 
vessels  and  their  role  in  disease. 

While  colleagues  and  investors  give  Levinson  high  marks  to- 
day, Genentech  under  his  watch  has  not  been  free  of  missteps. 
The  company  made  a  serious  error  with  Raptiva.  As  the  drug 
entered  late-stage  trials,  Genentech  decided  to  ramp  up  pro- 
duction by  taking  over  the  manufacturing  task  for  Xoma  Ltd., 
which  had  been  making  it  until  that  time.  But  the  new  version 
of  the  drug  had  a  shghdy  different  molecular  structure  than  the 
original.  In  April,  2002,  Genentech  announced  it  would  have  to 
delay  its  FDA  filing  for  six  months  so  that  it  could  collect  data 
proving  the  new  drug  was  comparable  to  the  original. 

Now  Genentech  is  facing  an  all-out  fight  in  the  psoriasis  mar- 
ket. Cambridge  (Mass.)-based  Biogen  Inc.  beat  Genentech  to  the 
punch  with  a  new  drug  it  launched  in  January.  Amgen,  Johnson 
&  Johnson,  and  Abbott  Laboratories  are  expected  to  jvunp  into 
the  market,  too.  Genentech's  plan  is  to  bombard  dermatologists 
with  pitches  highlighting  Raptiva's  advantages:  It  kicks  in  faster 
than  the  other  drugs,  and  patients  can  easily  inject  it  themselves. 
But  Genentech  refiises  to  run  television  ads  trumpeting  its  prod- 
ucts directly  to  consumers.  Instead,  Levinson  prefers  to  let  doc- 
tors explain  complex  drugs  to  patients.  "These  ads  with  people 
ninning  through  flowers  and  dancing  are  distastefiil,"  he  says. 

"It's  Going  to  Be  Tough" 

GENENTECH'S  DISCOMFORT  WITH  TV  could  put  it  at  a  disad- 
vantage to  competitors  such  as  Amgen,  maker  of  the  blockbuster 
drug  Enbrel.  That  product  has  yet  to  be  approved  to  treat  psori- 
asis, but  Amgen  is  already  collecting  potential  patient  names  via 


Genentech 
eschews  TV 
ads,  choosing 
to  let  doctors 
explain  drugs 


THE  CHAIRMAN  AND  CEO 


Arthur  D. 


HiaOk. 


Levinson,  a  science  whiz  since  childhood,  is  as  comfortable  in  the 
lab  as  he  is  in  the  executive  suite.  His  resume  says  it  all. 


BORN  Mar.  31, 1950.  Seattle 

EDUCATION  B.S.,  molecular 
biology,  University  of  Washington, 
1972;  PhD,  biochemistry, 
Princeton  University,  1977. 

CURRENT  POSITION  Chairman 

and  CEO,  Genentech  Inc. 

CAREER  PATH  Left  post-doctoral 
position  at  University  of  San 
Francisco's  microbiology 
department  in  1980  to  join 
Genentech  as  one  of  its  first 
scientists.  N.imed  vice-president 

of  research  tec* 'Hology  in  1989 

and  head  of  research  in  1990. 

Appointed  CEO  in  ii35    nj 

chairman  in  1999. 

FAMILY  Married  to  childhood 
friend  Rita  for  24  years.  Son, 
Jesse,  is  20;  daughter,  Anya  is  16. 


a  Web  site  and  a  psoria 

related  magazine  that  / 

gen  has  been  promoting 

national  TV  ads.  "Gen 

tech  is  going  up  against 

best  in  the  business,  in  ir 

kets  where  it  has  no  tr, 

record,"     says    Gary 

Stibel,  foimder  and  prir 

pal  of  the  New  Engl 

^  Consulting  Group.  "If  s 

ing  to  be  tough." 

Moreover,  the  new  drugs  will  be  cosdy,  potentially  mak 

Genentech  a  Ughtning  rod  for  insurers  and  politicians  who  h 

been  griping  about  rising  health-care  costs.  The  price  tag  on 

asthma  drug,  for  example,  is  about  $1,000  a  month,  while  o 

er  treatments  such  as  steroid  inhalers  cost  just  $300  a  mor 

Although  most  health  plans  have  agreed  to  cover  the  prodi 

they  require  patients  and  doctors  to  fill  out  lengthy  questit, 

naires  before  determining  who  can  get  it.  "They're  making 

jump  through  hoops  because  the  price  is  just  so  high,"  says 

Brian  Smart,  chairman  of  the  asthma  and  allergy  center  at  I 

Page  Medical  Group  in  Glen  Ellyn,  111. 

Even  when  grappling  with  pricing  and  other  complexiti 
Levinson  preserves  his  sense  of  humor.  In  an  infamous  pr; 
two  years  ago,  he  hazed  incoming  research  chief  Rich;i 
Scheller  by  orchestrating  a  ruse  in  which  all  the  top  manag 
pretended  Genentech  was  actually  going  down  the  drain. 
Scheller's  first  management  meeting,  each  executive  presen 
fake  overhead  shdes,  complete  with  charts  and  tables,  showi 
how  poor  the  company's  prospects  were.  Levinson  lament 
that  the  board  would  surely  fire  him  momentarily.  "They  re 
ly  had  me,"  says  Scheller,  who  had  left  a  tenured  professors! 
at  Stanford  University  to  join  Genente 
Scheller  got  back  at  the  CEO  by  placin; 
6-foot-tall  cutout  of  Levinson  dressed 
Star  Trek's  Spock  at  the  door  of  an  off-s, 
meeting  and  distributing  hundreds 
smaller  copies  to  executives. 

In  the  world  of  Big  Pharma,  Levins 
remains  an  oddball.  He  shuns  the  C 
spotiight,  rarely  accepting  invitations 
speak  at  industry  events.  He  would  mu 
rather  be  at  Genentech  peering  at  cher 
cal  assays  or  at  home  tinkering  with 
telescope  and  talking  science  with  his  w 
and  two  children.  When  his  son  a 
daughter  were  young,  Levinson  used  I 
gos  to  teach  them  about  DNA,  and 
recreated  the  solar  system  with  teni 
balls  and  a  flashUght.  "He's  just  like  a  lit 
kid,"  says  his  wife,  Rita. 

These  days,  when  he  needs  a  bre 
from  the  ever-mounting  pressures,  he  ri 
up  his  digital  camera  to  his  backya 
telescope  and  takes  photographs  of  f: 
away  stars.  "Some  people  look  at  the  s 
because  they  like  to  marvel  at  how  sm 
we  are,"  he  says.  "I'd  rather  marvel 
how  much  we've  learned  and  the  pos 
bilities  that  are  still  out  there."  Now,  i 
time  for  this  scientist-turned-CEO 
prove  that  he  can  keep  Genentech's  si 
from  falling.  ■ 


EARLY  MENTORS  J.  Michael 

Bishop  and  Harold  E.  Varmus, 
UCSF  scientists  who  won  the 
Nobel  prize  in  1989  for  research  in 
cancer-causing  genes.  Levinson 
was  a  post-doc  in  their  lab  in  the 
late  1970s. 

FIRST  JOB  Worked  night  shift  as 
shopping  mall  janitor  for  two 
summers  in  high  school 

MANAGEMENT  STYLE 

Disciplined  yet  lighthearted.  Often 
attends  presentations  by  company 
scientists,  asking  detailed 
Questions  about  data  and  study 
designs.  Famous  for  playing 
pranks  on  co-workers  and  placing 
friendly  wagers, 

HOBBIES  Astronomy, 
pi  .otography,  music,  tennis. 
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DASHBOARD,  WHY  DRIVE  SALES 

vrmouTONE? 


drive  sales  in  today's  economy,  you  need  to  react  instantly.  Shift  and  allocate  resources. 

id  make  well-informed  real-time  decisions.  To  help  you  succeed,  UpShot  includes  a 
,  ishboard  with  an  immediate  overview  of  all  your  critical  sales  data.  It  lays  everything 
il  it  in  front  of  you  and  makes  it  easy  to  drill  down  for  greater  detail.  With  the  UpShot 

les  Dashboard,  you  know  instantly  where  your  business  is  headed,  and  just  how  fast. 

r  driving  greater  salp^  the  choice  i';  ri^arly  UpSho^ 
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SciTech  Developments  to  Watch 


EDITED  BY 
OTIS  PORT 


INNOVATIONS 


Digital  diary  and  a 
supermicrobe 

»  Sunglasses  with  a  tiny, 
unobtrusive  digital  camera 
housed  in  the  frame  have 
been  created  by  researchers 
at  Hewlett-Packard  Co.'s 
laboratory  in  Bristol,  England. 
Many  futurists  predict  that 
people  will  soon  be  recording 
almost  every  waking  moment 
in  their  lives.  The  big  problem, 
though,  is  organizing  this 
flood  of  images  so  that  a 
person  can  recall  specific 
events  months  or  years  later. 
HP  is  tackling  that,  too-with 
software  that  automatically 
annotates  the  images. 
'^^Chromobacterium 
violaceum  is  a  bacterium  that 
floats  along  the  Ri'o  Negro 


River  in  the  Amazon 
rainforest.  While  it  can  cause 
fatal  infections,  the  microbe 
may  also  be  an  important 
new  source  of  medicines  and 
plastics,  according  to  the 
100-odd  scientists  of  the 
Brazil  National  Genome 
Project.  They  have  just 
deciphered  the  bacterium's 
genetic  code,  and  preliminary 
studies  indicate  that  its  genes 
hold  potential  for  fighting 
cancer  and  synthesizing 
acids  that  could  be  a  raw 
material  for  new  plastics.  The 
gene  products  may  also  act 
as  natural  insecticides  and 
pollution  eaters.  Details  are  to 
appear  in  a  future  issue  of 
Proceedings  of  the  National 
Academy  of  Sciences. 


FIREFIGHTING 


WATER  BALLOONS 
AREN'T  JUST  FOR  PRANKS 


WHILE  TOYING  around  with 
water  balloons,  a  manager  at 
Boeing  may  have  found  a 
better  way  to  fight  wildfires. 
His  brainchild:  a  26-sided 
container  about  the  size  of  a 
beachball.  Made  of  plastic,  it 
holds  six  gallons  and  could 
be  dropped  by  the  pallet  load 
from  C-17  cargo  planes. 

Today,  small  planes  or 
helicopters  are  typically  used 
to  fight  forest  fires.  They 
swoop  in  as  low  as  150  feet, 
which  can  put  flight  crews  in 
danger.  Even  then,  a  fire's 
intense  heat  and  winds  can 


reduce  the  effectiveness  of 
water  or  chemical  foams 
before  they  hit  the  groimd. 
Boeing's  water  bomblets 
would  get  aroimd  those 
shortcomings,  says  inventor 
William  Cleary.  Stacked  12  to 
a  pallet,  they  could  be 
dropped  accurately  from 
1,000  feet  or  more.  Like  water 
balloons,  they  would  burst  on 
impact.  A  single  C-17  could 
carry  2,800  containers— as 
much  as  100  heUcopter 
dehveries.  Boeing  plans  to 
field-test  deary's  concept  later 
this  year.  -Michael  Arndt 


RESEARCH 

HARDY  STEMS 

SCIENCE  IS  A  STEP  closer  to  the 
day  when  stem  cells  might 
treat  diseases.  In  the  October 
issue  of  Nature  Biotechnology, 
researchers  report  curing  a 
Parkinson's-like  illness  in 
mice  using  dopamine  nerve 
cells  cloned  from  stem  cells 
taken  from  the  animals'  tails. 
Dopamine-producing  cells, 
which  play  a  key  role  in 
cognition  and  movement,  are 
destroyed  by  Parkinson's 
disease. 

The  research  team,  led  by 
Dr.  Lorenz  Studer  of  Memorial 
Sfoan-Kettering  Cancer  Center, 
reported  in  2001  that  it  could 
generate  unlimited  numbers 


of  dopamine  neurons  from 
mouse  stem  cells,  but  the 
method  didn't  work  for  all 
animals.  With  refinement, 
their  culturing  technique 
now  works  for  any 
animal— and  can 
create  neurons 
specific  to  different 
types  of  brain  tissue, 
including  serotonin 
cells  and  the  so- 
called  GABA  cells 
involved  in  a  range 
of  neurological 
diseases. 

In  the  case  of  the 
brain- damaged  mice,  some 
cloned  cells  were  , 

transplanted  back  into  the     \ 
donor  animals,  correcting  the 
Parkinson's-like  dopamine 
deficiency.  -Catherine  Amst 


MEDICINE 

IN  THE 

WAITING 

ROOM 

TO  REPAIR  FAULTY  heart 

valves,  doctors  no  longer 
have  to  crack  open  a  perso 
chest.  Surgeons  now  do  th 
job  through  a  small  2.5-in^ 
incision.  But  one  day,  doct 
will  be  able  to  mend  or 
replace  valves  without  any 
chest  opening  at  all.  The 
idea:  thread  a  catheter  up 
femoral  artery  from  the  gn 
or  through  another  blood 
vessel.  Packaged  inside  th^ 
catheter  is  either  a  new  he: 
valve  or  a  tiny  system  for 
repairing  leaky  valves. 
Patients  would  be  able  to 
have  the  procedure  in  the 
catheter  lab  instead  of  the 
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operatmg  room— saving  oi 
costs  and  speeding  recovei 
At  least  eight  companies 
are  developing  the  new 
cardiac  technology,  includi 
giant  Edwards  Lifesciences 
and  startup  Percutaneous 
Valve  Technologies.  In  one 
Edwards'  experimental 
products,  the  catheter 
deUvers  a  new  aortic  valve 
and  pushes  aside  the  old 
one;  in  another,  a  tiny  neec 
and  thread  stitches  togethe 
a  leaky  mitral  valve. 

The  new  techniques  wen 
first  tested  on  animals  and 
have  been  tried  on  a  small 
number  of  people, 
mainly  in  Europe.  "I* 
still  very  early  days," 
says  prominent  heanjet: 
valve  surgeon  Dr. 
Delos  M.  "Toby" 
Cosgrove  of  the 
Cleveland  CUnic— an 
the  approach  has  to 
prove  that  it's  as  safe|oIi^ 
and  effective  as  the 
current  surgery.  But 
adds:  "This  is  really 
seminal  work,  and  o^ 
time  we  will  see  this 
become  a  reality." 
-John  Ca, 
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CORPORATE  AIRCRAFT  KEEP  FLYING 


^|n  an  effort  to  reduce  capital  expenditures,  many  companies  have  not  been  buying  new  corporate  aircraft. 
However,  they  are  flying  their  existing  aircraft  more  than  ever  to  help  retain  and  generate  business. 
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"This  is  a  tough  time  for  the  [airplane]  manufactur- 
ers; people  are  not  buying  new  [aircraft],  but  people  are 
doing  more  with  what  they've  got,"  noted  Blouin.  He  said 
corporate  flight  departments  are  using  creative  ways  of  uti- 
lizing aircraft,  including  relying  on  contract  pilots  and 
flight  attendants  and  using  fractional  aircraft  to  comple- 
ment their  company  airplanes. 

Fractional  ownership  continues  to  grow,  although  not 
at  the  double-digit  rates  of  recent  years.  Nevertheless, 
Kevin  Russell,  executive  vice  president  of  Netjets,  the  lead- 
ing fractional  provider,  noted,  "In  todays  economic  envi- 
ronment, many  companies  are  realizing  that  the  cost  of 
competing  is  more  expensive  than  ever.  This  is  especial- 
ly true  in  this  era  of  increased  focus  on  corporate  com- 
orking  overtime.  Robert  E  Blouin,  senior  vice  president  pliance,  shareholder  diligence  and  the  need  for  senior 
operations  for  the  National  Business  Aviation  Association  management  to  sign  off  on  company  financials.  We  at 
JBAA),  reported  that  the  associations  members  that  do  not  Netjets  have  received  a  number  of  phone  calls  from  busi- 
Fer  aircraft  for  hire  are  collectively  flying  5.8  percent  more  ness  America  asking  how  we  can  tailor  a  Netjets  solution 
is  year  than  they  did  in  2002.  to  complement  their  needs." 


urmg  previous  recessions,  many  companies 
gave  up  their  airplanes,  worried  that  share- 
holders would  look  askance  at  them  clinging 
to  what  has  been  widely  regarded  as  a  perk 
ile  their  profits,  dividends  and  workforces  shrank.  Today, 
growing  number  of  corporations  have  realized  that  busi- 
ss  aircraft,  when  properly  utilized,  are  actually  business 
ols  that  can  help  leaner  companies  hold  on  to  customers 
id  even  generate  new  business. 

"Although  we  are  in  the  midst  of  a  sluggish  economy, 
ijit  jerators  realize  that  aircraft  are  a  necessity  for  business 
xause  they  help  increase  productivity,"  said  Roger  Whyte, 
essna's  senior  vice  president  of  sales  and  marketing. 

in 

Indeed,  evidence  indicates  that  these  business  tools  are 


peed.  Power  Agility. 

The  qualities  that  help  a  general  —  or  a  CEO  —  beer 
a  winner  are  the  very  qualities  a  Falcon  2000EX  affords  , 
Small  wonder  our  Falcon  2000-seriesjets  have  become  theh 
selling  large  cabin  planes  armmg  corporate  andfractumal  ov^ 
The  SOOOEX's  ultra-spacious  cabin  is  library-quiet 
Its  3,800  nm  range  can  take  you  from  Paris  to  New  York,  Duba 


■H 


I  or  Sax)  Paulo  to  Miami  at .  80  Mach  —  against  headwinds 
a  good  deal  foster  on  shnrterfiights. 
id  perhaps  best  of  all,  you  can  enjoy  all  this  capability  and 
t  at  a  surprisingly  low  cost  of  operation, 
'find  Old  why  a  Falcon  is  the  best  designed,  best  built,  best 
msinessjet  in  the  world. 
ti  ur  charger  awaits.  wwwJdlconjet.com 
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Charter  demand  in  certain  metropolitan  areas  (New 
York,  for  example)  is  down,  but  charter  activity  is  up  in 
many  other  regions,  especially  where  commercial  air  ser- 
vice has  been  cut.  According  to  the  National  Air  Trans- 
portation Association,  which  represents  on-demand  air 
charter  operators,  charter  is  the  second-fastest-growing  seg- 
ment of  business  aviation  behind  fractional  ownership. 

Clearly,   the   flexibility,   productivity   and   security 
offered  by  business  aircraft  are  valued  in  the  current  trav- 
el environment.  Although  the  lines  at  airport  security  check- 
points are  moving  faster 
than  when  more-stringent 
screening  procedures  were 
instituted,  the  difference 
between  the  time  it  takes 
to  travel  on  the  airlines 
^^^      versus  business  aircraft  has 
Business  jet  cabins  are  inflight  offices  increased.   Security  and 

health  concerns  (such  as  SARS)  and  reduced  airline  service 
also  have  convinced  more  people  to  rely  on  business  aircraft. 
Business  priorities  and  demographics  also  have 
played  a  part  in  the  increased  use  of  corporate  airplanes. 
"Because  of  all  the  assaults  on  corporate  credibility,  Amer- 
ican business  needs  to  rebuild  trust,"  asserted  John  W. 
Olcott,  an  aviation  consultant  and  former  NBAA  president. 
"You  rebuild  trust  face-to-face;  you  don't  do  it  over  the 
phone  or  Internet.  So  the  need  to  get  out  and  see  your  best 
customers  and  business  partners  is  greater  than  ever."  In 
addition,  the  number  of  people  who  can  afford  to  charter 
has  increased  as  affluent  baby-boomers  spend  more  to 
achieve  a  better  travel  experience. 

INTERTWINED  ISSUES  OF  SECURITY  AND  ACCESS 

The  identity  and  intentions  of  business  aircraft  can  be 
easily  determined,  but,  ironically,  a  few  government  officials 
consider  corporate  airplanes  to  be  a  possible  seciu-ity  threat, 
so  business  aircraft  have  been  banned  at  Washington's  Rea- 
gan National  Airport  since  September  11,  2001. 

In  addition,  the  Transportation  Security  Administra- 
tion (TSA)  is  using  temporary  flight  restrictions  (TFRs)  to 


m 


prohibit  access  to  airspace  during  major  sporting  event 
over  theme  parks  or  whenever  the  U.S.  president  travel 
Some  airport  opponents  have  lised  security  concerns  to  ju 
tify  shutting  down  airfields,  with  the  most  notable  exan 
pie  being  Mayor  Richard  Daley's  abrupt  closure  of  Chic 
go's  Meigs  Field  earlier  this  year. 

Aviation  advocates  claim  that  to  be  most  usefiil,  bus  f: 
ness  aircraft  need  to  be  able  to  fly  to  any  airport  in  tf 
national  air  transportation  system.  Any  degradation  of  th  f 
capability  is  a  reason  not  to  utilize  business  aviation. 

"The  question  going  forward  is,  'Will  the  world  be  be 
ter  tomorrow  in  terms  of  access  to  airports  and  airspace,  c  »;c 
will  it  get  worse?'"  said  Ed  Bolen,  president  of  the  Gene 
al  Aviation  Manufacturers  Association,  whose  member  con 
panies  build  most  of  the  business  aircraft  flying  today.  "Th;  r; 
is  the  question  that  keeps  all  of  us  in  Washington  [aviatio  \p 
organizations]  up  at  night.  Access  to  airports  and  airspac  b 
is  probably  the  biggest  issue  facing  our  industry." 

Some  are  optimistic  that  the  problem  can  be  solve 
soon.  NBAA  President  Shelley  A.  Longmuir  said,  "Thei  in: 
has  to  be  a  way  to  address  the  federal  government's  coi  a 
cems  about  security  while  recognizing  the  contribution  th: 
business  operators,  their  corporations  and  employees  mak;  td< 
There  is  far  more  in  the  way  of  security  measures  that  thei 
operators  have  taken  that  perhaps  is  not  known  or  appn 
ciated.  Our  role  at  the  NBAA  is  to  help  the  federal  go> 
ernment  become  aware  of  what  our  members  already  d< 
I  am  optimistic  that  what  we  are  already  doing  will  be 
great  comfort  to  them  [regulators]." 

The  NBAA  is  willing  to  do  even  more.  Associatio 
officials  have  proposed  that  the  TSA  issue  Access  Certif 
cates  (TSAACs)  to  corporate  operators  that  follow  go 
ernment-approved  security  protocols.  These  certificat< 
would  give  users  the  right  to  fly  in  certain  restricted  airspa< 
the  way  the  airlines  do.  Under  a  pilot  program  being  coi 
ducted  by  NBAA,  10  operators  have  completed  the  trail 
ing  needed  to  qualify  for  a  TSAAC.  NBAA  officials  hop 
that  the  program  will  go  national  by  the  end  of  the  yea 

Meanwhile,  sales  of  business  aircraft  seem  poised  f< 
a  turnaround.  "No  one  is  ready  to  say  that  the  recovery  h 
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4egun,  but  I  think  most  people  feel  things  are  not  getting 
tlj'orse,"  said  Bolen,  who  suggested  that  today's  higher  uti- 
m  Ization  will  hasten  the  need  for  replacement  aircraft. 
ffl       Also,  the  pending  requirement  that  airplanes  be  retro- 
Jci  tted  with  more-precise  navigation  equipment  will  force 

iie  retirement  of  older  business  aircraft  for  which  the 
»iB  [cpensive  modifications  would  be  hard  to  rationalize.  Final- 
it  I',  recently  enacted  tax  benefits  are  encouraging  some  to 
lAluy  new  aircraft.  However,  an  economic  recovery  will  be 

lie  principal  reason  aircraft  sales  rebound. 
^iwl  In  the  meantime,  manufacturers  continue  to  invest  in 
"iO  ew  technologies.  Dassault's  latest  business  jet,  the  7X,  will 
cnc  E  the  first  one  in  the  world  with  fly-by-wire  flight  controls, 
ioiii  hich  will  improve  safety  and  passenger  comfort.  Bill  Ker- 
Tb  brve,  Dassault's  chief  pilot,  said,  "There  is  no  better  way 
ijtio  b  give  a  pilot  total  mastery  over  his  airplane.  Fly-by-wire 
ip*  ids  a  level  of  flight  control  that  can't  be  matched  by 

lechanical  means." 

Bombardier  also  is  developing  new  airplanes.  "With 

ilic  tc  new  products  entering  into  service  within  the  next  two 

ioi  tars. .  .we  are  committed  to  offering  a  variety  of  air  trans- 

i  iDrtation  solutions  to  all  aviation  users,  whatever  their 

::i  eeds.  Even  in  these  challenging  times,  we  are  present  with 


c!« 


\i 


innovative  products,  demonstrating  our  resolve  to  main- 
tain our  strong  market  position,"  stated  Pierre  Beaudoin, 
president  and  CEO  of  Bombardier  Aerospace. 

"As  other  forms  of  travel  become  more  challenging, 
they  become  the  biggest  advertisement  for  business  avia- 
tion," said  NBAA's  Longmuir.  "Our  members  are  giving 
[their  passengers  precious]  time  in  a  secure,  sterile  airplane 
to  conduct  sensitive  negotiations  or  do  confidential  work — 
to  essentially  have  a  flying  office.  That  is  almost  impossi- 
ble to  replicate  [on  any  other  form  of  transportation]." 

"The  future  looks  pretty  bright  because,  as  countries 
become  more  affluent,  people  desire  and  demand  mobil- 
ity, and  mobility  is  best  served  by  general  aviation,"  assert- 
ed Bolen.  "But  that  is  based  upon  the  premise  that  you  will 
be  able  to  fly  where  you  want  to,  when  you  want  to,"  he 
cautioned.  "The  challenge  for  all  of  us  who  are  responsi- 
ble for  aviation  policy  here  in  Washington  is  to  make  sure 
that  promise  is  valid."  ♦ 
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THE  NEXT  STEP  IN 

0  iy^^oni|Niter$  have  been  used  in 
d  iV.^airaaft  cockpits  for  years, 
but  Dassault  is  taking  the  sophisti- 
cated flight  deck  further  by  devel- 
oping a  fuly  integrated  flight  mon- 
■n  lagement  system  called  EASy 
0  (enhanced  avionics  system).  A  Das- 
sault version  of  Honeywei's  new- 
lu  Heaeration  Primus  Epk  avionics  sys- 
0  tnv  EASy  promises  to  reduce  piots' 
li  Mrorkhiod  whle  mproving  their  sit- 
Mtional  awareness  through  the  use 
rf  an  intuitive  and  interactive  man- 
■achine  interface. 

Dassauh  has  created  a  patent- 


COCKPIT  TECHNOLOGY 


ed  cursor  control  device  (CCD)  that 
enables  Falcon  pilots  to  open,  cbse 
and  select  items  that  are  depicted 
on  four  large,  flat-panel  color 
saeens  in  the  cockpit.  Virtually  all 
the  data  needed  to  operate  the  air- 
plane is  stored  in  the  computer. 

With  the  CCD,  pflots  con  per- 
form functions  without  diverting 
their  eyes  from  the  instrument  pan- 
el, as  would  be  required  when  using 
older-style  keyboards.  The  result  is 
more  head-up  time  and,  thus,  a 
safer  cockpit. 

EASy's  paphicaHy  oriented 


management  system  improves  the 
speed  and  occurocy  of  performing 
many  functkms.  For  example,  a  plot 
can  simply  cfick  on  «i  icon  depicting 
the  phase  of  flight  to 
bring  up  the  associated 
menus.  And  the  menus 
themsehres  are  intelgent; 
as  soon  as  a  data  field  is 
filled,  the  cursor  goes 
directly  to  the  next  item. 
The  checklsts  even  have 
an  auto-sensing  function 
that  makes  tasks  pop  up 
automatically   when 


requved  and  ck»e  once  the  tosks  are 
completed. 

The  EASy  system  has  afreody 
flown  on  Dassault's  Falcon  900EX 


I 


Dassault's  EASy  cockpit  is  among  the 
most  modern  aircraft  instrument  panels. 
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IVeb  Searches: 
[he  Fix  Is  In 

LOW  much  exposure  can  you  buy? 
lenty  concludes  a  BusinessWeek  probe 


rHEY'RE  CALLED  SPIDERS. 
Scores  of  these  digital  ro- 
bots crawl  through  cyber- 
space, scouring  the  bil- 
Hons  of  pages  in  the  World 
Wide  Web.  They  catalog  all 
the  words  in  the  pages, 
V  many  times  they're  viewed,  and 
ich  other  pages  they  Unk  to.  These  spi- 
s  power  the  fast-growing  search  in- 
try,  led  by  Google,  Yahoo!,  and  Mi- 


* 


crosoffs  MSN.  This  is  quickly  becoming 
humanity's  favorite  tool  for  finding  out 
just  about  anything,  with  550  million  In- 
ternet searches  performed  worldwide 
each  day.  Type  in  a  couple  words,  say 
"sleeping"  and  "bag,"  and  the  engine,  fu- 
eled by  its  spiders  and  scientific  algo- 
rithms, promptly  provide  a  list  of  Web 
sites,  starting  widi  the  most  relevant. 
Right? 

Not  so  fast.  In  the  last  year,  a  host  of 


^ 
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TRAFHCISDOWN 

Spooner's  site 
suffered  after  he 
said  no  to  Inktomi 


search  engines,  including  MSN  and  Ly- 
cos, have  sprinkled  growing  numbers  of 
paid  corporate  Web  pages  into  the 
search  results  and  accepting  money 
each  time  one  of  these  so-called  paid-in- 
clusion links  is  clicked.  This  practice  is  a 
booming  business,  one  expected  to  dou- 
ble this  year,  to  $200  million,  and  to 
reach  $600  million  by  2007,  says  U.S. 
Bancorp  Piper  Jaffray.  But  unlike  the 
clearly  marked  advertised  links  that 
show  up  next  to  search  results,  these 
paid  inclusions  are  virtually  invisible  to 
average  Web  surfers.  Only  specialists 
prepared  to  decipher  Web  addresses 
can  begin  to  distinguish  between  the 
paid  and  unpaid  pages.  "These  are  not 
objective  oracles  of  information,"  says 
Beau  Brendler,  director  of  Consumer 
WebWatch,  a  project  of  Consumers 
Union. 

Controversy  over  paid  inclusion  is 
driving  a  wedge  through  the  search  in- 
dustry. At  the  heart  of  the  issue  is 
whether  the  industry's  content  will  be 
swayed  by  advertisers.  Google,  the  lead- 
ing search  engine,  steers  clear  of  paid  in- 
clusions, saying  that  they  undermine 
confidence  in  the  objectivity  of  search  re- 
sults. Instead,  Google  relies  entirely 
^  upon  its  technolo- 

The  cost  gy  for  the  search, 
and  features  paid 
ads  only  in  clearly 
marked  boxes  near 
the  search  results. 
AOL  uses  Google 
technology  and 
follows  the  same 
r*  Une.  But  others,  in- 

n*y  eluding  Yahoo,  say 

^^^^^^_  that  paid  inclusion 

can  provide  users 
with  better  infor- 
mation. And  they  maintain  that  their 
search  results  are  still  displayed  in  order 
of  relevance.  That  means  that  paid  ads 
get  no  preferential  treatment.  "All  list- 
ings are  run  through  an  algorithm  that 
is  blind  to  their  source,"  says  Tony 
Mamone,  sales  vice-president  at  Look- 
Smart  Ltd.,  which  feeds  paid-inclusion 
results  to  portals  like  MSN. 

TICKET  TO  THE  TOP 

YET  AN  INVESTIGATION  by  Business- 
Week, based  on  more  than  30  interviews 
and  analysis  of  dozens  of  Internet 
searches,  suggests  that  paying  cus- 
tomers firequently  fare  better.  Indeed, 
out  of  20  advertisers  and  online  market- 
ing pros  interviewed  by  BusinessWeek,  10 
had  experienced  firsthand  a  boost  in 
search-engine     rankings    when    they 


cost 
of'paid 
incmsiorf' 
is  a  threat 
to  small 
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What's  In  Your  Search  Results? 

Some  search  engines  use  an  approach  called  "paid  inclusion" 
that  mixes  computer  search  results  with  listings  that  have  been  paid 
for-without  disclosing  which  is  which. 


PURE SEARCH 

■  Search  engines  have  built  an 
index  by  scouring  billions  of  Web 
pages.  It  lists  pages  from  its  index 
based  on  myriad  criteria  like  the 
number  of  other  sites  that  link  to 
the  page. 

■  Results  are  ranked  by  the  highest 
scores  against  the  criteria,  with 
results  fluctuating  day  by  day. 

■  No  money  changes  hands 
between  the  search  engine  and 
the  sites  that  are  listed  or 
visited. 


PAID  PLACEMENT 

■  Most  search  engines  have 
advertisers  who  bid  against  each 
other  to  be  displayed  for  a  phrase, 
such  as  "sleeping  bag." 

■  Paid  placement  results  appear 
near  the  unpaid  search  results. 
They  are  typically  marked  as 
"sponsored  links"  and  often  shaded 
a  different  color. 

■  For  every  click  on  a  paid- 
placement  listing,  the  sleeping-bag 
site  pays  the  search  engine  a  fee, 
from  a  dime  to  $10. 


PAIDrNCLUSION 

■  Companies  with  thousands  of 
products  often  pay  to  channel  their 
sites  directly  to  search  engines. 

■  Search  companies  say  the  paid 
pages  compete  fairly,  with  pure 
search  listings.  But  BusinessWeek 
analysis  shows  that  these  paid 
pages  sometimes  rise  to  the  top  of 
the  search  results. 

■  If  a  Web  surfer  clicks  on  a  site 
that  paid  for  inclusion,  the  site 
owner  pays  the  search  company 
between  150  and  750. 


signed  up  for  paid  inclusion.  Says  James 
Taylor,  CEO  of  AlCompany.conn,  a 
search-marketing  company,  "Paid  inclu- 
sion dilutes  the  accuracy  and  relevance 
of  a  search  engine." 

Dennis  Swanson  learned  the  hard 
way.  Earlier  this  year,  the  chief  executive 
of  Lamps  Plus  Inc.,  couldn't  understand 
why  his  e- commerce  offerings  for  hght 
fixtures  turned  up  so  prominently  in 
Google  but  were  nearly  out  of  sight  on 
MSN.  So  he  paid  to  have  his  site  included 
with  LookSmart,  which  feeds  search  re- 
sults to  MSN  and  shares  with  MSN  rev- 
enues it  gets  from  advertisers.  Almost  in- 
stantiy,  Lamps  Plus  pages  soared  to  near 
the  top  of  MSN's  search  results,  and  Mi- 
crosoft's portal  became  Swanson's 
biggest  traffic  driver.  When  he  tem- 
porarily stopped  his  LookSmart  deal, 
MSN's  traffic  spigot  shut  off".  "If  we  don't 
have  a  deal  with  LookSmart,  we  don't 
show  up  in  MSN's  results,"  he  says.  MSN, 
while  declining  to  comment  on  this  case, 
says  it  is  currentiy  reevaluating  its  entire 
Internet  search  offering,  including  paid- 
inclusion  listings,  to  put  forth  the  most 
relevant  results. 

HITS  AND  MISSES 

WHAT  GIVES?  FOR  STARTERS,  the  paid- 
inclusion  pages  are  easily  engineered  for 
high  placement.  When  submitting  paid- 
inclusion  data,  companies  typically  fill 
out  a  spreadsheet  with  information  on 
product  details,  along  with  the  search 
words  and  phrases  for  which  they'd  like 
to  appear.  The  result  is  a  rich  stieam  of 
data  targeted  precisely  to  what  the 
search  engine  will  deem  relevant.  Coiise- 
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quentiy,  their  ratings  are  primed  to  soar. 

Anecdotal  examples  aren't  tough  to  turn 
up.  Plug  in  "green  sleeping  bag"  to  Hot- 
Bot.com  and  the  first  six  resiolts,  in  a  recent 
search,  featured  paid-inclusion  listings 
from  Inktomi,  which  is  now  owned  by  Ya- 
hoo. Some  weren't  even  for  sleeping  bags. 
The  fifth  listing  took  users  to  a  paid-inclu- 
sion product  page  for  a  white  canvas  bag. 
Meanwhile,  numerous  pure  results  dis- 
played lower  were  highly  relevant  product 
pages  for  green  sleeping 
bags.  A  Yahoo  spokesper- 
son responds  that  there  are 
just  as  many  examples  of 
paid-inclusion  listings  im- 
proving search  results. 

Despite  criticisms,  the 
paid-inclusion  business 
addresses  some  very  real 
needs.  One  biggie  is  the 
sheer  number  of  Web 
pages  tucked  away  in  cor- 
porate databases,  where  ^^^^^^" 
search-engine  spiders 
have  a  difficult  time  navigating.  By  let- 
ting, say,  Staples.com  pipe  its  data  direct- 
ly to  a  search  engine,  a  user  seeking 
"Inkjet  cartridges"  covild  get  a  fresh  hst- 
ing  from  Staples.com  that  might  not  oth- 
erwise show  up.  "We  use  [paid  inclusion] 
only  if  it's  improving  the  relevance  of  our 
results,"  says  Tim  Cadogan,  Yahoo's  vice- 
president  for  search. 

Still,  the  growth  of  paid  inclusion 
could  tilt  the  search  business  toward 
deep-pocketed  companies.  For  instance, 
travel  sites  that  want  to  be  in  LookSmarfs 
paid-inclusion  program  have  to  pay  the 
company  a  flat  rate  of  30<t:  for  each  chck. 


Despite 
complaints, 
search  execs 
deny  boosting 
advertisers 
in  rankings 


according  to  the  com 
ny's  Web  site.  Jur 
chains  like  Marriott  In 
national  Inc.  or  Hilton 
tels  Corp.  are  certainly  1 
ter  equipped  to  cover  s 
costs  than,  say,  a  bed-a 
breakfast. 

Just  ask  Rob  Spoo 
The  56-year-old  run. 
travel  site  called  On 
Highways  with  infon 
tional  pages  about  vari 
small  towns  through 
the  U.S.  Inktomi,  a  sea 
engine  that  now  belong 
Yahoo,  contacted  him 
last  year  about  becomir 
paid-inclusion  particip; 
The  proposal:  Spoc 
would  pay  10(t  for  e\ 
visitor  Inktomi  pas 
along.  Spooner  did 
math,  figured  he  wo 
lose  money  on  anything  more  than  3 
cUck,  and  declined  the  offer. 

Then  things  went  downhill.  Spoon 
Web  pages  soon  plunged  in  Inkton 
search  rankings  and  disappeared  fr 
key  sites  like  MSN,  where  Inktomi  fe^ 
its  Ustings.  After  he  demanded  to  kn 
what  happened,  Spooner  learned  fr 
Inktomi  that  his  site  contained  edito 
flaws  that  hurt  his  ranking.  And  he  wo 
have  to  become  a  paid-inclusion  c 
tomer  to  learn  what  th 
flaws  were.  All  this,  wl 
his  pages  remained  v 
ranked  on  Google.  "1 1 
a  quarter  of  my  traflfi 
says  Spooner. 

Yahoo  declined  to  co 
ment  on  this  incide 
However,  it  and  oti 
search  engines  offeri 
paid  inclusion  say  it  ser 
the  customers'  intere 
'  Says  Tom  Wilde,  gene 

manager  of  search  servi^ 
at  Terra  Lycos:  "If  you  deUver  a  poor  u 
experience,  people  leave,  and  they  let 
rapidly." 

And  why  not  label  the  sponsoi 
links?  Many  search  companies  and  ; 
vertisers  fret  that  marking  them  woi 
scare  the  pubhc  away  from  relevant  sit 
Says  Glenn  McLaren,  e-commerce  mt 
ager  at  Friedrich  Air  Conditioning:  "P 
of  what  makes  it  attractive  is  that 
doesn't  look  like  advertising."  The  troul 
is,  if  paid  inclusions  are  hidden,  read 
could  grow  to  dismiss  Internet  search 
nothing  but  a  pile  of  ads.  ■ 

-By  Ben  Elgin  in  San  Mateo,  Ca 
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BY  CATHERINE  YANG 


Wireless:  Answer  the  Call 

New  FCC  rules  could  really  expand  cell-phone  use-if  carriers  play  it  right 


In  just  two  months,  cell-phone 
carriers  warn,  the  world  of  wireless 
could  turn  into  pandemonium. 
Why?  The  Federal  Communications 
Commission  is  expected  to  require 
service  providers,  starting  on  Nov.  24,  to 
allow  customers  to  take  tifieir  phone 
numbers  v^th  them  when  they  svdtch  to 
another  carrier.  The  fixed  number  was 
one  of  the  few  tools  the  companies  had  to 

retain  customers.  Now,  the  industry,  already  battered  by 
competition,  is  girding  for  a  free-for-all.  "When  one-third  of 
subscribers  already  change  carriers  every  year,  you  don't  need 
this  to  spur  competition,"  frets  Tom  Wheeler,  president  of  the 
Cellular  Telecommunications  & 
Internet  Assn.  (CTIA). 

No  doubt  the  carriers  will  take  a 
hit.  But  instead  of  agonizing  over 
the  extra  competition,  the  cellular 
companies  should  follow  the  lead 
of  Verizon  Wireless  and  embrace 
the  new  rules  as  an  opportunity. 
The  pain  could  pay  off  if  the 
change  spurs  carriers  to  fix  deep 
problems. 

Think  of  vdreless  as  a  moody 
teen,  a  powerful  lunk  brimming 
with  potential— but  hardly 
reliable.  Like  that  adolescent, 
consumers  need  to  be  able  to 
count  on  this  industry  before 
users  will  be  willing  to  trust  it 
with  important  jobs.  Half  of  all 
cell-phone  users  are  dissatisfied, 
grousing  about  everything  from 
network  dependability  and  sound 
quality  to  phone  selection, 
according  to  a  Forrester  Research 
Inc.  survey  done  last  year.  If  it  can 
remedy  those  problems,  wireless 
can  enter  the  same  league  with 
regular  phones  or  electric  lights. 


Here's  how: 

SWITCHING.  Today,  3.5%  of  U.S. 

households  have  abandoned 
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A  CELLULAR 
TO-DO  LIST 


Mobile  phones  are  hugely  popular,  yet  half 
of  U.S.  users  complain  about  their  service. 
Here's  how  to  fix  it: 


1 


PORTABLE  PHONE  NUMBERS  Carriers  should  stop 
fighting  an  expected  Nov.  24  rule  that  will  allow 
consumers  to  keep  their  numbers  when  they  switch 
carriers.  In  the  long  haul,  it  will  boost  usage. 


2 


3 


their  landline  phones  and  rely  solely  on  cellular— vs.  59: 
of  Western  Europeans,  says  Forrester  Research.  The  U.i 
industry  could  speed  the  ascent  of  wireless— and  enjoy 
the  resulting  surge  in  cellular  usage— by  pushing  the  fe 
to  require  the  Baby  Bells  to  let  consumers  take  their 
landline  phone  numbers  with  them  when  they  go 
completely  wireless.  The  U.S.  Telecom  Assn.,  a  local 
phone  lobbying  group,  says  it  accepts  the  idea,  mandate 
by  the  Telecommunications  Act  of  1996,  but  warns  it  wi 
be  extremely  difficult  to  implement. 
WHITE  PAGES.  Cellular  operators  have  resisted  offering  a 
directory  of  wireless  users'  numbers  for  fear  that 
competitors  could  call  and  poach  their  customers.  But 
now,  the  ctia  is  urging  them  to  pool  the  numbers  into 
one  database,  to  be  run  by  a  third-party  company. 
Only  subscribers  who  consent  will  have  their  numbers 
listed.  With  adequate  safeguards,  directory  assistance 
would  make  wireless  calling  more  mainstream,  and 

increase  usage. 
NETWORK  UPGRADES.  Capital 
investment  by  wireless  carriers 
usually  pays  off.  High-spendin 
Verizon  now  leads  the 
industry. 

It  would  take  anywhere  from 
$50  billion  to  $100  billion  to  bri 
U.S.  wireless  infrastructure  up  t 
snuff,  the  Yankee  Group  says. 
While  not  every  carrier  can 
undertake  the  hefty  investmen 
fill  coverage  holes  overnight,  th( 
can  come  clean  about  weak  spol 
with  detailed  maps  showing 
where  phones  will  or  won't  worl 
Congress  and  the  California  Pul 
Utility  Commission  may  even 
require  wireless  carriers  to  make 
fuller  disclosures  about  reliabilii 
just  as  ice  cream  makers  are 
forced  to  disclose  the  munber  of 
grams  of  fat  in  a  scoop  of  vanilli 
swirl. 

And  who  knows?  If  those 
reliability  numbers  get  good 
enough,  maybe  companies  will 
start  advertising  them.  Thaf  s  w^ 
we'll  know  that  the  cell-phone 
industry  has  arrived.  ■ 

With  Roger  O.  Crockett  in  Chica 


DIRECTORY  ASSISTANCE  Allowing  callers  to  look  up 
mobile  phone  numbers  in  a  central  data  base  will 
promote  cell  phone  use. 


NETWOR.'<  CAPACITY  Up  capital  spending  to  stamp 
out  poor  coverage  and  dropped  calls,  and  achieve 
greater  reliability. 


2008  STOCK  VALUE 


Month 
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In  the  future,  jou  have  no  stock  value. 
Tou  have  no  investors. 

You  have  no  analyst  rating. 
There  is  no  bull  or  bear. 

Because  the  future  hasn't  happenedjet. 
It  is  a  blank  sheet.  A  clean  slate.  A  white  canvas. 

How  will  JOU  draw  it? 


JBIASED  BUSINESS  ADVISOR  AND  SYSTEMS  INTEGRATOR  PROVIDES  YOU  WITH  THE  RIGHT  ADVICE  AND  SOLUTIONS 
WITH  YOUR  BEST  INTERESTS  IN  MIND.  TOGETHER,  WE  CAN  CREATE  THE  FUTURE.  ViSIT  BEARlNGPOINT.COM. 


CONSULTING  ♦  SYSTEMS  INTEGRATION  ♦  MANAGED  SERVICES 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered.' 
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Media  Cable 


Parsons  Goes 

For  Plan  B 

With  Time  Warner  Cable's  IPO 
on  hold^  the  CEO  is  finding  new 
ways  to  raise  cash 


i:: 

li. 


IN  THE  COMING  W1EEKS,  THE  AOL 
of  AOL  Time  Warner  Inc.  will  be 
stripped  from  buUding  facades, 
corporate  letterheads,  and  eventu- 
ally Wall  Street  tickers.  Make  no 
mistake,  though:  Even  with  the 
name  change,  approved  on  Sept 
18,  America  Online's  woes  still  pervade 
the  world's  largest  media  company. 

Nobody  is  feeling  this  more  than  execs 
at  Time  Warner  Cable,  who  had  hoped  by 
yearend  to  have  reached  two  goals:  to  be 
trading  as  a  separate  company  and  to 
have  helped  the  parent  company  pay 
down  bnhons  in  debt  from  the  stock  sale. 
For  nearly  nine  months,  cable  execs  have 
been  in  a  quiet  period  in  anticipation  of  a 
partial  initial  public  offering.  Now  it  ap- 
pears the  restraint  was  all  for  nothing: 
Execs  at  headquarters  recentiy  shelved 
the  IPO,  doubtfiil  of  Securities  &  Ex- 
change Commission  approval  to  register 
the  shares  as  long  as  regulators  were  still 
burrowed  in  their  investigation  of  ag- 
gressive accoimting  at  the  online  imit. 

The  IPO  postponement  is  clearly  a  set- 
back for  the  nation's  No.  2  cable  operator. 
But  ifs  also  a  blow  to  Time  Warner  CEO 
Richard  D.  Parsons'  original  plan  to  shore 
up  the  balance  sheet,  testing  his  agility  to 
find  new  ways  to  raise  cash.  Trading  sepa- 
rately at  a  time  of  rising  cable  stock  prices 
would  have  gi\'en  Time  Warner  Cable  its 
own  ciurency  to  make  acquisitions.  In  the 
^  past  jear,  competition  between  cable  and 
H  sateUite  has  intensified,  and  the  unit  could 
p  use  added  heft:  in  the  shadow  of  Comcast, 
>:the  indusny's  new  gohath.  More  impor- 
z  tant,  the  cable  IPO  could  have  raised  as 

<  much  as  S2  billion  in  cash.  While  the  Time 
I  \^'amer  CEO  \i-:>s  slashed  more  than  $5  bil- 
^  lion  from  nearly  $30  biUion  in  debt  since 
iii  January,  he  had  been  coimting  on  a  robust 

<  cable  offering.  After  aU,  besides  the  ac- 
3  coimting  rn\  estigation.  Parsons'  second- 
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biggest  challenge  is  showing  Wall  Sc 
he  can  quickly  erase  debt  Until  he  reso  >  r 
both.  Time  Warner's  shares,  languishin 
$16,  aren't  likely  to  be  usefiil  as  deal  c  i 
rency  for  any  of  the  units. 


Jut  thanks  to  some  surprises,  such  as  a 
0  milUon  settlement  from  Microsoft 
[p.  in  May,  Parsons  admits  some  of  the 
ssure  is  off"  to  sell  pieces  of  the  compa- 
lastily.  At  the  moment,  he's  ahead  of 
goal  to  reduce  debt  to  $20  billion  by 
end  of  2004  (table).  "We've  had  some 
cesses  that  obviate  the  need  now  for 
IPO,"  says  Parsons. 
IS  a  result,  the  CEO  is  reshaping  his 
le  plan.  Sales  of  assets  once  considered 
josable,  such  as  Warner  Books  Inc.,  are 
hold  until  better  offers  arrive.  And 
ts  that  were  said  to  be  core,  such  as 
Dfded  music  and  music  publishing,  are 
itioned  as  possible  sell-offs.  "We  ai- 
rs felt  music  was  in  need  of  restructur- 
says  Parsons.  "When  you  produce 
pic  in  70  countries,  you  need  to  ration- 
ale overhead  to  strengthen  the  business, 
^  ticularly  against  the  winds  of  piracy." 
^  Iner/Chappell  Music  Inc.,  which  con- 
cis  1  milhon  copyrights,  could  gamer 
fe  than  $1  bilhon.  And  execs  will  create 


thout  an  IPO,  CEO  Dick  Parsons' 
slash  debt  to  $20  billion  by  the  end  of 
ppearstobeontrack. 


RE  NEW  CASH  IS  COMING  FROM 


50%  of  Comedy  Central 

$1.25  BIL 

)ft  settlement 

k 

0.75 

General  Motors-Hughes  shares 

0.80 

CD-manufacturing  unit 

1.10 

Atlanta  Hawks,  Thrashers 

1 

0.25 

sh  flow,  2003  estimate 

p 

2.75 

S  PUT  ON  HOLD 

Book  Publishing 

$0.33 

/arner  Cable  IPO 

Xi 

2.0 

!  Braves 

0.35  TO  0.40 

RE  MORE  CASH  COULD  COME  FROM 


/Chappell  music-publishing  unit  $1.1 

p  front  in  merger  of 
Music  Group  with  BMG  0.15 

1  from  sale  of  part  of  WMG  to  EMI        1.0 


)t  at  yearend  2002 

bt 

;bt 

:t  cash  raised  and  potential 
:ash  in  best-case  scenario 
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$25.7  BIL 

♦4.1 
$29.8  BIL 

-9.0 
$20.8  BIL 


either  a  joint  venture  for  Warner  Music 
Group  or  sell  a  majority  of  it.  A  deal  with 
London's  EMI  Group  plc,  for  example, 
could  raise  $1  bilhon  upfront. 

"BIG  ENOUGH" 

WITH  THE  CABLE  UNIT  no  longer  criti- 
cal to  Parsons'  debt  goal,  its  execs,  under 
wraps  for  so  long,  can  now  openly  push 
their  products  in  the  changed  cable 
arena.  With  10.9  million  subscribers. 
Time  Warner  runs  a  distant  second  to 
Comcast,  with  21  million.  Clearly,  scale 
can  make  it  easier  for  operators  to  nego- 
tiate favorable  equipment  and  program- 
ming prices— crucial  savings  as  compa- 
nies face  stiffer  competition.  But  Time 
Warner  Cable  CEO  Glenn  A.  Britt  says 
doing  deals  is  less  important  than  selling 
new  services,  such  as  video-on-demand, 
high-definition  TV,  and  personal  video- 
recorder  options.  "I'm  not  worried  about 
our  size,"  says  Britt.  "We  are  big  enough 
to  support  our  technological  overhead." 
IPO  or  no,  prospects  for 
the  $7.7  bilhon  cable  divi- 
sion are  still  bright,  say  in- 
vestors. Its  earnings  this 
year  will  accoimt  for  about 
one-third  of  the  parent's 
overall  $9.2  biUion  in  earn- 
ings before  interest,  taxes, 
depreciation  and  amortiza- 
tion (EBITDA),  estimates 
Morgan  Stanley.  And  a  roll- 
out of  new  services  has  be- 
gun. By  yearend,  Time 
Warner  Cable  will  be  ahead 
of  any  other  operator,  with 
nearly  half  a  milHon  sub- 
scribers to  a  personal  video- 
recorder  service  (similar  to 
TiVo  Inc.),  and  could  have 
as  many  as  1  milhon  phone 
subscribers  by  2006.  Next 
year,  cable  will  generate  an 
estimated  $860  milhon  in 
free  cash  flow. 

Parsons  will  certainly 
welcome  the  contribution 
to  his  debt-reducing  mis- 
sion, especially  since  there 
is  no  predicting  when 
AOL's  bad  karma  might 

strike  again.  The  company 

faces  more  than  30  share- 
holder lawsuits,  stemming 
mostly  from  AOL's  prob- 
lems, and  uncertain  sums 
in  setdements.  Parsons  can 
use  all  the  cash  he  can  get 
his  hands  on.  ■ 

By  Tom  Lowry 
in  New  York 
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SdoiIs  Biz  Football 


Did  the  Bengals 
Claw  Taxpayers? 

A  local  official  is  suing  the  team  over  the 
financing  of  Paul  Brown  Stadium 


IF  THE  DALLAS  COWBOYS  ARE 
America's  Team,  the  Bengals  are 
Cincinnati's  Torment.  This  year's 
0-3  start  prolongs  the  misery  for 
Bengals  fans,  who  last  season  en- 
dured a  franchise-worst  2-14 
record.  Even  the  good  old  days 
were  lousy:  In  the  '90s,  the  Bengals  had 
the  worst  record  in  pro  football. 

The  only  victory  the  team  has  had  this 
season  came  in  a  courtroom.  On  Sept.  5,  a 
judge  in  Hamilton  County  dismissed  a 
lawsuit  alleging,  among  other  things,  that 
the  Bengals  conmiitted  fraud  in  duping 
county  taxpayers  into  footing  the  bill  for 
three-year-old  Paul  Brown  Stadium.  The 
suit  claimed  that  the  franchise  com- 
pounded its  deceit  when  management 
failed  to  make  minimal  efforts  to  field  a 
competitive  team.  "People  here  are  be- 
giiming  to  differentiate  between  rooting 
for  the  players  and  feeling  used  by  man- 
agement," says  Todd  Portune,  the  Hamil- 
ton County  commissioner  who  filed  the 
suit  as  an  individual  taxpayer. 

Paul  Brown  Stadium  opened  in  2000 
after  years  of  friendly  persuasion  and 
arm-twisting.  Team  management  began 
its  campaign  in  the  early  '90s,  claiming 
that  new  revenue  from  a  gleaming 
pigskin  palace  was  the  only  way  for  the 
team  to  remain  viable.  There  were  also 
veiled  threats  to  move  up  the  road  to 
Baltimore.  Hamilton  County  taxpayers 
approved  a  half-penny  sales  tax  to  fi- 
nance the  $458  million  stadium  in 
March,  1996. 

In  a  city  where  dislike  of  Bengals  own- 
er Mike  Brown  runs  deep  because  of 
years  of  losing  and  disastrous  pubUc  re- 
lations, the  ruling  for  the  team  hardly 
ends  the  matter.  Portune  filed  an  appeal 
that  day.  ^^nd  a  federal  lawsuit  also 
brought  by  Poitune  against  the  team 
and  the  National  Football  League  on 
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antitrust  grounds  is  awaiting  a  hearing. 
The  double-barreled  legal  action  is  an 
extreme  example  of  local  anger  at  a  pro 
sports  franchise  that  corralled  hundreds  of 
millions  in  pubUc  money  for  a  new  stadi- 
um. Indeed,  the  stadium  deal  is  at  the  core 
of  the  dispute  between  the  Bengals  and 
Portune,  the  lone  Democrat  on  the  three- 
member  coimty  commission  that  negoti- 


HOLD THAT                                          / 
TIGER:  Still                                        ^ 

dismal  after                        ^^^_      _^ 
all  these  years                       T,!^^^^ 

Crying  Poverty 

The  Bengals  were  making 
millions  when  they  sought  public 
money  for  a  new  stadium 

YEAR 

1995 

PROFITS 
MILLIONS 

$10.3 

RANK 
IN  NFL* 

10 

1996 

10.9 

8 

1997 

12.2 

9 

1998 

14.4 

14 

1999 

8.6 

18 

•Among  30  teams.  31  ir  1999 

Data:  Records  d(Sclosea  during  a  2001  law 

Raiders  owner  Al  Davis  against  the  NFL 

«surt  filed  by  Oakland 

ated  the  lease  for  the  facility.  (He  deci 
to  file  suit  alone  when  his  colleagues  V( 
against  suing  the  team.)  But  another  fa 
is  exasperation  with  Brown,  68,  the  so 
exalted  team  founder  and  Hall  of  F; 
coach  Paul  Brown.  "We're  the  butt  of  e 
NFL  joke.  How  would  that  make  you  fe 
says  Portime. 

Since  the  elder  Brown's  death  in  1' 
Mike,  a  Harvard  law  grad,  has  sh( 
none  of  his  father's  genius  for  assemb 
a  winning  team.  He  has  made  most  d 
sions  himself,  only  this  year  delega 
more  authority  to  highly  regarded  i 
coach  Marvin  Lewis.  From  1994  to  2( 
the  Bengals  spent  less  on  player  sala 
than  all  but  two  franchises.  "To  M 
there's  no  science  to  putting  togeth 
team.  He  sees  players  as  interchange 
drill  bits,"  says  Bob  Tnmipy,  an  NFL  r; 
analyst  and  Bengals  receiver  from  1< 
to  1977.  Brown  declined  to  comment 
this  story. 

FOLLOW  THE  MONEY 

IN  ONE  CATEGORY,  however,  the  ow 
has  performed  like  an  All-Pro:  count 
cash.  From  1995  to  1999,  the  Ben§ 
four  times  racked  up  annual  profits 
$10  million  or  more,  according  to  fin 
cial  documents  disclosed  in  2001  dur 
litigation  filed  by  Oakland  Raiders  o\ 
er  Al  Davis  against  the  NFL.  In  19 
when  the  team  managed  an  8-8  recc 
Brown  &  Co.  ended  the  season  wit 
nearly  $11  million  profit,  eighth-high 
in  the  NFL. 

Portime  vividly  recalls  reading  th 
figures  and  flashing  back  to  his  month 
hstening  to  Brown  and  other  Bengal  c 
cials  warn  that  the  team  couldn't  s 
competitive  imless  taxpayers  footed 
bill  for  its  home  field.  "It  was  a  jaw-dri 
per,"  he  recalls. 

The  disclosures  set  in  motion  the  1 
gation  that  some  see  as  pohtical  thea 
but  that  Portune  defends  as  payback 
the  Bengals'  iniquity.  "I  don't  rehsh  [ 
lawsuits].  I  think  they're  absolutely  n 
essary  given  the  way  the  community  \ 
taken  to  the  cleaners,"  he  says.  Legal 
perts  say  the  antitrust  claims  may  h; 
the  best  chance,  since  the  league  could 
found  Uable  if  it  used  its  monopoly  po\ 
to  threaten  a  city  with  the  loss  of  a  tear 
it  didn't  pony  up. 

Jefirey  Pash,  the  NFL's  lawyer,  natui 
ly  beUeves  the  suits  have  no  merit.  "At 
end  of  the  day,  I  don't  think  there'll  be  i 
finding  of  wrongdoing,"  he  says.  EitJ 
way,  taxpayers  in  Bengals  country  n 
have  passed  the  collection  plate  for  i 
last  time.  ■ 

ByMarkHym 


There  must  be  a  more  intelligent  way 
to  track  your  financials. 


Business  Intelligence /rom  Business  Objects 


When  you  need  financial  information,  you  need  it  now. 
Not  later.  You  simply  can't  afford  to  stuff  around,  track 
down,  and  piece  together  information  thaf  s  out  of  date 
even  before  you  get  to  use  it. 

There  is,  fortunately,  a  more  intelligent  alternative. 
Business  intelligence  software  from  Business  Objects. 
It  mines  all  your  financial  and  operational  systems  and 
presents  a  complete,  detailed,  and  up  to  date  financial 
picture  of  your  business.  You  can  access  and  create 
financial  reports.  Analyze  your  data.  And  tum  it  into 
instant,  actionable  information. 

Whether  you  have  crucial  business  decisions  to  make, 
or  you're  trying  to  ensure  compliance  with  today's 


regulatory  reporting  requirements,  our  business 
intelligence  solutions  will  provide  all  the  financial 
information  you  need.  So  you  can  track,  understand,  and 
manage  your  business  better  than  ever  before. 
Every  day,  more  than  17,500  companies  around  the 
world  rely  on  our  business  intelligence  software  to 
unlock  the  power  of  information  to  improve  enterprise 
performance.  Perhaps  you  should,  too. 
For  your  free  copy  of  our  new  business  paper 
"Optimizing  Enterprise  Performance  through  Financial 
Intelligence,"  visit  www.businessobjects.com/track. 
Or  call  Business  Objects  at  1-800-527-0580.  And  we'll 
help  get  you  on  the  right  track. 
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ame  banks 
ew  face. 


|om  today  two  of  the  Midwest's  leading  banks,  LaSalle  Bank 
id  Standard  Federal,  will  look  a  little  different.  They  are 
Iding  our  green  and  yellow  shield  to  their  names.  It's  a 
icision  shared  with  many  other  banks,  all  well  known  in  their 
vn  markets.  We're  proud  they'll  now  be  clearly  recognized 
part  of  one  of  the  world's  leading  banking  groups,  with 
igins  going  back  180  years.  It  shows  they  are  joined  with 


e  US  and  is  a  visible  sign  of  the  increasing  collaboration 
itween  over  100,000  talented  colleagues  in  more  than 
countries.  Sharing  knowledge  and  expertise.  Sharing  the 
me  vision  and  values.  Together,  serving  15  million  clients, 
lited  by  mutual  beliefs.  Uniting  under  one  shield. 
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Low  prices  are  great  I 
Wal-Mart's  dominanc 
creates  problems-for 
supplierSj  workers, 
communities,  and 
even  American  culturi 

BY  ANTHONY  BIANCO 
AND  WENDY  ZELLNER 
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N  BUSINESS,  THERE  IS  BIG,  AND  THERE 

is  Wal-Mart.  With  $245  billion  in 
revenues  in  2002,  Wal-Mart  Stores 
Inc.  is  the  world's  largest  company. 
It  is  three  times  the  size  of  the 
No.2  retailer,  France's  Carrefour. 
Every  week,  138  million  shoppers 
visit  Wal-Marf  s  4,750  stores;  last 
year,  82%  of  American  households 
made  at  least  one  purchase  at  Wal-Mart. 
"There's  nothing  like  Wal-Mart,"  says  Ira 
Kalish,  global  director  of  Deloitte  Re- 
search. "They  are  so  much  bigger  than 
any  retailer  has  ever  been  that  it's  not 
possible  to  compare." 

At  Wal-Mart,  "everyday  low  prices"  is  more  than  a  slogan;  it 
is  the  fundamental  tenet  of  a  cult  masquerading  as  a  company. 
Over  the  years,  Wal-Mart  has  relentlessly  wrung  tens  of  bilhons 
of  dollars  in  cost  efficiencies  out  of  the  retail  supply  chain,  pass- 
ing the  larger  part  of  the 
savings  along  to  shoppers 
as  bargain  prices.  New 
England  Consulting  esti- 
mates that  Wal-Mart  saved 
its  U.S.  customers  $20  bil- 
lion last  year  alone.  Factor 
in  the  price  cuts  other  re- 
tailers must  make  to  com- 
pete, and  the  total  annual 
savings  approach  $100 
billion.  It's  no  wonder  that 
economists  refer  to  a 
broad  "Wal-Mart  effect" 
that  has  suppressed  infla- 
tion and  rippled  productiv- 
ity gains  through  the  econ- 
omy year  after  year. 

However,  Wal-Mart's 
seemingly  simple  and  virtuous  business  model  is  fraught  with 
complications  and  perverse  consequences.  To  cite  a  particular- 
ly noteworthy  one,  this  staunchly  anti-union  company,  Ameri- 
ca's largest  private  employer,  is  widely  blamed  for  the  sorry 
state  of  retail  wages  in  America.  On  average,  Wal-Mart  sales 
clerks— "associates"  in  company  parlance— pulled  in  $8.23  an 
hour,  or  $13,861  a  year,  in  2001,  according  to  documents  filed 
in  a  lawsuit  pending  against  the  company.  At  the  time,  the  fed- 
eral poverty  Une  for  a  family  of  three  was  $14,630.  Wal-Mart  in- 
sists that  it  pays  competitively,  citing  a  privately  commissioned 
survey  that  found  that  it  "meets  or  exceeds"  the  total  remuner- 
ation paid  by  rival  retailers  in  50  U.S.  markets.  "This  is  a  good 
place  to  work,"  says  Coleman  H.  Peterson,  executive  vice-pres- 
ident for  personnel,  citing  an  employee  turnover  rate  that  has 
fallen  below  45%  from  70%  in  1999. 

Critics  counter  that  this  is  evidence  not  of  improving  morale 
but  of  a  lack  of  employment  alternatives  in  a  slow-growth  econ- 
omy. "It's  a  ticking  time  bomb,"  says  an  executive  at  one  big  Wal- 


Mart  supplier.  "At  some  point,  do  the  people  stand  up  and  I 
volt?"  Indeed,  the  company  now  faces  a  revolt  of  sorts  in  the  fclj  i 
of  nearly  40  lawsuits  charging  it  with  forcing  employees  to  w F 
overtime  without  pay  and  a  sex-discrimination  case  that  co| 
ranl^  as  the  largest  civil  rights  class  action  ever.  On  Sept  24,  a  1 
eral  judge  in  California  began  considering  a  plaintiflPs  petitioij 
include  all  women  who  have  worked  at  Wal-Mart  since 
1998—1.6  miUion  all  told— in  a  suit  alleging  that  Wal-Mart ; 
tematically  denies  women  equal  pay  and  opportunities  for  ] 
motion.  Wal-Mart  is  vigorously  contesting  all  of  these  suits. 
Wal-Mart  might  well  be  both  America's  most  admired 
most  hated  company.  "The  world  has  never  known  a  compJ 
with  such  ambition,  capabihty,  and  momentum,"  marvel| 
Boston  Consulting  Group  report.  On  Wall  Street,  Wal- 
trades  at  a  premium  to  most  every  other  retailer.  But  the  i 
size  and  power  that  "the  Beast  of  Bentonville"  amasses, 
greater  the  backlash  it  is  stirring  among  competing  retailij 
vendors,  organized  labor,  community  activists,  and  cultural ; 
poUtical  progressives.  America  has  a  long  history  of  controv 
sial  retailers,  notes  James  E.  Hoopes,  a  history  professor  at  ] 
son  College.  "What's  new  about  Wal-Mart  is  the  flak  it's  ( 
from  outside  the  world  of  its  competition,"  he  says.  "If  s 
come  a  social  phenomenon  that  people  resent  and  fear.'' 

Wal-Mart's  marketplace  clout  is  hard  to  overstate.  In  hoi 
hold  staples  such  as  toothpaste,  shampoo,  and  paper 

the  company  comm; 
about  30%  of  the 
market,  and  analysts 
diet  that  its  share  of  mAl 
such  goods  could  hit  5' 
before  decade's  end.  \^ 
Mart  also  is  Hollywoo  , 
biggest  outiet,  accoimt  KD 
for  15%  to  20%  of  all  sa  m 
of  CDs,  videos,  and  Dv|__ 
The  mega-retailer  did  i 
add  magazines  to  its 
until  the  mid-1990s,  b 
now  makes  15%  of  all  s 
gle-copy  sales  in  the  I' 
In  books,  too,  Wal-M 
has  quickly  become 
force.  "They  pile  up  bi 
sellers  like  toothpast 
says  Stephen  Riggio,  ch 
executive  of  Barnes  &  f  __ 
ble  Inc.,  the  world's  larg 
bookseller 

Wal-Mart  controls  a  large  and  rapidly  increasing  share  of'  ||| 
business  done  by  most  every  major  U.S.  consimier-products  co 
pany:  28%  of  Dial's  total  sales,  24%  of  Del  Monte  Foods',  23% 
Clorox',  23%  of  Revlon's,  and  on  down  the  list.  Suppliers'  grc  "^ 
ing  dependence  on  Wal-Mart  is  "a  huge  issue"  not  only  for  mi 
ufacturers  but  also  for  the  U.S.  economy,  says  Tom  Rubel,  CEC 
consultant  Retail  Forward  Inc.  "If  [Wal-Mart]  ever  stumbl 
we've  got  a  potential  national  security  problem  on  our  han 
They  touch  almost  everything.... If  they  ever  really  went  int 
tailspin,  the  dislocation  would  be  significant  and  traumatic." 
Even  so,  Wal-Mart  appears  to  be  in  no  inuninent  danger 
running  afoul  of  federal  antitrust  statutes.  The  Robinson-P 
man  Act  of  1936  was  passed  in  large  part  to  protect  mom-ai 
pop  grocers  from  the  Great  Atiantic  &  Pacific  Tea  Co.,  the  ^^ 


WELCOME  TO  LA.  The  company 
recently  opened  an  inner-city 
store  near  Watts 
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he  Long  Arm  of  Bentonville,  Ark. 


:  )r  better  or  worse,  Wal-Mart  is  one  of  the  most  powerful  companies  in  history, 
ere's  how  it  flexes  its  muscles: 


fAL-MART 
^ONOMY 
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It's  the  largest  company  in  the  world,  with  $245  billion  in  sales  last  year.  McKinsey  estimates  that 
an  eighth  of  the  productivity  gains  in  the  late  '90s  came  from  Wal-Mart's  drive  for  efficiency,  and  the 
discounter  has  been  at  least  partly  responsible  for  the  extraordinarily  low  inflation  rate  of  recent  years.  Its 
$12  billion  in  imports  from  China  last  year  accounted  for  a  tenth  of  total  U.S.  imports  from  that  nation. 


VWERING 
'AGES 


» 


With  a  global  workforce  of  1.4  million,  Wal-Mart  plays  a  huge  role  in  wages  and  working  conditions 
worldwide.  Its  hard  line  on  costs  has  forced  many  factories  to  move  overseas.  Its  labor  costs  are 
20%  less  than  those  at  unionized  supermarkets.  In  2001.  its  sales  clerks  made  less,  on  average,  than 
the  federal  poverty  level. 


SRUPT1NG 
)MMUNmES 


» 


Wal-Mart's  huge  advantages  in  buying  power  and  efficiency  force  many  local  rivals  to  close.  For  every 
Wal-Mart  supercenter  that  opens  in  the  next  five  years,  two  other  supermarkets  will  close.  And  because 
the  chain  often  extracts  tax  breaks,  some  economists  believe  that  Wal-Mart's  entry  into  a  communit, 
doesn't  result  in  any  net  increase  in  jobs  and  tax  revenue. 


)LiaNG 
E  CULTURE 
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In  the  name  of  protecting  customers.  Wal-Mart  has  forced  magazines  to  hide  covers  it  considers  racy 
and  has  booted  others  off  its  racks  entirely.  It  won't  carry  music  or  computer  games  with  mature  ratings. 
Record  companies  sell  Wal-Mart  sanitized  versions  of  CDs.  Elsewhere  in  the  store,  the  chain  declines  to 
sell  Preven,  a  morning-after  pill.  Most  locations  do  offer  inexpensive  firearms. 


)MINAnNG 
JPPUERS 
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In  its  relentless  drive  for  lower  prices.  Wal-Mart  homes  in  on  every  aspect  of  a  supplier's  operation— 
which  products  get  developed,  what  they're  made  of,  how  to  price  them.  It  demands  that  every  savings 
be  passed  on  to  consumers.  No  wonder  one  consultant  says  the  second-worst  thing  a  manufacturer  can 
do  is  sign  a  contract  with  Wal-Mart.  The  worst?  Not  sign  one. 
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Wal-Mart's  US. 
market  share  of 
consumer  staples 
could  hit  50%by 
the  decade's  end 
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Mart  of  its  day.  But  contemporary  antitrust  inter- 
pretations eschew  such  David-and-GoUath  pop- 
ulism. Giants  like  Wal-Mart  have  wide  latitude  to 
do  as  they  wish  to  rivals  and  suppUers  so  long  as 
they  deliver  lower  prices  to  consumers.  "When 
Wal-Mart  comes  in  and  people  desert  downtown 
because  they  like  the  selection  and  the  low  prices, 
it's  hard  for  people  in  the  antitrust  community  to 
say  we  should  not  let  them  do  that,"  says  New  York 
University  law  professor  Harry  First. 

CEO  H.  Lee  Scott  Jr.  and  other  Wal-Mart  execu- 
tives are  aware  of  the  rising  hostihty  the  company 
faces  and  are  trying  to  smooth  its  rough  edges  in 
dealing  vnih  the  outside  world.  But  they  have  no  in- 
tention   of    tampering 


King 
Kpngin 
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WAL-MART 

dominates  sales 

in  a  number  of 

categories: 


Disposable  diapers 

32% 


Hair  care 


TocthDaste 

26% 


Petfood 

20% 


Home  textiles 

% 


13" 


U.S.  market  share  based  o--  2002  oat.-s: 
excludes  Sams  Clubs 
Data:  A.C.  Nielsen.  Retaii  Fo-  .vard,  Home 
Textiles  Today 


with  its  shopper-centric 

business   model.   "We 

don't  turn  a  deaf  ear  to 

any    criticism.    We're 

most  sensitive  to  what 

the  customer  has  to  say,  though," 

says  Vice-Chairman  TTiomas   M. 

Coughlin.  "Your  customers  will  tell 

you  when  you're  wrong." 

Wal-Mart  cites  customer  prefer- 
ences as  the  reason  it  does  not  stock 
CDs  or  DVDs  vdth  parental  warning 
stickers  and  why  it  occasionally 
yanks  items  from  its  shelves.  In 
May,  it  removed  the  racy  "lad" 
magazines  Maxim,  Stuff,  and  FHM. 
A  month  later,  it  began  obscuring 
the  covers  of  Glamour,  Redbook, 
Marie  Claire,  and  Cosmopolitan 
with  binders.  Why  did  Wal-Mart 
censor  diese  publications  and  not 
Rolling  Stone,  which  has  featured  a 
nearly  naked  Britney  Spears  and 
Christina  Aguilera  on  two  of  its  re- 
cent covers?  'There's  a  lot  of  sub- 
jectivity," concedes  Gary  Severson, 
a  Wal-Mart  general  merchandise 
manager.  'There's  a  line  between 
provocative  and  pornographic.  I 
don't  know  exactly  where  it  is." 

Wal-Mart  was  the  only  one  of  the 
top  10  drug  chains  to  refuse  to 
stock  Preven  when  Gynetics  Inc. 
introduced  the  morning-after  con- 
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EXTRA  LARGE  Wal- 

has  a  79%  share  of 
U.S.  supercenter  marll 


traceptive  in  1999.  Roderick  L. 
Mackenzie,  Gynetics'  fovmder  and 
nonexecutive  chairman,  says  sen- 
ior Wal-Mart  executives  told  his 
employees  that  they  did  not  want  their  pharmacists  grapp 
with  the  "moral  dilemma"  of  abortion.  Mackenzie  was 
censed  but  tried  to  hide  it.  "When  you  speak  to  God  in 
tonville,  you  speak  in  hushed  tones,"  says  Mackenzie,  who|__ 
plained,  to  no  avail,  that  Preven  did  not  induce  abortion 
rather  prevented  pregnancy.  Wal-Mart  spokesman  Jay 
says  "a  number  of  factors  were  considered"  in  making  die  ] 
ven  decision,  but  he  denies  that  opposition  to  abortion  was 
of  them.  "If  anybody  of  any  belief  reads  any  moral  deci; 
[into]  that,  thaf  s  not  right,"  he  says. 


CULTURAL  GATEKEEPER 

THERE  IS  NO  QUESTION  THAT  the  company  has  the  k 
right  to  sell  only  what  it  chooses  to  sell,  even  in  the  case  of  F 
Amendment-protected  material  such  as  magazines.  By  most 
coimts,  though,  Wal-Marf  s  cultural  gatekeeping  has  servei 
narrow  the  mainstream  for  entertainment  offerings  while 
parting  to  it  a  rightward  tilt.  The  big  music  companies  h 
stopped  grousing  about  Wal-Mart  and  are  eagerly  supply 
the  chain  with  the  same  sanitized  versions  of  explicit  CDs  t 
they  provide  to  radio  stations.  "You  can't  have  100%  imp 
when  you  are  taking  an  artist  to  a  mainstream  audience  if; 
don't  have  the  biggest  player,  Wal-Mart,"  says  EMI  Music  Nc 
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From  the  leader  in  collaboration,  a  new  way  to  do  business  that  increases  responsiveness  and  simplifies 
access  to  people,  information  and  processes.  Lotus  Workplace  delivers  wide-scale  collaboration  for  everyone 
in  your  workforce.  Openly.  Flexibly.  Affordably.  With  business  results  on  demand.  To  learn  more  about  the 
first  Workplace  offering,  see  our  demo  of  Lotus  Workplace  Messaging'  at  ibm.com/lotus/seeworkplace 
((')  business  on  demand  software 


IBM.  Lotus,  Workplace  Messaging,  the  e-business  logo  and  e-business  on  demand  are  registered  trademarks  or  Irndemarks  of  International  Business  Machines  Corporation  in  the 
United  Stales  and/or  other  countries  Certain  intormalion  contained  within  this  advertisement  is  based  on  WW  ICE  revenue.  July  2002.  IDC  WW  ICE  Forecast  and  Analysis, 
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ROUND  FIGURES  Wal-Mart       America   Executive  Vice-Presi- 

denies  that  its  wages  dent  Phil  Quartararo. 

are  substandard  This   year   alone,   Wal-Mart 

hopes  to  open  as  many  as  335 
new  stores  in  the  U.S.:  55  discotmt  stores,  210  supercenters,  45 
Sam's  Clubs,  and  25  Neighborhood  markets.  An  additional  130 
new  stores  are  on  the  boards  for  foreign  markets.  Wal-Mart  ciu"- 
rentiy  operates  1,309  stores  in  10  countries,  ranking  as  the 
largest  retailer  in  Mexico  and  Canada.  If  the  company  can 
maintain  its  current  15%  growth  rate,  it  will  double  its  revenues 
over  the  next  five  years  and  top  $600  bilhon  in  2011. 

That's  a  very  big  if— even  for  Wal-Mart.  Vice-Chairman 
Coughlin's  biggest  worry  is  finding  enough  warm  bodies  to 
staff  all  those  new  stores.  By  Wal-Marf  s  own  estimate,  about 
44%  of  its  1.4  million  employees  will  leave  in  2003,  meaning 
the  company  will  need  to  hire  616,000  workers  just  to  stay 
even.  In  addition,  from  2004  to  2008,  the  company  wants  to 
add  800,000  new  positions,  including  47,000  management 
slots.  "That's  what  causes  me  the  most  sleepless  nights," 
Coughlin  says. 

At  the  same  time,  Wal-Mart  v^ill  have  to  cope  with  intensify- 
ing grassroots  opposition.  The  company's  hugely  ambitious  ex- 
pansion plans  hinge  on  continuing  its  move  out  of  its  strong- 
hold in  the  nu-al  South  and  Midwest  into  urban  America.  This 
year,  the  company  opened  what  it  describes  as  "one  of  its  first 
truly  urban  stores"  in  Los  Angeles,  not  far  from  Watts.  Everyday 
low  prices  no  doubt  appeal  to  city  dwellers  no  less  than  to  their 
cotmoy  cousins.  But  Wal-ivlarfs  sense  of  itsel:  as  definitively 
-American  ("Wal-Mart  is  America, "  boasts  one  top  executive)  is 


likely  to  be  severely  tested  by  the  metropolis'  high  land  costs  I 
strictive  zoning  codes,  and  combative  labor  unions— no] 
mention  its  greater  economic  and  cultural  diversity. 


A  ZERO-SUM  GAME? 

CERTAINLY,  WAL-MART  WILL  BE  hard  pressed  to  contL 
censoring  its  product  lines  using  the  justification  of  custoi 
preference.  The  market  for  profanity-laced  hip-hop  maybe  • 
in  Bentonville,  Ark.,  but  it  is  big  in  Los  Angeles.  Overseas, 
company  does  not  presmne  to  impose  a  small-town,  Bible  ] 
moral  agenda  on  shoppers.  "We  adopt  local  standards,"  s 
John  B.  Menzer,  CEO  of  Wal-Mart's  international  division.  \^ 
then,  shoLxld  Los  Angeles  be  any  different? 

The  fact  is,  Wal-Mart  doesn't  know  for  certain  how  the  i 
jority  of  its  customers  feel  about  Maxim,  or  any  other  magaz 
for  that  matter.  It  appears  that  the  company  makes  no  scier 
ic  attempt  to  survey  shoppers  about  entertainment  content 
responds  in  ad  hoc  fashion  to  complaints  lodged  by  a  rela 
handful  of  customers  and  by  outside  groups,  which  are  usi 
ly  but  not  always  of  the  conservative  persuasion. 

On  the  other  hand,  the  company  seldom  submits  to  comr 
nity  groups  that  oppose  its  plans  to  build  new  stores.  The  ni 
ber  of  such  challenges  has  increased  steadily  and  is  now  r 
ning  at  about  100  a  year.  Wal-Mart's  "biggest  barrier  to  gro 
is.. .opposition  at  the  local  level,"  says  Carl  Steidtmann,  Delo 
Research's  retail  economist.  The  Stop  Wal-Mart  movement 
been  bolstered  of  late  by  a  series  of  academic  studies  that  h 
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>e  disparate  data  united. 
(6  old  and  new  become  one. 
!e  bits  of  data  become  insight. 


ma 


Introducing  IBM  DB2  Information  Integrator  -  the  brand-new  software  that  turns  everything  in  its  path  into 
insight  and  opportunity:  rows  and  columns,  video  and  e-mail,  audio  and  Web.  It  works  wherever  your 
data  lives:  Oracle,  Microsoft  or  IBM.  It  works  in  real  time,  across  platforms:  Linux,  Windows,  UNIX.  Insight 
is  yours.  On  demand.  Faster  than  ever.  For  a  DB2  Information  Integrator  Kit,  visit  ibm.com/db2/integrate 
'■)i|-;innF;?^  on  domnnri  cioftwnrp 
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Wal-Mui  t  by  the  Numbers 

The  wori :  generates  some  amazing  statistics 
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debunked  the  notion  that  a  new  big-box  store  boosts  employ- 
ment and  sales  and  property-tax  receipts.  "The  net  increases 
are  minimal  as  the  new  big-box  stores  merely  capture  sales 
from  existing  business  in  the  area,"  concludes  a  new  study  of 
VVal-Marf  s  impact  in  Mississippi.  "I  see  it  pretty  much  as  a 
zero-sum  game,"  says  co-author  Kenneth  E.  Stone,  an  eco- 
nomics professor  at  Iowa  State  Universitv'. 

The  most  hotly  contested  batdeground  at  the  moment  is  Con- 
tra Costa  Count\',  near  San  Francisco,  hi  June,  count\^  super\TSors 
enacted  an  ordinance  that  prohibits  any  retail  outiet  larger  than 
90,000  square  feet  from  devoting  more  than  5%  of  its  floor  space 
to  food  or  other  nontaxable  goods.  Wal-Mart  prompdy  gathered 
enough  signatures  to  force  a  referendum,  scheduled  for  March. 
Complains  County  Supervisor  John  Gioia:  "Local  plarming 
should  be  done  by  our  locally  elected  board  and  not  by  a  corpo- 
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rate  oflBce  in  Bentonville,  Arkansas."  Robert  S.  McAdam,  \| 
Mart's  vice-president  for  govermnent  relations,  says  corporj 
sponsored  referenda,  which  Wal-Mart  has  promoted  eL 
in  California,  are  "a  perfectly  legitimate  part  of  the  process.'' 


SUPERCENTER  NATION 

MEANWHILE,  THE  UNITED  FOOD  &  Commercial  Wor 
union  is  stepping  up  its  long-standing  attempts  to  org; 
Wal-Mart  stores,  with  current  campaigns  in  45  locations 
UFCW^  locals  that  represent  grocery  workers,  the  issue  is  n^ 
ing  less  than  survival.  The  Wal-Mart  supercenter— the  princ 
vehicle  of  the  company's  expansion— is  a  nonimion  da 
aimed  at  the  heart  of  the  traditional  American  superm 
nearly  13,000  of  which  have  closed  since  1992. 

Patterned  after  the  European  hypermarket,  the  superce 
is  a  combination  supermarket  and  general  merchandise 
counter  built  to  colossal  scale.  Wal-Mart  didn't  introduce 
supercenter  to  America,  but  it  has  amassed  a  79%  share  o 
categor}'  since  it  moved  into  food  and  drug  retailing  by  ope 
its  first  such  store  in  1988.  Today,  Wal-Mart  operates  1,386 
percenters  and  is  the  nation's  largest  grocer,  with  a  19%  m 
share,  and  its  third-largest  pharmacy,  with  16%. 

Wal-Mart  plans  to  open  1,000  more  supercenters  in  the  1| 
alone  over  the  next  five  years.  Retail  Forward  estimates  that 
supercenter  blitzkrieg  will  boost  Wal-Mart's  grocery  and  rel 
revenues  to  $162  billion  from  the  current  $82  billion, 
control  over  35%  of  U.S.  food  sales  and  25%  of  drugstore 
Market-share  gains  of  such  magnitude  in  a  slow-growth  b 
necessarily  will  come  at  the  expense  of  established  competitoi 
especially  the  unionized  ones,  which  pay  their  workers  30%  m 
on  average  than  Wal-Mart  does,  according  to  the  UFCW'.  Re 
Forward  predicts  that  for  every  new  supercenter  that  Wal-N 
opens,  two  supermarkets  will  close,  or  2,000  all  told. 

To  the  low-price,  low-cost  operator  go  the  spoils.  Isn't  that  h 
capitalism  is  supposed  to  work?  Certainly,  the  supercenterini 
America  can  be  expected  to  result  in  huge  savings  at  the  cash  r 
ister.  On  average,  a  Wal-Mart  supercenter  oflfers  prices  14%  beii 

its  rivals',  according  to  a  2(! 
MINOR  MATTERS  Wal-Mart     study  by  UBS  Warburg, 
has  eliminated  titles  it  However,  those  everyday  1 

considers  bad  for  kids  prices  come  at  a  cost  As  the  nu 


108    BusinessWeek  i  October  6.  2003 


iters.com/knownow 


RULE  #3: 

FiCATlOfJ 


Are  you  in  or  out?  Reuters  double  checks  its  facts     RPIITFR^  5!^ 
'^      so  vou  can  make  a  call  with  confidence.     "^  ^  ^^  ■  t  r%  ^  •:^ 


.•♦# 


KNOW.  NOW. 


COVER  STORY 


The  "Made  in  America"  campaign  started  by 
Sam  Walton  in  the  '80s  has  been  de-emphasized 


ber  of  supermarkets  shrinks,  more  shoppers  will  have  to  travel 
farther  from  home  and  will  find  their  buying  increasingly  re- 
stricted to  merchandise  that  Wal-Mart  chooses  to  sell— a  grow- 
ing percentage  of  which  may  be  the  retailer's  private-label 
goods,  which  now  accoimt  for  nearly  20%  of  sales.  Meanwhile, 
the  failure  of  hundreds  of  stores  will  cost  their  owners  dearly 
and  put  thousands  out  of  work,  only  some  of  whom  will  find 
jobs  at  Wal-Mart,  most  likely  at  lower  pay.  "It  will  be  a  sad  day 
in  this  covmtry  if  we  wake  up  one  morning  and  all  we  find  is  a 
Wal-Mart  on  every  comer,"  says  Gary  E.  Hawkins,  CEO  of 
Green  Hills,  a  family- owned  supermarket  in  Syracuse,  N.Y. 

For  supphers,  too,  Wal-Mart's  relendess  pricing  pressure  is  a 
mixed  blessing.  "If  you  are  good  with  data,  are  sophisticated, 
and  have  scale,  Wal-Mart  shovild  be  one  of  your  most  profitable 
customers,"  says  a  retired  consiuner-products  executive.  Unlike 
many  retailers,  the  company  does  not  charge  "slotting  fees"  for 
access  to  its  shelves  and  is  unusually  generous  in  sharing  sales 
data  with  manufacturers.  In  re- 
turn, though,  Wal-Mart  not  only 
dictates  delivery  schedules  and  in- 
ventory levels  but  also  heavily  in- 
fluences product  specifications.  In 
the  end,  many  suppUers  have  to 
choose  between  designing  goods 
their  way  or  the  Wal-Mart  way. 
"Wal-Mart  really  is  about  driving 
the  cost  of  a  product  down,"  says 
James  A,  Wier,  CEO  of  Simplicity 
Manufacturing,  a  lawn-mower 
maker  that  decided  to  stop  selling 
to  Wal-Mart  last  fall.  "When  you 
drive  the  cost  of  a  product  down, 
you  really  can't  deliver  the  high- 
quahty  product  like  we  have." 

Critics  also  argue  that  Wal- 
Mart's  intensifying  global  ptirsuit 
of  low-cost  goods  is  partly  to  blame 
for  the  accelerating  loss  of  U.S. 
manufacturing  jobs  to  China  and 
other  low- wage  nations.  "It's  hard 
to  tease  out,  but  Wal-Mart  is  defi- 
nitely part  of  the  dynamic,  and  giv- 
en its  market  share  and  power, 
probably  a  significant  part,"  says  Jared  Bernstein,  a  labor  econo- 
mist at  the  Uberal  Economic  Policy  Institute.  The  $12  biUion 
worth  of  Chinese  goods  Wal-Mart  bought  in  2002  represented 
10%  of  all  U.S.  imports  from  China. 

For  obvious  reasons,  Wal-Mart  has  de-emphasized  the 
"Made  in  America"  campaign  that  founder  Sam  Walton  start- 
ed in  the  mid-1980s  to  great  promotional  effect.  "Where  we 
have  the  option  to  source  domestically  we  do,"  says  Ken  Eaton, 
Wa]  Marrs  senior  vice-president  for  global  procurement. 
However,  he  adds,  "there  are  certain  businesses,  particularly  in 
the  U.S.,  where  you  just  can't  buy  domestically  anymore  to  the 
scale  and  value  we  need."  In  recent  years,  Wal-Mart  increas- 
ingly has  sought  additional  cost  advantages  by  bypassing 


middlemen  and  buying  finished  goods  and  raw  materials : 
foreign  manufacturers.  By  contracting  directly  with  a  hanj 
of  denim  manufacturers  in  Southeast  Asia,  the  company  [ 
driven  down  the  retail  price  of  the  George  brand  jeans  it  se 
Britain  and  Germany  to  $7.85  from  $26.67.  Says  Eaton:  "| 
mind-set  around  here  is,  we're  agents  for  our  customers. 


"THE  WAL-MART  PHENOMENON" 

WAL-MART'S    PHILOSOPHY   DOESN'T   CUT   any   ice 
Wilbur  L.  Ross  Jr.,  a  financier  and  steel  tycoon  who  soon 
close  on  the  purchase  of  beleaguered  textile  manufac 
Burhngton  Industries  Inc.  Ross  contends  that  Wal-Ma 
costing  Americans  jobs  "not  only  as  a  business  strategy,  bv 
a  lobbying  strategy"— that  is,  by  using  its  influence  in  W^ 
ington  to  oppose  import  tariffs  and  quotas  and  promote : 
trade  pacts  with  Third  World  cc 
tries,  including  the  Southeast 
countries  that  supply  Wal-Mart 
denim.  "Everybody  is  now  set 
around  trying  to  find  the  lowest ; 
points,"   Ross  complains.  "It's 
Wal-Mart  phenomenon." 

High  on  a  wall  inside  Wal-I 
headquarters  is  a  paper  baimer  wi  j 
provocative  question  in  big  block  [ 
ters:  "Who's  taking  yoiu*  customejj 
Beneath  it,  "Wanted"  poster 
hang  photos  of  the  CEOs  of  two  dc 
of  America's  largest  retailers— Ta 
Kroger,  Wiim-Dixie  Stores,  Walgrd 
and  so  on.  None  looks  very  happy,  ]| 
haps  because  they  know  that  the  c| 
way  to  get  off  the  wall  is  to  fail  utte 
Although  Kmart  is  reorganizing  i 
the  federal  bankruptcy  code,  a  phot 
its  CEO  continues  to  hang  in  V 
Mart's  rogues'  gallery  and  no  dc 
will  remain  there  for  as  long  as  Kn 
operates  even  a  single  store. 

Growth  will  only  add  to  the  cl 

that  the  Bentonville  colossus 

wields.  There  might  well  come  a  ■ 

though,  when  Wal-Mart's  size  pose 

much  of  a  threat  to  the  company  it 

as  it  does  to  outsiders.  "Their  big{ 

danger  is  just  managing  size,"  observes  a  longtime  supp 

Adds  Babson  College's  Hoopes:  "The  history  of  the  last 

years  in  retailing  would  say  that  if  you  don't  like  Wal-Mart 

patient.  There  will  be  new  models  eventually  that  will  do  V  f 

Mart  in,  and  Wal-Mart  won't  see  it  coming."  Right  now,  thou 

Wal-Mart's  day  of  reckoning  seems  a  very  long  way  off.  ■     < 

-With  Diane  Brady,  Mike  France,  Tom  Lowry,  Nanette  Byr 

and  Susan  Zegel  in  New  York;  Michael  Amdt,  Robert  Ber 

and  Ann  Therese  Palmer  in  Chicago;  and  bureau  rep 


'.  Wal-Mart  needs 
to  replace  616,000 
workers  this  year 
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>U*RE  LOOKING  AT  THE 
MOST  POWERFUL  ECONOMIC 
FORCE  IN  THE  COUNTRY: 
THE  AMERICAN  DREAM. 


The  population  is  growing  and  with  it  the  American  Dream  of  homeownership.  In  fact,  every 
eight  seconds  a  baby  is  born  in  this  country  —  that's  four  milUon  babies  a  year.  This  combined 
with  the  miUions  of  famiUes  that  move  to  our  country  in  pursuit  of  the  American  Dream 
makes  for  a  population  that  we  anticipate  will  grow  by  30  million  by  20I0.  And  when  they 
dream  of  owning  a  home,  we'll  be  there.  Because  as  the  American  Dream  grows,  so  do  we™ 

'^^^^^  ^FannieMae 

www.fanniemae.com 
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Trying  Not  to  Be 
A  Fasnion  Victim 

Despite  a  style  and  operations  revamp^ 
Gap  hasn't  yet  found  its  groove 


OR  PROOF  THAT  GAP  INC. 
no  longer  moves  on  the  infa- 
mous gut  instinct  of  former 
CEO  Millard  S.  "Mickey" 
Drexler,  consider  the  plum- 
colored  argyle  vest  hanging 
on  a  mannequin  in  one  mid- 
town  Manhattan  Gap  store.  Something  so 
dowdy  would  never  have  made  it  in  Mick- 
ey's style-obsessed  Gap.  True,  today  there 
are  no  wild  items  like  pink  Capri  pants 
that  helped  scare  away  core  customers. 
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But  there's  also  less  visual  energy  am 
sea  of  gray,  brown,  and  cream  that 
washed  over  Gap's  fall  merchanc 
Shopper  Catherine  Salvante,  for  on(  B 
unimpressed:    "Putting   argyle   in 
socks  is  one  thing,  but  wearing  it  ac^:. 
my  chest  is  something  else." 

Yet  beneath  the  piles  of  T-shirts 
denim,  a  lot  is  going  on  at  Gap.  Long  sfdis 
as  the  most  troubled  segment  of  Gap 
which  also  includes  the  Old  Navy  and 
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Looking  for  a 
new  direction 
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chain  of  Gap  stores  is  radically 
vamping  how  it  designs  and 
clothes.  Drexler,  who  turned 
into  a  household  name  with  bet 
everything  from  khakis  to  fle  itee 
was   pushed   out  in   Septem  l\ 
2002,  after  sales  slid  at  Gap  Inc.  foi  toe 
consecutive  months.  With  Walt  Dis  is 
Co.  veteran  Paul  Pressler  at  the  helm,  kwh 
mantra  is  more  about  marketing, 
tomer  research,  and  backroom  eflfic  id 
cies.    Dapper    though    he    may 
Pressler  is  largely  hands-oflF  about 
actual  clothes  and  declined  to  be 
terviewed  by  BusinessWeek,  de 
ring  to  executives  like  the  ch; 
new  design  chief  Pina  Fe 
who  left  niche  clothing  br| 
Theory  to  join  in  March. 

Ferlisi's  impact  won't  be  f 
felt  until  Gap  releases  its  cloi 
for  the  spring  season,  althoughl 
holiday  will  bring  in  bolder  col  jp.. 
Her  boss's  new  strategy  is  aire  _ 
showing  up  on  store  shelves  and  j|- 
hind  the  scenes.  Pressler  has    ^f- 
proved  tumaroimd  time,  cut  invent  ^f 
and  squeezed  out  other  costs,  wi  ||)f. 
helped  Gap  Inc.  more  than  triple  its  e?  yc 
ings,  to  $209  miUion,  in  the  second  qi  y: 
ter  ended  Aug.  2,  up  from  $57  miUit^ 
year  earlier.  Gap  Inc.'s  stock  price 
doubled,  to  more  than  $18  per  shL 
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the  lows  it  hit  after  Pressler  came  on 
d  last  fall.  That  compares  with  a  30% 
,)  in  the  Standard  &  Poor's  500  Index. 
I  so,  some  retail  experts  feel  the  mer- 
idise  is  too  derivative  and  uninspired 
ish  sales  higher.  "Boring!"  says  vet- 
;  retail  analyst  Howard  Davidovdtz. 
f  course,  customers  will  have  the  final 
That's  why  the  company  is  refining 
ook,  fit,  and  marketing  strategy  for 
Jap  brand  through  focus  groups,  ex- 
.ve  staff"  surveys,  and  consumer  re- 
th  with  Leo  Burnett  USA.  It  has  di- 
i  its  shoppers  into  several 
gories— such  as  "style  conscious" 
■^updated  classic"  for  women— and  is 
iienting  its  ads  and  products  to  follow 
"We  were  very  product-focused  be- 
"  says  Gap  U.S.  President  Gary  P. 
p.  "This  is  trying  to  balance  the  art 
iat  the  science." 
lam 

oiiiERBUZZ 

in  ;ar,  though,  it's  proving  hard  to 
ac  fashion  with  science.  While  the  par- 
nas  now  had  four  quarters  of  im- 
L"i  ed  earnings,  based  largely  on  mer- 
a?!  idise  developed  under  Drexler,  the 
;ap  Ichain's  U.S.  same-store  sales  in  Au- 
d  were  up  only  1%  over  a  year  earlier. 
!  i  h  despite  easy  comparisons  v^ith  last 
all]  Is  miserable  results,  a  vigorous  back- 
d  thool  environment,  and  a  high-pro- 
:i  lid  campaign  starring  Missy  Elliott 
I  Ml  Madonna.  Greater  buzz  and  cus- 
1 3i  tr  feedback  aren't  yet  paying  off"  at 
;eii  ill.  As  analyst  Richard  E.  Jaffe  of  UBS 
j  stment  Research  argues:  "Con- 
Di  ;rs  are  the  worst  people  in  the  world 
ea  Ik  what  they  want."  TTiey  don't  know 
i§,   they  see  it. 

efi  id  at  Gap,  they're  probably  seeing 
Kv  ucts  that  could  just  as  easily  show 
M  n  the  shelves  of  J.C.  Penney  Co.  or 
lit 


BEYOND 
BASICS 

"Brighter, 
happier" 
clothes  are 
on  the  way 
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Mac/s.  The  fit  is  more 
predictable,  thanks  to 
consumer  research  that 
has  simplified  most 
of  the  women's 
pants  designs  into 
modern  and 
classic  styles. 
There  are  oc- 
casional hits, 
such  as  hot-pink 
coats,  cropped  cor- 
duroys, and  the  retro  ar- 
gyle  look.  There  are  even  hot 
commercials,  •with  Italian  actor 
Raoul  Bova  strutting  around  shirtless  in 
tight  Gap  jeans.  But  so  far  there  are  few 
clothes  that  distinguish  Gap  from  offer- 
ings at  other  chains.  And  more  frequent 
discounts  may  be  training  Gap  cus- 
tomers to  buy  only  during  sales. 

Having  reached  out  for  feedback,  the 
challenge  for  Pressler  is  to  woo  cus- 
tomers with  must-have  clothes.  Few  dis- 
pute his  marketing  expertise,  honed  in 
running  Disney's  massive  theme  park 
and  resorts  unit.  And  Pressler  is  nothing 


Getting  Closer  to 
The  Customer 

Gap  is  doing  things  much  differently  today  than  a 
Z  year  ago.  The  jury  is  still  out,  though,  on  whether 
^f>pREssLER    the  new  strategy  will  spur  sales. 
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:as  orm  marketing 

'eryone  in 

her"),  Gap  now 
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DESIGN  What 
used  to  be  done 
on  gut  instinct  is 
now  based  more 
on  research, 
including  focus 
groups  and  staff 
surveys 


PRODUCTS  Having 

struck  out  with  a 
wide  range  of  color 
and  style  choices, 
Gap  is  zeroing  in 
on  fewer  but 
more  segmented 
offerings 


LEADERSHIP 

Micromanagement 
by  former  CEO 
Drexler  has  been 
replaced  by  new 
boss  Pressler's 
hands-off 
leadership 


if  not  confident,  suggesting  in  a  recent 
earnings  call  that  "the  dynamic  mix  of 
Madonna  and  Missy  Elliott  was  frankly 
brilliant."  But  others  wondered  who 
those  ads  appeal  to  and  note  that  few 
consumers  think  Madonna  actually  buys 
her  pants  at  Gap. 

In  any  case,  grov^lh  ultimately  will  de- 
pend on  Ferlisi's  design  team.  Sure,  she 
wants  to  find  the  next  big  thing.  But  her 
job  is  also  to  make  sure  the  stores  are 
well  stocked  wdth  clothes  in  four  main 
categories:  "basics"  such  as  T-shirts  or 
underwear;  "essential"  wardrobe  buil- 
ders like  black  pants;  "style"  items  that 
make  customers  feel  current;  and 
"trend"  clothes  aimed  at  the  more  daring 
consumer.  The  challenge,  Ferlisi  says,  is 
to  get  the  mix  right  while  inspiring  more 
purchases  through  better  quality,  fabrics, 
and  details.  She  promises  "brighter, 
happier"  clothes  next  season,  arguing 
that  the  chain  can  take  more  risks  now 
that  "the  customer  feels  Gap  is  a  trusted 
friend." 

Maybe  so.  But  Gap  veterans  know  all 
too  well  that,  when  it  comes  to  fashion, 
fHendship  is  fleeting.  ■ 

By  Diane  Brady  in  New  York 
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Dell  PowerEdge™  6650^P  servers  are 
powered  by  Intel*  XebrT  processors. 
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Oell  PowerEdge*  6650  4P  Server  and  Sun  Fire  V480  4P  Server 


Dell  I  Enterprise 

Last  year.  Dell  sold  more  Linux  servers  in  the  U.S.  than  any  other  server  ver 

And  here's  one  reason  why.  In  a  recent  Dell  test,  a  Dell/Oracle®  9//Linux  solution  ru 
an  Intel®  Xeon"  processor-based  Dell  PowerEdge"  6650  4P  server  was  89%  faste 
27%  less  expensive  than  a  Sun  Fire  V480  4P  server  running  an  Oracle  9//Sun  S 
solution.^  To  see  complete  test  results,  go  to  www.dell.com/migration21 . 

There's  little,  if  any,  debate:  Migrating  from  UNIX  to  a  standards-based  solution  lo 
cost  and  increases  flexibility.  Dell  gives  you  both  mind-bending  performance 
unparalleled  expertise,  all  at  a  great  value.  And  the  entire  solution  is  backe 
enterprise  level  24/7  service  and  support. 

The  migration  is  on.  Find  out  how  you  can  make  the  most  of  it  for  your  organization] 
1-866-446-6216  or  go  to  the  Dell  UNIX  Migration  online  calcL 
at  www.dell.com/migration21  to  see  how  a  Dell  solution  can  I 
your  migration  costs  and  help  simplify  the  transition. 
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Click  www.dell.L3m/migration21  Call  1-866-446-621! 

toll  free 
'Based  on  IDC  Quanerly  Server  Tracker.  June  2003.  Tests  by  Oell  in  Januacy  2003  on  baseball  database.  Oell  configura:  c    Del!  PowerEdge  6650  server  with  four  2.0  GHz  Xeon  MP  processors.  Red  Hat  Linux  Advanced  Seae ; 
Year  Gold  Support  Price:  $32,419  (wwwdell.com.  7/1/03).  Sun  configuration:  Sun  Fire  V480  server  with  four  900  MHz  Ull  SPARC  III  processors,  Solaris  9  (12/02  version).  3  Year  Gold  Support.  Price:  $44,646  (www.sun.com.  ifct- 
For  details  and  results,  see:  www  dell  com/migration.  j' 

Intel,  the  Intel  logo  and  Intel  Xeon  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  counuies.  Dell  the  Dell  logo  and  PowerEdge  are  registered  trademarks  of  r 
©2003  Dell  Inc.  All  rights  reserved 
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stab  at 
temming  Spam 

ren  California's  tough  new  law  won't 
the  worst  offenders 
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NATION  OF  E-MAILERS 
is  fed  up  with  the  daily 
deluge  of  spam.  And 
California  is  offering  re- 
lief. Governor  Gray 
Davis  signed  on  Sept.  23 
the  toughest  anti-spam 
h  the  land.  Similar  laws  could  spread 
her  states  and  even  influence  bills 
under  consideration  in  Washington, 
question  for  Netizens,  though,  is 
her  a  slew  of  tough  laws  will  empty 
uited  ads  from  in-boxes. 
lifomia's  law,  scheduled  to  go  into 
:  on  Jan.  1,  will  likely  face  a  host  of  le- 
I  lallenges  from  direct  marketers.  De- 
ll ire  all  but  certain.  But  it  estabUshes  a 
nal  model  with  sharp  teeth.  It  tar- 
not  only  spammers  but  also  the  ad- 
;ers  they  represent.  It  lets  consumers 
\nd  it  threatens  to  bludgeon  spam 
ors  with  fines  of  up  to  $1,000  per 
inted  mail  originating  in  the  state  or 


landing  in  a  CaUfomia  in-box.  For  a 
spammer  who  sends  50  miUion  messages 
a  day,  that's  lots  of  potential  California  H- 
ability,  since  the  Golden  State  accounts 
for  as  much  as  one-fifth  of  U.S.  e-mail. 

But  here's  the  rub:  The  most  egregious 
mail  comes  from  some  200  spammers 
who  are  notoriously  hard  to  locate.  They 
reroute  their  traffic  on  an  hourly  basis,  of- 
ten bouncing  it  off  servers  in  Korea,  Chi- 
na, or  Russia.  And  many  businesses  they 
represent  are  scam  artists,  equally  elusive, 
or  ffy-by-night  snake-oil  merchants  who 
can  work  from  post-office  boxes  offshore. 

And  spam-weary  citizens  can  expect  a 
continued  flow  from  bulk  mailers  who  op- 
erate openly.  These  extend  from  catalog 
companies  and  e-tailers  to  the  vast  direct- 
marketing  industry.  These  mailers  stay  le- 
gal, by  California  standards,  by  following 
an  opt-in  poUcy.  That  is,  folks  who  check 
a  box  to  let  Amazon.com  Inc.  send  mail 
can  expect  to  receive  it.  Fair  enough. 

The  problem  is  that  opt-in  permissions 
can  be  bought  and  sold.  This  greatly  adds 
to  the  potential  for  unwanted  mail.  Many 
Web  surfers  cUck  on  a  sweepstakes  or  soft- 
ware offer  without  reading  the  fine  print. 
With  that,  they  often  unwittingly  opt  in  to 
future  e-mails— not  just  from  the  one 
salesman  but  from  everyone  who  buys  or 
rents  his  Ust.  "I  can  give  you  the  [comput- 
er] address  and  service  that  everyone  on 
my  mailing  lists  signed  up  for,"  says  Annie 
Coryat,  president  of  Grade  Media,  a 
Lighthouse  Point  (Fla.)  company  that 
sends  out  20  miUion  e-mail  ads  a  day. 

California's  law  could  lead  to  a  flood  of 
lawsuits  against  direct  marketers,  rocking 
their  industry.  The  focus  there  wiU  be  on 
opt-in  lists,  and  whether  they're  legit. 
Meanwhile,  look  for  criminal  spammers— 
the  ones  who  don't  trouble  themselves 
with  opt-in— to  keep  spewing  their  e-trash. 
There's  no  end  in  sight  to  spam.  ■ 

-By  Stephen  Baker  in  New  York 

October  6.  2003  I  BusinessWeek  I  115 


Visit  www.dell.com/migration21  and  go  to  the 
Dell  UNIX  Migration  online  calculator  for  a  free 
migration  assessment.  Dell  offers  a  host  of  end- 
to-end  migration  services,  including  those  for 
Oracle®  9/.  Call  1-866-446-6216  today  to  speak 
with  a  Dell  representative.  Together,  you  can 
assess  your  individual  needs  and  then  develop  a 
cost-effective  plan  for  UNIX  migration. 
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toll  free 

Click  www.dell.com/migration21 


Government 


COMMENTARY 


BY  RICHARD  S.  DUNHAM  AND  STAN  CROCK 


A  Growing  Gap  in  Bush's  Armor? 

The  Dems  think  he's  vulnerable  on  national  security.  They  should  tread  carefull 


WHILE  PRESIDENT  BUSH 
Struggles  with  an  Iraq 
intervention  that  seems 
increasingly  off  the  rails, 
Democratic  strategists  are 
beginning  to  reexamine  an  ancient 
premise.  For  years,  conventional  wdsdom 
held  that  Democrats  benefited  when  the 
economy  headed  south  and  Republicans 
ruled  when  foreign  policy  was 

uppermost  in  voters'  minds.  Now,  however,  the  Dems  are 
girding  for  the  2004  drive  to  oust  Bush  with  growing 
confidence  in  their  abiUty  to  win  the  debate  over  national 
security.  Small  wonder.  While  laments  over  lost  jobs  remain  a 
staple  on  the  stump,  Democratic  political  pros  suspect  that  the 
economic  landscape  may  improve  substantially  by  2004.  Iraq, 
on  the  other  hand,  looks  like  a  black  hole  that  coiUd  get 
blacker.  "The  real  issue  of  2004  is  national  security,"  says  Bob 
Shrum,  a  top  adviser  to  Presidential  candidate  John  F.  Kerry. 

One  sign  that  Dems  see  an  opening  is  the  SepL  17  decision  of 
retired  General  Wesley  K.  Clark  to  jump  into  the  Presidential 
race  with  a  blast  at  Bush-style  unilateralism.  His  decision  may 


IRAQ 


have  been  hastened  by  a  flurry  of  polls  showing  the  Preside 
vulnerability  on  what  was  once  his  signature  issue.  In  fact,  | 
new  Gallup  Poll  finds  that  public  support  for  intervention  i 
Iraq  has  dropped  from  76%  in  April  to  50%  today.  "If  the 
opposition  party  doesn't  talk  about  [this],  they're  complete j 
idiots,"  says  Democratic  consultant  James  C.  Carville. 

But  witii  the  increasingly  bold  attacks  on  Bush  machi 
comes  an  additional  burden  for  Democratic  hopefuls:  mor^ 
scrutiny  of  their  policy  alternatives.  Already,  Qark  has  flip- 
flopped  on  his  support  for  a  preemptive  war  against  Iraq, ! 
former  Vermont  Governor  Howard  Dean  had  to  back  away  I 
from  suggesting  that  he  might  alter  Bush's  pro-Israel  tilt "] 
awfully  hard  to  keep  track  of  where  Democrats  are,"  says 
Republican  National  Committee  Chairman  Ed  Gillespie.  H^ 
convinced  that  an  assault  on  Commander-in-Chief  Bush ' 
backfire.  Moreover,  Bush's  challengers  have  yet  to  come  upj 
with  compelling  solutions  to  the  Iraq  mess  and  America's 
tarnished  image  around  the  world. 

IRAQ  WOES.  Democrats  were  spUt  on  whether  a  preempt 
war  to  oust  Saddam  Hussein  was  justified.  But  they  all  agrd 
on  one  thing  now:  The  White  House  has  botched  ihe  post-[ 
by  thumbing  its  nose  at  the  U.N.— at  least  until  now— 
and  failing  to  do  proper  occupation  planning.  The  conser 
solution:  a  rapid  turnover  of  power  to  an  indigenous  Iraqi  I 
Governing  Council  and  with  it,  an  infusion  of  U.N.-sanctio| 
peacekeepers  and  aid  money.  Connecticut  Senator  Joseph  ]| 
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SAS,  the  leader  in  business  intelligence  software,  challenges. 


Lead  with  confidence. 
Or  step  out  of  tlie  way. 
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There's  never  been  a  tougher  time  to  run  a  business.  Or  a  better  time  to  lead  one.  With 
confidence.  With  clarity.  With  SAS*^  -  software  that  answers  strategic  business  questions  no 
one  else  can.  So  you  can  understand  customers  instead  of  just  processing  them.  Optimize 
relationships  with  suppliers  instead  of  just  buying  from  them.  And  align  your  organization 
for  the  fiiture  instead  of  waiting  to  react.  To  find  out  why  94%  of  FORTUNE  Global  500* 
companies  rely  on  our  industry-leading  business  intelligence  and  analytics,  visit  our  Web  site. 
Or  call  us  toll  free  1  866  270  5737. 

WWW. sas. com/leadership 
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Government 


NORTH  KOREA 


THREATENING 

On  parade  in 
Pyongyang 


Lieberman  calls  for  Iraqi  self-rule  within  60  days  and 
reconstruction  chores  to  be  assumed  by  a  non-American.  Dean 
says  a  contingent  of  50,000  foreign  troops  could  help  stabilize 
Iraq  and  allow  an  earUer  homecoming  for  American  soldiers. 

Democratic  calls  for  "internationalization"  of  Iraq  are 
appealing,  but  experts  say  it  isn't  as  simple  as  it  sounds.  For 
starters,  many  countries  are  reluctant  to  validate  a  war  they 
view  as  a  breach  of  international  law.  Besides,  France's  dream 
of  a  European  counterweight  to  U.S.  "hyperpower"  means 
that  even  with  Bush's  new  entreaties  to  the  U.N.,  Uttie  in  the 
way  of  troop  contingents  or  aid  money  will  be  provided. 
Similarly,  Dems'  calls  for  a  heavily  Islamic  force  in  Iraq  look 
hke  a  pipe  dream.  Pakistan,  India,  and 
Turkey  have  resisted  pleas  for  troops. 

The  harsh  reality:  While  the  U.N.  can 
help  with  relief  chores,  it  will  be  of  limited 
use  in  counterinsurgency  operations. 
"From  a  pohcy  standpoint,  it  is  unreal- 
istic" to  expect  a  huge  helping  hand  from 
U.S.  aUies,  says  Professor  Michael 
Mandelbaum  of  the  Johns  Hopkins  School 
of  Advanced  International  Studies. 

INFINITE /Nr/MD4.  Democrats  contend 
that  Bush's  initial  reluctance  to  get 
deeply  involved  in  mediating  the  Israeli- 
Palestinian  dispute  contributed  to  the  un- 
raveling of  the  peace  effort  championed 
by  Bill  Clinton.  Dean  would  even  enlist 
Clinton  as  a  top-level  peace  negotiator. 

Trouble  is,  this  overlooks  the  fact  that 
CUnton's  exertions  ended  in  failure.  And 
since  Dems  are  reluctant  to  pressure  the 
Sharon  govermnent  on  contentious  issues 
such  as  Jewish  settiements,  it's  hard  to  see 
how  they  would  do  any  better  than  Bush 
in  breaking  the  bloody  status  quo. 

NO  NUKES.  According  to  Dems,  the 
Administration's  aversion  to  direa  talks 
with  North  Korea  and  Iran  made  it  harder 
to  rein  in  their  nuclear  programs. 
Lieberman  would  resume  Clinton-era  talks 
with  Pyongyang  without  preconditions. 
Dean  would  grant  North  Korea's  demand 
for  a  U.S.  nonaggression  pact. 

But  while  the  Democrats  assail  Bush's 
North  Korea  stance,  his  strategy  of  using 
China  to  pressure  Kim  Jong  II  may  be 
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yielding  progress— albeit  slowly.  In  additio 
experts  note  that  a  yearning  for  a  return  to 
Clintonism  overlooks  the  fact  that  the  Non 
betrayed  the  U.S.  by  launching  a  secret 
weapons  program. 

CHINA  CARD.  Democrats  charge  that  Bus 
coddling  China  for  fear  of  jeopardizing 
lucrative  U.S.  business  deals.  Meantime,  cr 
say,  Beijing  keeps  the  yuan  artificially  low ; 
.  floods  the  U.S.  with  cheap  goods.  The  ans 
for  candidates  such  as  Missouri  Represent^ 
Dick  Gephardt:  limit  market  access  imtil  i 
and  other  "unfair  traders"  get  in  line. 

But  the  Demo -barbs  ignore  a  key  point:  I 
evolving  China  has  become  usefiil  to  the  U 
on  issues  ranging  from  North  Korea  to 
combating  terrorism.  And  a  trade  showdo\ 
now  could  harm  the  global  recovery  and  multinationals' 
prospects  for  expansion. 

For  the  moment,  the  Democrats  are  too  busy  firing 
broadsides  to  pay  much  attention  to  the  complexities  of  the 
issues  they  are  distilling  into  sound-bites.  But  if  one  of  the 
White  House  wannabes  actually  winds  up  in  the  Oval  OflBc 
one  thing  is  certain:  The  victor  will  discover  that  the  real  w 
is  a  lot  more  compUcated  than  it  looked  from  New  Hampsh 
Just  ask  George  W.  Bush.  He  blasted  Clinton's  nation-biiilc 
and  promised  "a  humble  foreign  poUcy"  built  on  global 
alliances.  Soxmds  kind  of  quaint  today,  doesn't  it?  ■ 

-With  Lee  Walczak  in  Washin 

Foreign  Policy  Flash  Point 

The  Democratic 
Presidential 
candidates  all 
skewer  President 
Bush's  handling  of 
foreign  policy,  but 
how  would  they 
handle  things 
differently? 


IRAQ  Democrats  are  willing  to  trade  some  degree  of  control 
over  postwar  Iraq  in  exchange  for  international  financial 
assistance  and  the  sort  of  broader  multinational  force  Clark 
advocated  before  the  invasion.  Only  Lieberman  would  increaa 
the  U.S.  military  presence^ 

THE  MIDEAST  Democrats  accuse  Bush  of  squandering  the 
best  chance  in  a  generation  to  bring  peace  to  Israel  and 
Palestine.  They  say  that,  unlike  Clinton,  he  has  not  been 
sufficiently  involved  in  the  peace  process  and  has  been 
unwilling  to  invest  enough  time  and  prestige  to  save  his  ill-fate 
"road  map."  Dean  would  draft  Clinton  as  an  emissary. 


NORTH  KOREA  Dems  say  Bush  provoked  the  North's 
escalation  by  walking  away  from  bilateral  negotiations  startec 
by  the  Clinton  Administration.  Dean  says  he'd  promise  not  to 
invade  the  North  in  exchange  for  a  return  to  real  dialogue 
-something  the  White  House  won't  consider  until  Kim  Jong  II 
agrees  to  abandon  his  nuclear  program. 


m 


CLARK  DEAN 


CHINA  Bush  is  soft  on  China,  his  challengers  charge,  becausi 
he  doesn't  want  to  jeopardize  U.S.  business  ties.  As  a  result, 
they  say,  China  is  manipulating  its  currency,  failing  to  live  upt 
trade  agreements,  and  abusing  human  rights.  Kerry  would  as 
the  WTO  to  crack  down  on  China  for  unfair  trade  practices 


E. 


KERieY 


GEPHARDT 


TRADE  Bidding  for  union  votes,  the  Democratic  field  has 
abandoned  the  free-trade  rhetoric  of  the  Clinton  years  to 
embrace  the  concept  of  "fair  trade."  All  would  demand  labor  a 
environmental  protections  as  a  condition  of  future  trade  pacts 
Gephardt  and  Dean  would  seek  to  reopen  current  agreements 
wring  concessions  from  trading  partners. 
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SAS,  the  leader  in  business  intelligence  software,  challenges. 


Predict  outcomes  with  confidenca 
Or  become  yesterday's  news.  ~ 
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iNTERPRISE  INTELLIGENCE 
SUPPLIER  INTELLIGENCE 

NIZATIONAL  intelligence 
CUSTOMER  intelligence 

ELLIGENCE  ARCHITECTURE 


Why  do  forward-looking  companies,  including  94%  of  the  FORTUNE  Global  500*  rely  on  SAS? 
Because  our  software  provides  the  complete  vision  to  learn  fi-om  the  past,  monitor  and  communicate 
the  present,  and  gain  insight  into  the  fiiture.  SAS*  lets  you  predict  customer  behavior  instead  of  just 
reacting  to  it.  Anticipate  supplier  risk  instead  of  just  projecting  spend.  And  foresee  change  rather  than 
second-guessing  outcomes.  To  find  out  how  SAS  can  help  you  control  costs,  drive  revenue  and 
achieve  capital  efficiency,  visit  our  Web  site.  Or  call  us  toll  fi-ee  1  866  270  5737. 

www.sas.com/predict 


The  Power  to  Know^ 


SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  UtA  and  other  countnes  ®  indicates  USA  registration. 
©  2003  SAS  Institute  Inc.  All  rights  reserved.  FORTUNE  is  a  registered  trademark  of  the  FORTUNE  Magazine  Div-ion  of  Time  Inc.      242200US.0703 
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'Take  advantage  of 
the  world's  leading 
telecommunications 
network:  pick  up 
the  phone/' 


John  W.  Sheridan,  President,  Bell  Canada 


Iff  advanced  telecommunications  are  vital  to  your  global  growth,  give  us 
a  call.  •  As  technologies  converge,  leading  players  like  Bell  Canada  ensure  that  Ontario 
is  ahead  of  the  curve.  •  John  Sheridan,  a  specialist  in  the  needs  of  corporate  customers, 
notes  that  "a  sophisticated  telecommunications  infrastructure  ranks  among  the  key 
factors  in  any  expansion  strategy."*  A  guiding  architect  of  Ontario's  infrastructure,  Bell 
promotes  the  idea  of  high  quality  access;  every  business  and  community,  regardless 
of  locale,  connects  to  the  most  advanced  system  in  the  world.  •  Mr.  Sheridan  points 
out  that  "100%  of  Bell's  Local  and  Long  Distance  networks  are  served  by  digital 
switches."  •  And  Bell  offers  Ontario's  businesses  and  consumers  a  full  range  of  the 
most  advanced  communications  services,  including  wired  and  wireless  voice  and  data, 
high-speed  Internet  access,  and  IP-broadband  services.  •  Ontario's  workforce  is 
computer  literate,  readily  available,  and  exceptionally  cost-competitive.*  In  fact,  KPMG 
confirms  that  Ontario  outperforms  both  the  U.S.  and  Europe  on  a  battery  of  key 
business  costs  including  labor,  power,  construction,  and  corporate  taxes.  •  As  home 
to  the  world's  first  long-distance  call,  Ontario's  the  place  to  ring  in  the  future. 


www.2ontario.com 

1  800  819-8701 


Ontmiio 

Canada 

The  Futures  Right  Here 


What's 
Squeezing  Banks 


They're  loaded  up  on  mortgage-backed 
securities-and  the  refi  boom  is  ending 


VER  fTNCE  THE  ^.3RUPT 
interest- iaie  spike  over  the 
summer,  bankc'-s  have  been 
biting  their  fingernails. 
Large  lenders  from  Wash- 
ington Mutual  Inc.  to  Coun- 
trywide Financial  Corp. 
have  trimmed  their  profit  forecasts,  mort- 
gage companies  have  gone  belly-up,  and 
big  investors  in  mortgage-backed  securi- 
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ties  have  lost  their  shirts.  Rates  have  eased 
a  bit  since  then,  but  the  nervousness  re- 
mains. "We're  likely  to  see  a  fairly  large  in- 
terest-rate move  in  the  not-too-distant  fu- 
ture," says  Jeffrey  E.  Gundlach,  who 
manages  $32  billion  in  mortgage-backed 
securities  for  TCW,  an  investment  firm  in 
Los  Angeles.  "It  can  get  much  worse." 

Rates  have  shot  up  before,  of  course, 
but  this  time  things  are  different.  They're 


coming  off  45-year  lows,  after  creatin 
unprecedented  boom  in  mortgage 
nancing,  and  record  issuance  of  n: 
gage-backed  securities  (MBS).  The 
taste  of  just  how  dangerous  the  shock 
be  came  after  the  Federal  Reserve 
short-term  rates  by  0.25  percen 
points  on  June  25,  less  than  expec 
Bond  prices  plimged,  causing  TVea 
and  MBS  yields  to  surge.  In  the  quic 
move  since  1927,  the  yields  on  10-; 
bonds  hit  4.5%  by  the  end  of  Au§ ' 
fi-om  its  low  of  3.1%  on  June  13.  In 
span  of  60  days,  the  Lehman  Brot 
Treasury  Index  lost  11.6%.  t 

The  last  surprise  upsvmig  in  rate;r 
1994,  had  its  casualties,  too— but  tc 
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ar 


;5  trillion  MBS  market 

isses  the  size  of  the 

Treasury  market.  How 

get  so  large?  Instead  of 

ng    mortgages     they 

I    over    recent   years, 

s  sold  them  to  Wall 

t,  which,  in  turn,  bun- 

them  and  created  fixed- 

ne  securities  backed  by 
loan  pools.  MBS  com- 

almosthalfofthe  $3.6 

•n  in  new  bond  offer- 

Jiis  year,  according  to  the  Bond  Mar- 

^sn.  Mutual  funds,  pension  funds, 

endowments  buy  these  securities— 

^o  do  banks.  Financial  institutions 

r  to  hold  them  rather  than  holding 

gages  directly  because  they  offer  di- 

ty  and  hquidity. 

re's  how  the  problem  begins.  When 
rise,  fewer  homeowners  refinance 
istead  stick  with  their  existing  low- 

e  mortgages.  That  means,  on  aver- 

he  loans  that  back  a  particular  secu- 

vill  take  longer  to  pay  off.  So,  a 
ty  that  investors  expected  to  have, 
four-year  maturity  now  has  a  10- 

!xpected  life.  Those  longer-term  as- 
ake  the  institution's  overall  portfo- 
ire  sensitive  to  higher  rates.  Banks 

o  offset  this  increased  risk  by  selling 
long-term  assets,  such  as  Trea- 

;,  which  in  turn  forces  Treasury 
higher.  James  Bianco  of  Bianco  Re- 
i,  a  fixed-income  specialist  in  Chica- 

ys  the  sheer  volume  "drives  interest 

as  much  as  Fed  poUcy." 

IVBALL  EFFECT 

T  IS  THIS  MARKET  that  the  small- 
(tick  in  interest  rates  now  sets  off  a  vi- 
ripple  effect.  For  every  one-half-of-a- 
ntage-point  rise  in  the  10-year 
ury  bond  yield,  MBS  holders  must  re- 
ce  their  portfoho  by  selling  about 
billion  worth  of  Treasuries.  That 
dovm  rates  further  and  forces  banks 
)ther  MBS  holders  to  sell  yet  more 
uries.  "We  have  to  sell  hundreds  of 
as  of  Treasuries  or  their  equivalent, 
he  market  simply  can't  absorb  that 
says  Doug  Greenig,  head  of 
y  mortgage  trading  and  derivatives 
3  Greenwich  Capital.  Selling  pressure 
s  higher  yields,  which  begets  more 

"It's  the  classic  snowball  effect." 
imately,  these  assets  could  put  bank 
ce  sheets  at  risk.  Consider  that  at 
six  sizable  institutions— Commerce 
irp  of  New  Jersey,  Cinciimati's  Fifth 
Bancorp,  Charter  One  Financial  in 
land,  Roslyn  Bancorp  in  Jericho, 
and  Baltimore's  Provident  Bank- 


Now  even 
the  smallest 
uptickin 
rates  sets  off 
a  violent 
ripple  effect 


a 
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shares— have  from  28%  to 
51%  of  their  earning  assets 
in  mortgage-backed  securi- 
ties, according  to  Standard  & 
Poor's.  As  rates  rise,  the  un- 
realized loss  from  the  mar- 
ket value  decline  of  the  MBS 
holdings  could  be  very  high. 
Says  S&P  credit  rating  ana- 
lyst Victoria  Wagner:  "In 
the  past,  banks  that  invested 
their  assets  this  heavily  in 
MBS  experienced  unrealized 
losses  as  high  as  22%  of  total  capital." 

So  far,  most  lenders  are  holding  on  to 
their  MBS  portfoUos.  They  now  own  $706 
billion  in  mortgage-backed  securities, 
according  to  analyst  Adam  Compton  of 
Dresdner  RCM  Global  Investors.  Worse, 
he  says,  half  of  the  MBS  are  backed  by 
fixed-rate  mortgages  of  more  than  15 
years,  making  them  ultrasensitive  to  rate 
changes.  Still,  he  says,  commercial  banks 
have  sold  only  $63  billion  worth  of  mort- 
gage-backeds  through  the  end  of  August. 
Adds  TCW's  Gundlach:  "Banks  either 
have  to  take  some  pain  today,  or  do  noth- 
ing and  expose  themselves  to  three  times 
the  pain  laten" 

How  much  pain  is  anyone's  guess. 
Why?  Because  banks  don't  have  to  ac- 
count for  losses  in  these  securities  unless 
they  sell  them.  "Unforttmately,  we  believe 
the  market  is  using  an  accounting  system 
that  masks  the  impact  of  interest  rate 
changes  on  bank  earnings  and  bank  bal- 
ances sheets,"  says  Morgan  Stanley's 
large-cap  bank  analyst,  Betsy  Graseck,  in 
her  Sept.  19  industry  report. 

The  safest  strategy  for  most  banks  is  to 
hedge  their  mortgage  portfolios.  Thaf  s 
an  expensive  choice  in  the  face  of  dimin- 
ishing profits,  but  a  necessary  one.  Fur- 
ther losses  maybe  averted  if  rates  contin- 


ue to  climb.  Consider  that  during  the  two 
and  a  half  years  of  the  refiboom,  hedging 
cost  the  20th-largest  mortgage  lender- 
Pasadena  (Calif.)-based  IndyMac  Bank- 
corp  Inc.— $372  million  in  earnings  on 
$716  million  of  loans.  Had  it  not  hedged, 
its  margin  on  the  loans  would  have  been 
2.55%,  vs.  1.68%,  says  CEO  Michael  W. 
Perry.  Since  the  end  of  June,  however, 
hedging  has  prevented  $157  million  in 
losses,  he  says.  "You  can  make  a  lot  of 
money  playing  it  a  Uttle  bit  fast  and 
loose,"  he  says  of  competitors  that  don't 
opt  to  hedge.  "But  now  everyone's  risk 
management  is  getting  a  stress  test." 

DOWN  TO  A  TRICKLE 

FAILING  TO  HEDGE  when  rates  are  mov- 
ing against  you— either  up  or  dowTi— can 
put  those  MBS  players  out  of  business. 
Thaf  s  what  happened  to  Capital  Com- 
merce Mortgage,  a  Sacramento  (Calif.) 
mortgage  originator,  which  abruptly 
closed  shop  last  month  after  failing  to 
hedge  against  rising  rates.  Conversely, 
New  Jersey's  Beacon  Hill  Asset  Manage- 
ment lost  $4  billion  and  folded  last  Octo- 
ber after  its  fund  managers  had  taken  a 
large,  highly  leveraged  short  position  in 
U.S.  Treasuries  in  July,  betting  wrongly 
that  interest  rates  would  rise. 

That  banks  wdll  suffer  losses  in  their 
mortgage  portfolios  is  a  given.  The  end  of 
the  refiboom  has  slowed  a  river  of  fees  to 
a  trickle.  Will  other  revenues  pick  up? 
Maybe  an  improving  economy  will  spark 
loan  demand,  but  for  now  commercial 
lending  is  flat.  True,  higher  interest  rates 
ultimately  boost  the  banks'  net  interest 
margins— the  difference  between  a 
bank's  interest  income  and  what  it  pays  to 
depositors.  Until  then,  nails  certainly  wiH 
have  been  bitten  to  the  quick.  ■ 

-By  Mara  Der  Hovanesian  in  New 


TUl^:.^^  A  U54-       NATIONALCITY, 
la  King  A  Hit       KEYCORP 

The  pain  of  rising  interest  rates     Reports  slowdowns  in  mortgage 
is  already  evident                     3gs°:i.t^'^"''°^^^'''' 

CAPITAL 
COMMERCE 

Goes  bankrupt  in  August  after  failing  to 
hedge  against  interest-rate  moves 

ANNALY 
MORTGAGE 

Halves  3Q  dividend  and  reports  losses  of 
about  $50  million  in  previous  quarter 

COUNTRYWIDE                       !  WASHINGTON 
FINANCIAL                                MUTUAL 

Lays  off  565  mortgage  employees  in              Expects  a  third-quarter  loss  from  the 
August  after  loan  volume  drops                    sale  of  mortgage  loans 
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Finance  Bankin 


Tech  IPOs 
Run  Out  of  Tricks 

Now  that  tactics  for  inflating  their  prices 
are  taboo,  deals  are  way  down-and  smaller 


ECHNOLOGY  STOCKS  ARE 
up  40%  since  January. 
Corporate  spending  on 
computer  equipment  is  on 
the  mend.  And  on  Sept. 
23,  Pocatello  (Idaho)- 
based  semiconductor  chip- 
maker  Amis  Holdings  raised  $600  mil- 
Uon  in  the  biggest  tech  initial  public 
ofiFering  since  hard-drive  maker  Seagate 
Technology  was  listed  almost  a  year  ago. 
But  if  there  are  any  investors  who  still 
think  the  days  of  eye-popping  tech  IPOs 
will  return  some  day,  they're  likely  to  be 
disappointed.  As  the  trial  of  ex-Credit 
Suisse  First  Boston  star  tech  banker 
Frank  Quattrone  begins— he  goes  to 
court  on  Sept.  29,  on  obstruction-of-jus- 
tice  charges  he  denies— industry  ob- 
servers from  Wall  Street  to  Sihcon  Valley 
say  tech  banking's  Wild  West  days  are 
gone.  From  now  on,  the  first-day  returns 
on  most  tech  offerings  are  expected  to 
stay  closer  to  earth,  35%  on  average— a 
far  cry  from  the  heady  days  of  1999,  when 
IPOs  shot  up  as  high  as  700%.  Indeed, 
Amis's  offering  rose  a  modest  0.5%  in  its 
first  day  of  trading. 

TAKE  A  NUMBER 

IT  SEEMS  THAT  tech  banking  is  growing 
up.  Just  as  the  junk-bond  business  settled 
down  after  the  collapse  of  Michael  R. 
Milken's  Drexel  Bumham  Lambert  Inc.  in 
1990,  tech  banking  is  evolving  into  a 
more  normalized  operation  at  many  in- 
vestment banks.  One  big  reason  is  that 
most  of  the  tricks  that  Wall  Street  used  to 
piunp  up  IPO  prices  are  now  forbidden. 
Bankers  can  no  longer  help  analysts  get 
fat  bonuses  in  return  for  positive  reports. 
They  cannot  promise  their  IPO  compa- 
nies stellar  research  ratings  or  even  cov- 
erage. And  since  Wall  Street  has  drasti- 
cally    downsized     its      tech-banldng 
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Brave  New  Offerings 

In  the  aftermath  of  the  Wall  Street 

scandals,  tech  investment  banking 

is  changing.  Here's  how: 


FEWER  DEALS  Burned  investors  are  scrutinizing 
tech  companies'  IPOs  more  carefully.  Fewer  companies 
are  meeting  the  higher  bar. 


LOWER  RETURNS  New  rules  are  restraining 
banking  practices  that  guaranteed  big  first-day 
pops  in  IPO  prices. 


TENSE  RELATIONS  Bankers  can  no  longer  promise 
favorable  research  coverage-upsetting  tech 
companies. 


teams— by  70%— bankers  are  pickier 
about  which  potential  IPO  candidates 
they  will  spend  their  time  wooing. 

Many  IPOs  are  not  getting  to  market  at 
all.  Only  10  U.S.  tech  and  Internet-related 
startups  have  gone  pubUc  so  far  this  year, 
down  from  365  in  1999.  In  the  '90s,  the 
average  was  155  a  year,  according  to  re- 


search firm  Dealogic,  and  anything 
that  is  out  of  reach  for  the  foreseeab 
ture.  "I  cannot  see  Morgan  Stanley 
dling  more  than  10  tech  IPOs  a  year,'^ 
Dhiren  Shah,  head  of  global  tech  bar 
at  Morgan  Stanley.  The  firm  handle 
tech  IPOs  in  1999. 

LOOKING  FOR  REVENUES 

MOST  OF  THE  DEALS  getting  don 
much  smaller  these  days.  "The  typic 
billion  market-cap  tech  underwi 
done  in  1999  is  now  a  $100  to  $20C 
hon  market-cap  company,"  says  Wi 
R.  Hambrecht,  who  runs  WR  Hamb 
&  Co.,  an  online  IPO  auction  firm. 

While  tech  banking  is  becoming  i 
dane,  almost  dull,  for  investment  b 
investing  in  tech  IP(; 
riskier  than  ever  for  nr 
managers.  Since  bai 
can't  guarantee  a  hm 
gous  first-day  jirnip,  pr 
sional  investors  are  ext 
ing  more  caution.  1 
days,  bankers  say,  inve 
are  most  interested  in 
panics  that  have  revent 
at  least  $10  million  a  ( 
ter— and  profits.  "Ther 
tually  is  a  strong  deman 
high-quaUty,  seasoned 
tractively  valued  tech 
panics,"  says  Brad  Ko 
co-head  of  tech,  media 
telecom  at  Goldman,  J 
&  Co.  "But  there  are 
few  in  the  pipeline  that 
the  thresholds  require 
today's  markets." 

Certainly,  there  are  j 
that  investors  may  1( 
their  standards  once  a 
as  the  stock  mi 
strengthens.  Amis,  foi 
ample,  is  no  parago 
consistent  profiabihty 
though  it  posted  profk 
three  years,  the  comj 
reported  a  $6.7  miUior 
crating  loss  in  the  qu; 
ended  June  28.  And  oi 
gift  shop  RedEnvei 
which  Usted  on  Sept. 
posted  a  $1  miUion 
during  that  period. 
Still,  thaf  s  a  lot  different  from  the 
investor  frenzy  over  shares  issuec 
startups  with  little  more  than  a  busi 
plan.  The  rules  have  changed.  No  lo 
will  the  shares  of  tech  IPOs  soar  tc 
heavens.  And  that's  healthy. 

-By  Emily  Thornton  in  New  York, 
Faith  Amer  in  Bi 
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This  announcement  appears  as  a  matter  of  record  only. 
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A  middle-market  private  equity  fund  partnering  with  management. 
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Why  a  Falling  Dollar... 


...Makes  Sense 

Letting  the  greenback  drop  will 
narrow  the  yawning  U.S.  trade  deficit 


■L 
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BY  RICH  MILLER 


JUDGING  BY  THE  INITIAL  REACTION  of  global 
financial  markets,  the  call  by  the  U.S.  and  its  Group  of 
Seven  partners  for  more  flexible  currency  rates  was  a 
disaster.  Stock  markets  from  Tokyo  to  New  York  nose- 
dived on  Sept.  22  as  investors  took  fiight  at  the  dollar's 
fall  after  the  G-7  meeting  in  Dubai. 
Hold  on.  From  a  longer-term  standpoint,  the  G-7 
agreement— and  the  weaker  dollar  it  has  already  helped  bring 
about— is  good  for  the  U.S.  and  world  economy.  Provided  it 
doesn't  turn  into  a  rout,  the  dollar's  drop  should  spur  U.S. 
economic  growth  and  help  bring  dovi^  the  bulging  trade 
deficit  by  making  U.S.  exporters  more  competitive  on  world 
markets.  It  should  also  put  any  lingering  fears  of  deflation  to 
rest  by  raising  prices  of  imports,  giving  hard-pressed  U.S. 
manufacturers  sorely  needed  pricing  power.  What's  more,  by 
helping  to  narrow  the  trade  gap,  the  G-7  pact  can  head  off 


moimting  protectionist  pressiu-es  in  Congress,  including 
by  some  members  for  tariffs  that  could  prompt  trade  wars 
Despite  a  lot  of  loose  chatter  in  the  ciurency  markets,  th 
G-7  agreement  is  not  a  replay  of  the  1985  Plaza  Accord,  in 
which  the  U.S.  and  its  aUies  agreed  to  sell  the  dollar 
aggressively  to  drive  down  its  value.  In  some  ways,  the  lat( 
agreement  is  just  the  opposite.  The  G-7,  led  by  U.S.  TVeasu 
Secretary  John  W.  Snow,  wants  the  markets— not 
governments— mainly  to  determine  exchange  rates.  That's  i 
hard  to  argue  with,  given  the  history  of  oflBcial  attempts  to  i 
manage  currencies.  Remember  then-TYeasury  Secretary  Ja 
Baker's  ham-handed  management  of  the  dollar  in  1987  th; 
led  to  the  Oct.  19  stock-market  crash?  And  what  about  the 
Asian  Tigers'  efforts  to  peg  their  ctirrencies  to  the  dollar  th 
led  to  a  region-wide  crisis  a  decade  later? 

Still,  the  G-Zs  advocacy  of  more 
^%#    ^^^^^M    flexible  exchange  rates  is  tantamouj 
I  v\    ^I^^^^H    ^^^^P^^^ce  of  a  weaker  dollar.  Why 
jC^    ^^^^^^B    Because  the  countries  that  are  tryin 
manage  exchange  rates— Japan  anc 
other  export-driven  economies  of 
Asia— are  massively  intervening  in 
markets  to  keep  the  dollar  high  aga 
their  own  currencies.  China,  which 
Continued  on  page 


...Won't  Help 

It'll  scare  off  foreign  investors-and  do 
zilch  to  boost  inefficient  industries 


BY  MICHAEL  J.  MANDEL 


FOR  8  YEARS,  Democratic  and  Repubhcan  Presidents 
alike  have  mostly  followed  a  strong  dollar  policy. 
With  manufacturing  jobs  draining  out  of  the  U.S.  like 
sand  from  an  hourglass,  the  Bush  Administration  has 
broken  with  that  tradition  by  encouraging  the  dollar 
to  fall  against  other  currencies,  particular  those  of  China,  Japan, 
and  other  Asian  exporters.  The  hope  is  that  a  weaker  dollar,  by 
making  imports  more  expensive  at  home  and  U.S.  exports 
cheaper  abroad,  vnH  close  the  trade  gap  and  stop  jobs  from 
going  overseas. 

But  a  falling  dollar  could  have  serious  negative 
consequences  without  actually  fixing  the  problems  that  are 
causing  the  trade  deficit  to  widen.  For  starters,  a  weaker 
currency  could  scare  off  foreign  investors,  depressing  the 
stock  market  and  sending  interest  rates  soaring.  In  the  short 
run,  it  will  also  force  consumers  to  pay  more  for  imports  and 
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drain  off  money  they  could  have  used  for  something  else, 
dampening  grov^^.  What's  more,  currency  manipulatio: 
will  do  nothing  to  fix  the  ftmdamental  problem:  Much  of 
U.S.  manufacturing  has  simply  not  been  iimovating  and 
boosting  productivity  fast  enough  to  compete  effectively  i 
the  global  marketplace. 

Consider  first  the  impact  of  a  falling  dollar  on  foreign 
investors.  The  U.S.  depends  on  an  enormous  flow  of  capita 
into  the  country  to  fimd  everything  from  business  investmi 
to  home  construction  to  the  government  budget  gap.  Over 
last  year,  for  example,  the  U.S.  has  absorbed  roughly  $800 
bilhon  in  foreign  capital,  with  most  of  that  going  into 
corporate  bonds.  Treasury  debt,  and  mortgage-backed 
securities. 

Any  drop  in  the  dollar  big  enough  to  cut  the  trade  defid 

-__^^^^_.-.  -  ,       significantly— say,  15%— would  als( 

^^^^H  greatly  reduce  or  eliminate  the  retu 

.  ^^^m  for  Exuropean  or  Asian  investors  W! 

^_^^^^  put  their  money  into  U.S.  securities 

atmm^  Moreover,  the  prospect  of  ftirther 

^^^^  declines  in  the  dollar  would  encoui 

foreign  investors  to  start  pulling  ov 

their  fimds  from  the  U.S.  stock  and 

bond  markets.  The  outcome  could 

Continued  on  page 


Amazingly,  it  still  fits  in  your  wallet. 
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Finance 


the  biggest  trade  surplus  with  the  U.S.,  has  pegged  its  currency 
rigidly  at  8.3  yuan  to  the  dollar  since  1994. 

During  the  go-go  years  of  the  late  1990s,  a  strong  dollar  was 
in  the  U.S.  interest  Cheap  imports  helped  keep  inflation  down 
and  fill  demand  from  consumers  that  U.S.  companies  couldn't 
meet  because  they  were  already  running  their  plants  flat-out 
Now,  the  situation  is  reversed.  Inflation  is  virtually  nonexistent: 
Excluding  volatile  food  and  energy  costs,  consimier  prices  have 
risen  just  1.3%  over  the  past  year.  Indeed,  the  Federal  Reserve  is 
worried  about  deflation, 
not  inflation.  And  U.S. 
factories  are  running  at 
three-quarters  of  capacity, 
a  40-year  low.  A  weaker 
dollar  would  give  hard- 
pressed  U.S. 

manufacturers  some  relief 
from  low-priced  Asian 
imports,  especially  from 
China.  And  by  boosting 
U.S.  exports,  it  would  also 
give  a  welcome  fillip  to 
U.S.  growth.  WUliam 
Dudley,  chief  economist  at 
Goldman,  Sachs  &  Co., 
says  a  10%  dollar  drop 
would  boost  growth  by 
about  a  half  percentage 
point  in  a  year. 


WHY  A  FALLING 
DOLLAR 
MAKES  SENSE 

A  weakening 
U.S.  currency  will: 

1  Reduce  the  bulging  trade 
deficit  by  making  U.S. 
exports  more  competitive 


2  Avert  the  dangers  of 
deflation  by  raising  the  prices 
of  imported  goods 


3  Defuse  protectionist 
pressures  in  Congress 


Data:  BusinessWeek 


Indeed,  thanks  to  the  gradual  decline  of  the  dollar  that 
started  in  February,  2001,  U.S.  exports  are  already  on  the 
and  in  July  hit  their  highest  level  in  two  years.  Much  of  tt 
U.S.  gain  abroad  has  come  at  the  expense  of  European 
companies,  courtesy  of  a  35%  drop  of  the  dollar  vs.  the  ei 
If  Asian  nations  allow  their  ciurencies  to  appreciate  mon 
against  the  dollar,  that  would  spread  the  pain  that  would 
accompany  the  reduction  in  the  U.S.  trade  deficit.  If  it  als 
spurred  those  countries  to  cut  interest  rates  and  ease  fiscj 
policy  to  boost  demand  at  home  to  make  up  for  the  lost 
exports,  so  much  the  better. 

One  possible  downside:  A  shift  in  Asian  currency  policy 
could  lead  to  higher  interest  rates  in  the  U.S.  Japan,  China 
and  other  Asian  nations  invest  in  U.S.  TVeasury  secmities, 
using  the  dollars  they  buy  to  support  the  greenback.  The  j 
on  the  key  10-year  TVeasiuy  note  ticked  up  on  Sept  22  on 
expectations  of  reduced  Asian  purchases. 

But  the  impact  of  any  such  cutback  is  likely  to  be  mutec 
the  Fed's  determination  to  keep  short-term  interest  rates 
super-low  to  ward  off  even  the  remote  risk  of  deflation.  Wl 
more,  if  s  not  in  Japan's  or  China's  interest  to  force  U.S.  raj 
sharply  higher  by  dumping  Treasuries.  The  last  thing  thi 
want  to  do  is  hurt  the  economy  of  their  largest  export  m 

Global  trade  is  out  of  whack.  After  the  collapse  of  trad 
talks  in  Canciin,  Mexico,  flexible  exchange  rates  are  prob 
the  best  tool  big  economies  have  to  try  to  right  the  balam 
Dubai,  the  G-7  took  an  important  step  toward  putting  th^ 
world  economy  on  a  firmer  footing.  They  should  be 
applauded,  not  jeered.  II 


'e5 


spike  in  interest  rates,  much  greater  diflBculty  in  raising 
money,  and  a  squeeze  on  domestic  growth. 

What  about  the  supposed  benefit  of  reduced  imports  and 
increased  exports?  That  certainly  will  happen  eventually,  but 
it  takes  time  for  exporters  to  gear  up  and  for  retailers  to  shift 
from  foreign  suppliers  to  domestic  alternatives— if,  indeed, 
any  exist  for  many  products.  As  a  result,  in  the  short  run, 
retailers  vvdll  face  higher  costs  when  the  dollar  declines,  which 
they  will  pass  on  to  consmners  as  higher  prices.  That  leaves 
less  money  for  Americans  to  spend  on  domestic  goods  and 
services.  In  effect,  higher  import  prices  serve  as  a  giant  tax, 
hitting  the  U.S.  economy  just  as  it  finally  begins  to  recover. 

Finally,  and  perhaps  most  important,  the  focus  on  the 
strong  dollar  as  the  cause  of  the  trade  deficit  may  miss  the 
point.  The  trade-weighted  level  of  the  dollar  is  about  where  it 
was  at  the  middle  of  1998.  The  trade  deficit  today,  however, 
amounts  to  almost  5%  of  gross  domestic  product,  compared 
with  just  under  2%  in  1997. 

There  are  several  reasons  the  trade  deficit  has  expanded  so 
much,  including  the  consistent  ability  of  the  U.S.  to  grow 
faster  than  Europe  and  Japan.  But  surprisingly,  one  critical 
factor  is  that,  outside  of  high  tech,  productivity  growth  in 
much  of  manufacturing  has  been  a  lot  weaker  than  people 
realize.  According  to  just-released  data  from  the  Bureau  of 
Labor  Statistics,  fully  half  of  the  86  manufacturing  industries 
tracked  by  the  govermnent  had  annual  productivity  growth  of 
2%  or  less  between  1995  and  2001.  One-third  had  productivity 
growth  of  less  than  1%  annually. 

Without  strong  productivity  growth,  it's  hard  for  domestic 
factories  in  these  industries  to  hold  down  costs  and  compete 
effectively  in  global  markets.  Moreover,  the  government's 
figures  also  suggest  a  lack  of  innovation  in  much  of 
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manufacturing.  That  makes  outsovu-cing  much  easier,  sine 
is  a  lot  simpler  to  set  up  factories  abroad  in  industries  whe 
the  production  techniques  are  well  understood  and  not 
changing  very  quickly. 

The  BLS  data  show,  for  example,  that  output  per  hour  i 
the  electrical  equipment  industry  rose  at  only  0.5%  per 
year  from  1995  to  2001.  Not  coincidentally,  imports  of 
generators,  transformers,  and  other  electrical  equipment 
from  China  alone  totaled  more  than  $4.3  billion  in  2002, 
vs.  $2.8  billion  on  1998.  Other  industries  with  low 
productivity  growth  are  domestic  producers  of  industrial 
construction  machinery,  household  furniture,  audio  and 
video  equipment,  and  magnetic  media  such  as  videotapes 

diskettes— and  all  ha^ 
made  significant  sh: 
of  production  oversea 
as  well. 

Expecting  a  lower 
dollar  to  boost  puny 
productivity  is  like 
putting  a  Band-Aid  oi 
amputated  limb.  Eith  QC 
no  further  innovation 
these  industries  is 
possible— in  which  ca 
they  will  inevitably  m 
to  low-cost  countries- 
or  U.S.  manufacnirer; 
are  simply  falling  dov 
on  the  job.  Either  wa) 
a  weaker  greenback 
won't  help.  II 


WHY  A  FALLING 
DOLLAR 
WONT  HELP 

A  weakening 
U.S.  currency  will: 

IMake  foreigners  less  likely 
to  invest  in  the  U.S. 


I  Depress  growth  in  the  short  run 
I  by  increasing  the  cost  of  imports 


3  do  nothing  to  help 
stagnant  productivity  growth 
in  much  of  manufacturing 


Data:  Business  Week 
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I  Affairs  Enforcement 


ht  Talk  From 
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pitzer 

e  New  York  AG  on  the  mutual-fund 
estigations  and  other  issues 


VKING  ON  THE  POWERFUL  FINANCIAL  services  industry  that's 
iquartered  just  steps  from  his  offices  in  Lower  Manhat- 
New  York  State  Attorney  General  EUot  Spitzer  has 
rged  as  the  most  aggressive  shareholder  advocate  in  re- 
memory.  He's  both  die  people's  lawyer  and  the  most  dis- 
i  person  on  Wall  Street.  Just  weeks  after  announcing  a 
iping  inquiry  into  the  mutual-fund  business  and  two  days 
J:  indicting  the  first  alleged  v^ongdoer,  Spitzer  sat  dovm 
Editor-in-Chief  Stephen  B.  Shepard  on  Sept.  18  as  part  of 
Captains  of  Industry  series  at  New  York's  92nd  Street  Y. 


How  optimistic  are  you  that  we  have 
really  changed  the  way  business  is 
done  on  Wali  Street? 

We've  gone  through  a  crisis  of  accounta- 
bility that  spanned  many  sectors;  it  was 
not  merely  Wall  Street.  It  was  govern- 
ment. It  was  not-for-profits.  It  was  reli- 
gious institutions.  It  was  even  the  media. 
We  have  seen  failures  of  governance  that, 
to  a  certain  extent,  reflected  a  larger  soci- 
etal issue,  a  dislocation,  a  disjunction  be- 
tween people  being  put  in  positions  of  au- 
thority and  their  understanding  of  their 
fiduciary  duties. 

Now,  having  gone  through  this  series 
of  scandals,  I  believe  there  has  been  a 
fundamental  change  that  will  last  for 
some  time.  For  one  thing,  the  conse- 
quence of  the  publicity  that  has  attended 
all  the  scandsds  has  shamed  those  who 
were  in  positions  of  governance  to  recon- 
sider their  behavior.  As  a  consequence, 
boards  of  directors  are  acting  in  a  very 
different  manner  today  than  they  were 
two  years  ago. 

In  the  Wall  Street  research 
investigations,  why  didn't  you  try  to 
send  anybody  to  jail? 

When  we  diagnosed  what  was  going  on 
with  respect  to  the  research  problem,  [we 
saw]  that  a  business  model  had  become 
accepted  by  aU  of  the  Wall  Street  firms. 
The  model  had  integrated  research  and 
investment  banking,  which  led  to  subju- 
gation of  research  to  investment  banking 
and  the  complete  loss  of  integrity  of  re- 
search. The  rules  had  become  so  ambigu- 
ous and  the  lack  of  enforcement  of  rules 
of  fiduciary  duty  and  integrity  had  be- 
come so  pervasive  that  everybody  was 
plajing  improperly.  The  rules  themselves 
needed  to  be  changed. 

Changing  the  rules  in  midstream  and 
going  to  the  investment  banks  and  saying, 
"We  are  now  writing  a  new  set  of  rules  for 
you  to  play  by,"  in  a  way  undercut  the  va- 
lidity of  subsequent  criminal  cases.  There 
is  something  problematic  about  saying, 
"We're  changing  the  rules,  but  because 
you're  playing  by  the  old  rules,  we're  send- 
ing you  to  jail."  The  rules  should  have 
been  changed  before  by  other  enforcement 
entities,  but  thaf  s  a  separate  issue. 

Now  fast  forward  to  the  mutual  fund 
context,  where  the  rules  are  unambigu- 
ous, where  what  we  call  late  trading  is 
clearly  defined  as  being  a  criminal  wrong 
and  a  civil  wrong.  That  has  led  to  one 
criminal  charge,  and  there  is  a  good  pos- 
sibihty  there  wiR  be  a  significant  number 
of  other  charges. 

Did  you  ever  think  seriously  that 
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somebody  like  Sandy  Weill  would  be 
indicted? 

I  don't  want  to  personalize  this  to  Sandy, 
so  let  me  tell  you  how  we  viewed  every 
case.  We  examined  every  fact  pattern  to 
determine  whether  an  individual  and/or 
an  institution  had  knowingly  disseminat- 
ed research  that  that  institution  or  that 
individual  did  not  beUeve  to  be  true.  We 
asked:  "Can  we  prove  that  those  who  dis- 
tributed the  research,  those  who  authored 
it,  didn't  beUeve  it,  and  that  they  were 
vmting  and  crafting  this  research  for  an 
ulterior  motive  because  of  the  conflicts  of 
interest?" 

We  considered  [indicting  a  major 
bank]  but  determined  that  even 
though  its  behavior  had  been  highly 
improper  and  theoretically  criminal, 
the  wiser  course  for  the  marketplace, 
for  investors,  for  the  economy,  was  to 
get  agreement  about  a  set  of  rules, 
prospectively  have  a  huge  restitution 
effort  that  is  ongoing,  and  then  go 
forward. 

Oneparticularly  egregious  case  was 
the  tnron  off-balance  sheet 
partnerships  and  their  bankers.  In 
ihis  instance,  there  was  no 
admission  of  guilt,  no  jail  time,  only 
fines.  This  is  not  your  case,  but  what 
do  you  think  about  it? 

I  have  a  policy  of  not  passing  judgment 
on  other  prosecutors'  resolutions.  But 
having  said  that,  I  said  forthrightly  to 
the  CEO  of  a  major  institution:  "Under- 
stand something.  You,  collectively— as 
institutions,  as  CEOs— to  a  certain  ex- 
tent were  given  a  pass  in  the  past  year  or 
two.  It  was  said  to  you,  'the  collateral 
consequences  to  our  economy,  to  thou- 
sands of  employees,  of  bringing  crimi- 
nal actions  against  your  institutions  are 
so  vast  that  we  decided  not  to  do  so,'" 
and  hence  settlements  such  as  the  one 
you  just  described.  I  said:  "Those  days 
are  over.  If  you  have  not  yet  learned  the 
lesson,  my  tolerance  and  the  tolerance 
of  others  who  make  this  determination 
to  give  you  the  pass  next  time  is  dimin- 
ished to  zero." 

You  were  not  in  favor  of  indicting  the 
entire  firm  of  Arthur  Andersen, 
which  subsequently  went  out  of 
business. 

The  consequence  of  indicting  Arthur  An- 
dersen was  we  went  from  five  major  ac- 
counting firms  to  four,  and  60,000  people 
were  thrown  out  of  work.  The  indictment 
was  predicated  on  destruction- of- evi- 
dence charges.  That  destruction  of  evi- 
dence was  criminal.  However,  there  was 
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Sarbanes- 
Qxleymay 
go  too  far 

We  have  to  see 

how  it  plays  out'' 


no  corporate-wide  policy  to  destroy  evi- 
dence. Therefore,  I  felt  that  if  you're  going 
to  indict  the  entire  company  and  destroy 
the  company,  do  it  for  a  policy  that  went 
to  the  core  of  its  business. 

If  you  could  prove  that  fundamentally 
Arthur  Andersen  was  deceptive  with  its 
audit  practices,  then  they  deserved  to  be 
indicted.  But  because  a  small  core  of  in- 
dividuals destroyed  some  evidence,  that 
did  not  speak  to  corruption  throughout 
the  entire  company,  and  should  not  have 
been  a  sufficient  predicate  for  destroying 
the  entire  company. 


There  are  all  kinds  i 
concerns  with  muti 
funds  other  than; 
hours  trading;.  Is  1 
thetipoftheiceber 

We  don't  know  quite ' 
dimensions  of  this 
are,  although  I  will 
that  it  is  radiating  out  £ 
prising     and     discoi 
pace,  meaning  that  the 
other  funds  being  implij 

From  an  investor's  [ 
view,  the  concerns ; 
about  excessive  fees,) 
disclosure  of  fees  am 
trading  costs,  poor 
governance.  Are  you; 
to  get  into  those  thinj 

We  might  take  a 
those  issues,  but  gover 
issues  may  not  be  viok 
of  law  but  issues  of  goc 
bad  practice.  That  is 
the  Securities  &  Excll 
Commission  properly  \| 
say  "here  are  the  gove 
standards  we  expect  y 
live  up  to."  It  may  be 
but  poor  practice. 

Where  do  you  draw  th 
line  about  what  the  SI 
responsibility  is  and  y 
the  state  attorney 
general's  is? 

I  have  always  agreed  th 
need  uniformity  in  terms  of  the  rule 
dictate  how  our  capital  markets  fun' 
We  do  not  want  balkanization, 
would  be  bad  for  capital  formatior 
for  investors,  bad  for  the  economy. 
Having  said  that,  enforcement  h 
ways  been  distributed  among  variou 
ers  of  government  We  have  federal, 
and  local  enforcement.  That  has  bee 
case  since  the  early  part  of  the  last  c 
ry.  In  fact,  the  New  York  State  secu 
laws  preceded  the  federal  laws  by  a 
decade.  We  have  had  this  duality  c 
forcement  for  the  past  80  or  so 
without  confusion  or  dislocation.  Po 
an  instance  where  there  has  been 
sence  of  uniformity  or  where  the  cap 
of  states  to  enforce  state  securities 
has  led  to  an  imfortunate  consequer 
the  capital  markets. 


We  have  just  been  through  this 
situation  with  the  New  York  Stoc 
Exchange  and  Dick  Grasso. 

What  needs  to  be  resolved  are  the  ^i 
eming  problems  at  the  NYSE.  The  ] 
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No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone, 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers 
a  wide  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 

Call  1  888  MY  mLIFE'  or  visit  attwireless.com 


same  phone,  same  number. 


ATBiT  Wireless 


IjK  AT&T  Wireless.  All  Rights  Reserved.  Requires  new  activation  on  a  qualified  plan,  credit  approval,  a  $36  Activation  Fee,  one  or  two-year  agreement,  compatible  device 
175  cancellation  fee.  Service  and  features  not  available  on  all  devices,  rate  plans  or  available  for  purchase  or  use  in  all  areas.  Service  and  rates  only  available  in  select 
tional  locations.  Calling  to  certain  countries  is  blocked.  Not  all  devices  contain  all  international  networks'  frequencies.  Most  worldwide  coverage  when  using  the 

.]{  s  S46.  Usage  is  rounded  up  to  the  next  full  minute.  Unused  monthly  minute  allowances  lost.  Roaming,  additional  minute  and  long  distance  charges,  and  other  restrictions, 
,  universal  connectivity  charge,  surcharges,  assessments  to  defray  costs  for  government  programs,  and  taxes  apply.  Availability  and  reliability  of  service  are  subject  to 
ssion  limiutions.You  will  be  bound  by  the  General  Terms  and  Conditions  and  rate  plan  and  promotional  materials.  Available  countries  and  rates  are  subject  to  change. 
ittwireless.com/internatlonal  for  current  coverage  and  rate  information. 
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is,  and  hopefully  will  continue  to  be,  the 
preeminent  exchange  that  major  compa- 
nies want  and  have  to  be  traded  on.  It 
lends  vitahty  to  otir  economy. 

Do  you  think  regulatory  oversight  of 
the  New  York  Stock  Exchange 
should  be  separated  from  tne 
exchange  itself? 

Has  that  interweaving  of  the  two  .func- 
tions led  to  a  failure  of  regulation?  Yes. 
So  must  the  two  somehow  be  separated  to 
ensure  the  integrity  of  each?  Absolutely. 

[In  general]  I  have  been  very  critical  of 
the  self-regvilatory  organizations,  both  the 
NYSE  and  the  NASD,  for  their  failure  to 
confront  some  of  the  structural  problems. 
Articles  have  been  written  about  the  fail- 
ure of  research  and  the  subjugation  of  re- 
search to  investment  banking,  yet  the 
SROs  did  nothing  about  it. 

You  have  to  beUeve  that  this  was  be- 
cause the  SROs  were  controlled.  Their 
boards  were  dominated  by  the  very  enti- 
ties that  would  have  been  subject  to  that 
regulation.  So  clearly  that  model  is 
flawed.  Something  has  to  be  done  about 
it.  The  SEC  is  looking  at  that  and  looking 
at  it  very  aggressively. 

Are  you  concerned  that  in  a  bid  to 
address  corporate  corruption,  the 

government  through  Sarbanes- 
ixley  has  made  oversight  too 
stringent? 

Absolutely.  The  concern  relates  to  the  vm- 
intended  consequences  of  well-meaning 

statutes Sarbanes-Oxley  may  go  too 

far.  I  hear  complaints  all  the  time  from 
executives,  from  lawyers,  that  too  much 
time  is  being  wasted  on  ministerial  activ- 
ity. We  have  to  see  how  it  plays  out.  There 
will  be  time  to  change  it,  but  we're  wor- 
ried about  that. 

What  do  you  think  about  the  future 
of  hedge  funds? 

There  was  a  fair  bit  of  noise  about 
hedge  fiinds  offered  to  short-sellers, 
and  everybody  said:  "Short-sellers  are 
bad.  Therefore,  regulate  them."  I  don't 
buy  that  logic.  Short-selling  is  healthy 
in  the  marketplace  when  it  is  based 
upon  honestly  held  beliefs.  Indeed,  it 
was  the  short-sellers  who  first  revealed 
the  problems  at  Enron— a  bunch  of 
hedge  funds  that  did  good,  solid  re- 
search that  said:  "Wait  a  minute.  Enron 
is  a  house  of  cards."  And  they  began  to 
short-sell  and  educated  the  rest  of  the 
investing  public.  That  is  good. 

As  hedge  funds  are  made  available  to  a 
broader  base  of  our  society,  and  as  the 
definition   of  sophisticated   investor— 
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which  is  the  sort  of  threshold  you '. 
overcome   to   participate   in   a 
fimd— is  relaxed,  greater  disclosuj 
and  should  be  required  of  hedge 
But  hedge  funds  serve  a  useful  fimj 

In  light  of  the  Iraq  war  and  the 
faltering  economy,  will  corporai 
ethics  receive  the  attention  the! 
deserve  in  the  coming  Presider 
election? 

[The  issue]  has  received  more  attcj 
than  I  ever  thought  it  would.  The  i 
fore  we  announced  the  initiall 
against  Merrill  Lynch  &  Co.  last , 
said:  "Well,  this  will  be  an  interJ 
story  for  a  day  or  two."  I  never  drej 
would  touch  a  nerve  in  the  publii 
che,  as  all  the  other  scandals  hav«| 
pubUc  cares  deeply  because  [it] 
vested.  Elected  officials,  as  a  c 
quence,  will  care. 

Now  that  we're  on  a  political  sul 
how  do  you  get  along  with  [New 
State]  Governor  George  Pabki? 

He's  a  bright  individual  with  wl 
disagree  on  certain  policy  issues, 
have  made  it  my  practice  to  dis 
primarily  in  private.  On  the  other 
where  there  are  theoretical  disa 
ments,  I  will  occasionally  artic 
them,  such  as  I  have  recently  wi 
spect  to  energy  and  education 
Over  time,  there  will  be  more. 


How  do  you  feel  about  his  raisin 
money  for  [House  Majority  Lea 
Tom  Delay  f 

I'm  not  going  to  say  he  can't  exerci 
First  Amendment  rights  to  do  tha 
boy,  I  haven't  seen  Tom  Delay  doing 
thing  terribly  good,  either  for  the  c 
the  state.  Along  the  poUtical  spec 
Tom  DeLay  seems  to  be  rather  far 
where  I  think  most  of  us  are.  So  Fr 
siu-e  why  he's  doing  it.  But  it's  his  cl 
You  won't  find  me  doing  it. 

What  would  you  like  to  do  next? 

What  am  I  doing  in  2006?  I  don't  kr 
have  said,  and  I  will  repeat  it  L 
mantra:  I  am  considering  whether  t 
for  governor  down  the  road.  I  hop< 
will  have  spent  eight  successful  yea 
attorney  general.  I  will  make  the  det' 
nation  in  a  year  or  so.  But  imtil  then 
ing  just  been  reelected,  my  one  job  y 
do  ^lis  job  as  best  I  can.  ■ 
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For  a  video  versior 
of  this  interview  with  New  York  State 
Attorney  General  Eliot  Spitzer,  go  to 
www.businessweek.corn/mediacenter/  C 
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Frank  Gehry 

HighTech  SecT^ 

As  his  renown  reaches  a  peak,  the  visionary  architect 
wants  to  marl(et  the  3-D  software  that  turns  his  complex  id( 
into  precise  blueprints  and  prevents  costly  surprises 


IT  RISES  UKE  AN  ENORMOUS 
Steel  flower  in  downtown  Los 
Angeles.  It's  a  symphony  hall 
for  modem  times,  with  ex- 
posed steel  beams,  bolts  and 
pipes,  stone  floors,  and  blond 
wood,  all  coming  together 
at  improbable  angles.  The 
building's  brushed-steel  skin 
gleams  in  the  Southern  California  sim.  At 
night,  it  falls  ominously  dark,  a  giant 
piece  of  industrial  sculpture  in  the  midst 
of  perfunctory  high-rise  oflBce  buildings. 
Los  Angeles  boosters  are  already  calling 
it  the  city's  Eiffel  Tower.  And  they  can't  help  but  hope  that  it 
might  lead  to  the  renaissance  of  a  downtown  long  ago  margin- 
alized in  the  capital  of  suburban  sprawl. 

The  Walt  Disney  Concert  Hall,  which  opens  on  Oct  23  and 
will  be  the  home  of  the  Los  Angeles  Philharmonic,  is  more  than 
just  a  trophy  property  for  the  Cit}-  of  Angels.  It  is  also  the  culmi- 
nation of  a  16-year  struggle  for  Lhe  building's  architect,  home- 
town hero  Frank  O.  Gehry,  an  experience  thgt  has  convinced 
him  more  than  ever  of  the  need  for  fundamer^al  change  in  how 
buildings  come  to  be.  In  almost  any  project, ,    d  especially  in 
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one  of  this  consequence,  the  relatioj 
among  architects,  contractors, 
cUents  is  difficvilt,  iif  not  downrighlj 
tentious.  The  buildings  usually 
longer  to  complete  than  expec 
cost  much  more  than  calculated, 
may  be  no  other  encotmter  of  cor 
and  art  that  is  as  awkward.  Frank 
Wright,  an  imperious  figure  in  caJ 
cape,  was  fiamous  for  building  beal 
but  unhvable  homes.  Gehry,  wideJ 
garded  as  one  of  the  finest  architecl 
the  planet,  is  a  pragmatic  man.  He  t| 
it  doesn't  have  to  be  that  way. 

That's  where  the  74-year-old  al 
tecfs  new  business,  Gehry  Teck| 
gies,  comes  in.  The  enterprise, 
laimches  this  month,  biulds  or| 
fiirm's  13  years  of  experience 
CATIA,  a  design  software  originalll 
veloped  for  the  aerospace  industry  by  Dassault  Systeml 
France.  Years  ago  (but  not  long  enough  ago  to  have  be| 
full  use  in  designing  the  Disney  Hall),  James  Glymph,  a| 
ior  partner  at  Gehry's  firm,  was  looking  for  a  way  to  help! 


Petals 

The  Walt  Disney 
Concert  Hall 
in  Los  Angeles 
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Flowing 

(clockwise  from  top)  The 
business  school  at  Case 
We^em  Reserve  Univer- 
sity; the  Vitra  furniture 
factory  and  chair  museum 
in  Germany;  the  main 
stage  of  the  Disney  concert 
hall,  new  home  of  the  Los 
Angeles  Philharmonic; 
and  the  Guggenheim 
Museum  in  Bilt)ao,  Spain 


tractors  better  understand  the  de- 
mands of  Gehry's  increasingly 
complicated  designs.  He  chanced 
upon  an  aerospace  engineer  who 
recommended  the  CATIA  soft- 
ware; the  computer  programmers 
on  Gehry's  130-person  staff  have 
since  modified  it  for  architectural 
work.  Now  the  software  brings 
Gehry's  curvy  roofs  and  walls  to 
life  in  three  dimensions:  After  he 
designs  his  buildings,  still  using 
just  cardboard,  wood,  and  paper,  a 
specially  developed  tool  traces  his 
models  and  translates  them  into  3-D  images. 

Perhaps  more  crucially  for  other  architects,  the  software  can 
also  be  used  by  contractors  to  produce  exact  measurements  of 
the  steel,  wood,  and  other  materials  needed  in  a  project.  By 
Unking  dozens  of  such  suppliers  on  a  single  software  platform, 
the  construction  of  complex  buildings  becomes  vastly  more  ef- 
ficient. "They  have  reconceived  the  process  of  construction," 
says  William  Mitchell,  a  longtime  Gehry  collaborator  and  dean 
of  the  school  of  architecture  at  Massachusetts  Institute  of  Tech- 
nology, which  hired  Gehry  to  design  a  computer  center  that  is 
now  under  construction.  Gehry  Technologies  was  formed  to 
provide  training  to  architects  who  buy  the  software  and  related 
programs,  and  the  firm  will  work  with  IBM  to  market  CATIA. 
"We  couldn't  do  what  we  do  without  it,"  says  the  architect,  who 
doesn't  actually  use  a  computer  himself. 

While  he's  at  it,  Gehry  would  also  like  to  see  more  coopera- 
tion between  architects  and  contractors.  In  many  cases,  archi- 
tects hand  over  designs  to  builders,  who  often  prefer  to  have  as 
little  contact  as  possible  with  them  thereafter.  Some  contracts 
even  prohibit  architects  from  going  to  construction  sites.  This, 
they  say,  is  the  best  way  to  prevent  the  architects  from  trying  to 
make  expensive  changes,  the  cost  of  which  is  borne  by  the  con- 
struction company.  Gehry,  however,  works  with  the  builders 
and  contractors  to  cement,  so  to  speak,  the  design  and  budget 
early  on.  "We  spend  a  lot  more  time  with  the  subcontractors  so 
when  we  get  to  the  final  drawings,  we  solve  most  of  the  techni- 
cal problems,"  Gehry  says.  "You  know  where  you  are  going  be- 
fore you  start  construction,  so  you  minimize  the  surprise  from 
the  owner's  standpoint.  You  get  all  the  bad  news  up  front." 

Looking  for  a  Hero 

TO  MOST  PEOPLE,  GEHRY  WILL  ALWAYS  be  knovm  as  the  ar- 
chitect who  found  a  way  to  spectacularly  subvert  the  modernist 
box  that  is  the  foundation  of  most  buUdings,  to  combine  the  ab- 
stract with  the  ordinary  in  a  way  that  is  entirely  functional.  Un- 
til now,  the  Bilbao  Guggenheim  has  been  the  most  famous  ex- 
pression of  this  vision.  But  to  Gehry,  technophobe  though  he  is, 
his  innovations  to  the  process  itself  are  nearly  as  important.  "I 
think  it  could  have  more  of  an  impact,"  he  says.  "Thaf  s  my  lefty 
do-gooder  side." 

Gehry  grew  up  in  Depression-era  Canada,  playing  with  bro- 
ken toasters  and  clocks  in  his  grandfather's  Toronto  hardware 
store;  he  built  imaginary  cities  with  spare  parts.  His  father,  a 
struggling  businessman  seeking  a  better  life,  moved  the  family 
to  Los  Angeles  when  Gehry  was  17.  There,  Gehry  installed  pre- 
fabricated breakfast  nooks  in  houses  by  day  and  studied  fine  arts 
at  the  University  of  Southern  California  at  night.  But  after  ob- 
serving the  flamboyant  California  architect  Raphael  Soriano  at  a 
construction  site,  Gehry  switched  his  focus  to  architecture.  "I 
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came  from  a  very  poor  family.  I  didn't  have  any  hope  of  any- 
thing," Gehry  says.  "You're  always  looking  for  a  hero,  and  he 
was  very  heroic." 

After  graduating  in  1954,  Gehry  made  a  modest  living  de- 
signing small  office  buildings,  shopping  centers,  and  other 
commercial  structures.  He  came  to  appreciate  the  work  of  such 
modem  artists  as  Robert  Rauschenberg  and  Edward  Kienholz, 
who  assembled  works  out  of  objects  they  found  on  the  street.  In 
the  late  1970s,  he  expanded  his  own  simple  Dutch  Colonial 
home  in  Santa  Monica  using  chain-link  fencing,  corrugated 
steel  walls,  and  exposed  wooden  beams.  His  neighbors  hated 
it— one  used  to  take  his  dog  to  relieve  itself  on  the  property. 
Even  today,  those  who  criticize  Gehry's  work  contend  that  his 
buildings  often  clash  with  their  surroundings.  But  the  house 
generated  plenty  of  international  attention.  "I  wasn't  trying  to 
make  a  statement,"  Gehry  says.  "I  had  $50,000  to  do  it.  We  had 
a  kid  and  we  needed  a  bedroom."  But  the  public  reaction,  both 
pro  and  con,  inspired  him.  "I  thought,  There's  an  aesthetic 
leap  here,' "  he  says.  "Why  not  turn  cheap  construction  into  a 
positive?" 


Many  Masters 


IN  1987,  LILLIAN  B.  DISNEY  DONATED  $50  miUion  for  a  new 
state-of-the-art  home  for  the  Los  Angeles  Philharmonic,  and 
Gehry  competed  for  the  project  against  24  other  architects.  At 
the  time,  he  seemed  an  unlikely  choice:  One  civic  leader  told  the 
selection  committee  that  "we  can't  have  a  chain-Unk,  plywood, 
corrugated-metal  concert  hall."  But  others  familiar  with  the 
range  of  Gehry's  work  prevailed,  and  he  was  oflScially  selected 
in  December,  1988. 

Disney  Hall  would  prove  to  be  a  project  with  many  masters. 
Los  Angeles  County,  which  owns  the  land,  wanted  the  complex 
to  include  a  parking  garage  (which  it  does)  and  a  hotel  (which 
it  doesn't)  to  bring  in  more  revenue.  The  Philharmonic  pushed 
for  more  sophisticated  acoustic  features  and  more  space:  The 
walls  and  ceiling  of  the  hall  became  sweeping  and  curved  to 
create  more  "reverb  points,"  and  the  backstage  became  wider 
to  accommodate  visiting  orchestras  and  their  equipment. 

But  an  outside  architect,  hired  to  complete  the  final  drawings 
since  Gehry's  small  firm  couldn't,  had  difficulty  keeping  up  with 
Gehry's  increasingly  complex  designs.  Then  the  Northridge 
earthquake  struck  in  early  1994,  necessitating  a  complete  re- 
design to  meet  new  building-code  standards.  Each  change 
brought  higher  cost  estimates  from  the  building's  contractors. 
By  December,  the  project,  originally  intended  to  be  funded  al- 
most entirely  by  Lilhan  Disney's  $50  miUion  gift,  had  escalated 
to  more  than  five  times  that.  Disney  Hall  ground  to  a  halt. 

Then  a  ftinny  thing  happened.  The  Gehry-designed 
Guggenheim  museum  in  Bilbao,  Spain,  began  attracting  inter- 
national acclaim  even  before  it  was  finished.  The  swooping  steel 
structure,  begun  after  the  Disney  Hall  and  constructed  with  the 
latest  CATLA  software,  was  hailed  as  a  triumph  of  modem  ar- 
chitecture when  it  opened  in  1997  It  was  completed  on  time 
and  on  its  $100  milhon  budget. 

Los  Angeles  leaders,  embarrassed  that  an  unassuming  city 
such  as  Bilbao  could  succeed  where  they  hadn't,  renewed  their 
efforts  to  complete  Gehry's  building.  Then-Mayor  Richard  J.  Ri- 
ordan  enlisted  the  help  of  local  businessman  and  philanthropist 
Eh  Broad.  More  contributions  came  from  the  Disney  family  and 
Walt  Disney  Co.,  as  well  as  other  corporations  and  individuals. 
After  learning  that  the  connunittee  in  charge  of  the  project  want- 
ed to  hire  another  architect  to  finish  the  work  because  of  all  the 
delays,  Gehry  submitted  a  letter  of  resignation.  In  the  end,  Lil- 
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A  Clearer  View 

Gehry  creates  his  unique  buildings,  like  this  I 
computer  center  under  construction  at  MIT] 
^  using  modeling  software  called  CATIA.  His 
new  firm,  Gehry  Technologies,  will  teach 
architects  and  contractors  to  use  it 


IMost 
architectural 
drawings  are 
two-dimensional, 
which,  of  course, 
doesn't  really 
capture  the  depth 
of  the  structure. 


5 

i 


2  Three- 
dimensional 
design 
software,  like  the 
kind  Gehry  uses, 
helps  builders  and 
suppliers  better 
understand  the 
amount  of  material 
required  and  how  a 
the  complex  pieces 
fit  together.  That,  in 
turn,  helps  them 
price  their  services 
more  accurately. 


^ 


^3 


The  result  is 
buildings  that 
benefit  from 
■^  some  of  the  same 
time  and  cost 
advantages  as 
those  created  with 
mass-produced 
construction 
materials. 


Data:  Skanska  USA 
Building  Inc. 


Uan  Disney's  daughter,  Diane  Disney  Miller,  insisted  that  G 
stay  on.  When  he  returned  to  the  project,  Gehry  and  the 
tractors  used  CATIA  to  determine  more  accurately  the  cc 
the  steel,  exterior  metal,  glass,  and  woodwork. 

Today,  at  a  final  price  of  $274  miUion,  Disney  Hall  is  re{ 
ed  as  a  masterpiece.  The  Los  Angeles  Philharmonic  ij 
hottest  ticket  in  town,  and  the  building  is  already  a  destini 
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WITH  ITS  INNOVATIVE  INDEPENDENT  REAR  SUSPENSION  AND  AVAILABLE  ADVANCETRAC    STABILITY  CONTROL 
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LOOK   AGAIN. 
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PEOPLE 


for  tourists.  "Frank  has 
done  it  again,"  says 
Mark  Wigley,  interim 
dean  of  the  Graduate 
School  of  Architecture, 
Planning  &  Preservation 
at  Columbia  University. 
"He  sings  to  us  with 
metal  and  w^ood.  Believe 
it  or  not,  wonderful 
buildings  can  be  built  in 
the  U.S." 

Gehry  has  since  been 
putting  his  software  and 
collaborative  process  to 
good  use  on  other  big 
projects:  the  Peter  B. 
Lewis  building  at  Case 
Western  Reserve  Uni- 
versity, which  is  home  to 
the  business  school  and 
opened  a  year  ago,  and 
the  Ray  &  Maria  Stata 
Center  at  MIT.  The  architect's  detailed  information  on  even  the 
most  complicated  parts  of  the  computer  lab  has  kept  the  proj- 
ect v^dthin  the  final  $300  milhon  budget.  L.  William  Zahner, 
president  of  the  company  that  created  the  steel  fabrication  for 
the  lab,  says:  "If  I  could  buy  stock  in  Mr.  Geluys  firm,  I'd  do  it." 
At  Case  Western,  the  general  contractor,  Hunt  Construction 
Group  Inc.  of  Phoenix,  and  the  subcontractors  all  used  CATIAto 
place  their  bids.  As  a  result,  even  though  the  size  of  the  business 
school  increased  during  the  design  process,  the  building  was 
finished  on  time  and  just  2%  over  the  final  budget  of  $62  mil- 
hon. Hunt  is  now  using  the  software  for  a  Gehry-designed  sci- 
ence center  that  is  under  development  at  Princeton  University. 


Pragmatic 

Gehry's  plywood, 
corrugated-steel, 
and  chain-link  home! 
in  Santa  Monica,  I 

The  person 
have  been  most 
antly  surprised 
business  school's  i 
and    economical 
struction  could  be  ]| 
B.  Lewis  himself, 
in    the    1980s, 
then  the  chief  exe 
of  insurance  giant  | 
gressive    Corp., 
Gehry  to  design  an  \ 
tion   to   his   hoi 
decade  later,  Gel 
Levvis  had  instea 
ceivedofan$80i 
estate— which  Lewis  eventually  decided  was  too  great 
travagance.  He  now  Uves  on  his  yacht  half  the  year.  But  i 
experiments  with  metal  helped  inform  his  design  of  the ' 
museum  (Lewis  is  chairman  of  the  board  of  the  Guggenh^ 
and  they  both  jokingly  refer  to  Gehry's  $5  million  tab  for  ] 
place  as  his  own  genius  award. 

So  it  is  with  years  of  experience,  some  chagrin,  and  ii| 
satisfaction  that  Gehry  says:  "People  don't  want  to  go  grc 
in  the  fog,  they  want  to  know  what  they're  into.  That's 
we  are  trying  to  do."  It's  hard  to  imagine  Frank  Lloyd 
saying  that.  ■ 

-By  Christopher  Palmeri  in  LosArX 


Frank  Owen  Gehry 

In  Depression-era  Canada,  young  Gehry  built  "cities"  from  spare  parts 


BORN  Feb.  28, 1929,  in  Toronto 

EDUCATION  Bachelor  of 
Architecture  degree,  University 
of  Southern  California,  1954; 
dropped  out  of  Harvard's 
graduate  school  of  design  after 
one  year  in  1957. 

POSITION  President,  Gehry 
Partners,  based  in  Marina  del 
Rey,  Calif. 

SOURCES  OF  INSPIRATION 

Tries  to  instill  motion  in 
stationary  objects,  citing 
sources  as  diverse  as  Indian 
Shiva  sculptures  and  the  carp 
his  grandmother  bought  to 
make  gefilte  fish. 

MOST  FAMOUS  BUILDING 

The  1997  Guggenheim  Museum 


in  Bilbao,  Spain.  Increase  in 
tourism  dubbed  "the  Gehry 
effect." 

MOST  NOTORIOUS 
DESIGN  Remodeled  family 
home  in  Santa  Monica  with 
chain-link  fence  and  plywood 
in  the  late  1970s.  The  neighbors 
hated  it. 

FIRST  CURVY  BUILDING 

The  1989  Vitra  furniture  factory 
and  museum  in  Germany. 

ONE  SECRET  TO  HIS 
SUCCESS  Gehry  uses  design 
software  called  CATIA  that 
brings  his  complex  drawings  to 
life  and  allows  contractors  to 
produce  exact  measurements 
of  the  materials  needed. 


LITTLE-KNOWN  FACT  Gehr| 
used  to  play  hockey  regularly 
and  has  hired  many  junior 
architects  who  also  like  to  get 
out  on  the  ice.  K 

FAMILY  Two  daughters  with 
first  wife,  Anita,  who  asked  hit 
to  change  his  last  name  from 
Goldberg.  Two  sons  with 
current  wife,  Berta,  who  serve 
as  the  Gehry  firm's  chief 
financial  officer. 
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Wiseview""'  is  the  new  vision  of  TFT-LCD 


;UNGTFT-LC[f 


Notebook      LCD  Monitor  Mobile  Phone       LCD  TV 


.  front  of  the  biggesm&mes  in  LCD  TVs. 

iusiness  leaders  all  over  the  vyorld  are  turning  to  Samsung's  wisevlew™  _—- ^ 

FT-LCDs.  With  the  most  vivid  viewing  experience  imaginable,  Samsung's  SAMSUNG  DIGiTa/^ 

wiseview™  now  accounts  for  one  out  of  four  TFT-LCDs.  To  learn  more  everyone's  invited 

^out  the  wiseview™  advantage,  visit  us  at  www.samsungTFTLCD.com  y,,,^  samsuna  rom 


www.samsung.com 


trademart?  owned  by  Samsung  Electronics  Co.  Ltd. 


Personal  Business  Photograoh' 


Zooming 
In  on 
Digital 
Zooms 

Panasonic  and  Olympus  offer  the  the  best  of 
a  growing  list  of  choices.  BY  LARRY  ARMSTRONG 


J  *  t  t J 

VftHJU 

*  "^l!j**ffi'  ^*  ~**'*'T:^    *    1 

rMUOMSCNA 
I  Where's  Elvis? 


IT  MUST  BE  THE  PAPARAZZO  IN  ME,  but  I've  always  been 
a  sucker  for  a  camera  with  a  zoom  lens.  A  big  one.  A 
lens  that  can  bring  distant  subjects  breathtakingly 
close,  magnifying  your  snapshots— surreptitiously 
obtained  or  not— 10  times  or  more.  Jin  the  analog  age, 
I  was  the  one  walking  around  with  a  telephoto  lens  bigger 
than  the  camera  itself.  It  was  heavy:  You  needed  one  hand 
to  hold  the  camera  and  the  other  to  support  the  lens.  That 
aU  changed  with  digital  photography :  Because  you're  exposing 


ma: 


X'l 


a  small,  electronic  sensor  instead  ^■ 
35mm  expanse  of  film,  the  big  optic  ^^'^ 
come  small  and  compact.  But  vmtil 
summer,  there  wasn't  much  choice, 
Olympus,  Hewlett-Packard,  and  Pana  ^^^ 
ic  had  consumer  models,  priced  ir 
$400-to-$600  range.  I  set  out  to  exif[c 
what  I  figured  was  an  intriguing 
niche  in  the  digital  camera  market.  V  ""^ 
in  a  month,  however,  four  compani  ^  ^ 
Kodak,  Fuji,  Minolta,  and  Toshiba-  sa: 
troduced  their  first  lOX  optical  z 


The 
CroiA^ded 

Field 

Here  are  some 
promising  contenders 


Fujifilm 

FinePix  S5000 

PRICE  $500 
ZOOM  LENS  lOX 

RESOLUTIONS,!  Tiegapixels 

PROS  &CCNS  Attractive  SLR  lookalike, 

but  image  qi :   y  could  be  better 


Hewlett-Packard 

PhotoSmart  945 

PRICE  $550 
ZOOM  LENS  8X 

RESOLUTION  5.1  megapixels 
PROS  &  CONS  Has  clever  features- 
camera  is  bulky,  and  zoom  motor  is 
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I  Tastes  of  • 

r  the  islands  ■ 


^  yi^  An  upbeat  quarter 
Mr^i  for  fund  investors 


^  C  A  How  to  estimate 
X34  enterprise  value 


^  £J^  Barker:  Steer  clear 
Xw  w  of  Applied  Materiah 
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^^Las.  With  nine  new  ultra-zoom 
,ti(j  s  so  far  this  year,  I  couldn't  keep  up, 
ntj]  Inanaged  to  look  at  five. 
J  ( show  you  the  flexibility  you  can  get 
jjy  ^  big  zoom  lens,  consider  what  I've 
ij^th  these  cameras.  I  took  pictures 
,j[  rformers  on  the  stage  of  the  HoUy- 
j  Bowl  from  my  seat  in  the  nosebleed 
'fl  n.  I  grabbed  a  shot  of  a  fiiend's 
jjjs  hideaway  from  New  Brunswick, 
ij.S  an  inlet  of  the  Bay  of  Fundy.  I  put 
jfier  a  series  of  close-ups— suitable 


re  DX6490 

00 

NSlOX 

ION  4.0  megapixels 
,( CONS  Hard  to  get  a  grip  on  this 
j5;e  fine  model 


for  framing— of  butterflies,  all  shot  with 
no  chance  of  scaring  them  away.  There's 
no  way  that  you  could  do  any  of  that  with 
a  wimpy  3X  zoom  camera. 

My  favorite  cameras  turned  out  to  be 
two  I  started  out  with,  Panasonic's  Lumix 
DMC-FZl,  around  $400,  and  the  Olym- 
pus Camedia  C-740,  about  $450.  (Retail 
prices  can  vary  by  $100  or  more,  so  shop 
carefiilly.)  These  models  are  the  most 
compact  of  the  bunch:  Unlike  the  others, 
they  can  be  carried  in  a  coat  pocket.  They 

Olympus 

Camedia  C-740 

PRICE  $450 
ZOOM  LENS  lOX 
RESOLUTION  3.2  megapixels 
PROS  &  CONS  Pioneering  ultrazoom 
camera  now  is  behind  the  curve 


feel  the  sturdiest,  too,  with  snap-shut 
doors  instead  of  rubber  flaps  to  cover  all 
the  hidden  connectors. 

My  choice  of  the  Panasonic  surprised 
me.  The  company  isn't  known  for  its  dig- 
ital cameras.  At  2  megapbcels,  the  FZl  has 
the  lowest  resolution  in  the  category.  And 
it's  a  point- and-shoot  only  camera:  There 
are  no  manual  controls  for  a  more  serious 
photographer.  If  you  want  control  over 
the  shutter  speed  and  aperture  and 
enough  resolution  to  print  an  8-in.-by-10- 
in.  glossy,  choose  the  equally-compact 
Olympus  C-740— which  inexplicably  has 
no  ability  to  record  sound  for  video  clips 
or  to  narrate  your  still  photos— or  that 
company's  C-750,  a  4-megapLxel  ultra- 
zoom  model  that  costs  about  $100  more. 

But  the  Panasonic  has  a  12X  lens,  the 
biggest  zoom  on  the  market,  and  that  lens 
is  made  by  Leica,  the  gold  standard  for 
camera  optics.  It's  also  the  only  lens  on  a 
digital  still  camera  that  is  optically  stabi- 
lized to  compensate  for  any  movement 
while  you're  taking  the  picture.  That's  im- 
portant, because  it's  difficult  to  hold  a 
camera  steady  enough  to  use  a  long  lens 
at  its  full  range  without  giving  your  snap- 
shots the  jitters— professionals  say  you 
should  wait  to  squeeze  the  shutter  be- 
tween heartbeats.  The  feature  gives  the 
Panasonic  a  definite  edge  in  situations, 
such  as  twilight  telephoto  shots  or  at  dim- 
ly lit  parties,  where  the  other  cameras 
would  require  a  tripod. 

PICK  OUT  THE  FAVORITE 

THE  FUJIFILM,  KODAK,  AND  HP  cam- 
eras are  styled  to  mimic  traditional  sin- 
gle-lens reflex  cameras,  with  a  big  right- 
hand  grip.  In  my  opinion,  Kodak  goofed 
by  putting  the  grip  too  close  to  the  lens,  in 
an  effort  to  make  the  camera  smaller.  I 
couldn't  get  my  fingers  between  the  grip 
and  the  lens,  and  the  camera  never  felt  se- 
cure in  my  hand.  The  slightly  larger  Fuji 
model,  with  its  rubberized  coating,  felt  far 
more  balanced  and  comfortable.  Another 
advantage:  It  can  take  conventional  AA 

Panasonic 

Lumix  DMC-FZl 

PRICE  $400 
ZOOM  LENS  12X 

RESOLUTION  2.0  megapixels 

PROS  &  CONS  The  only  big  zoom  with 

image  stabilization 
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batteries  or  rechargeables,  rather  than  a 
proprietary  one  such  as  Kodak  uses. 

Although  I've  never  been  a  fan  of  HP 
cameras— they're  big,  boxy,  and  slow  to 
record  images— the  new  top-of-the-line 
PhotoSmart  945  is  HP's  best  effort  so  far. 
This  one  has  some  nifty  features  I  wish 
other  camera  makers  would  adopt.  Its  dis- 
play neatly  clears  up  any  confusion  be- 
tween optical  and  digital  zoom.  In  the  op- 
tical mode,  it  shows  the  subject  getting 


closer  as  you  zoom  in  on  it  But  when  you 
use  digital  zoom,  which  kicks  in  when  the 
optical  zoom  reaches  its  limit,  the  camera 
simply  crops  the  edges  of  the  picture  to 
blow  up  the  center.  You  can't  see  this  hap- 
pening in  most  cameras'  displays,  but  HP 
uses  a  yellow  frame  to  show  how  much  of 
the  picture  you  lose  as  you  zoom  in. 

All  of  the  cameras  have  a  flash  that  you 
have  to  pop  up  manually.  And  all  of  diem 
have  an  electronic  viewfinder  instead  of 


an  optical  one:  The  HP  and  Fuji 
have  a  Ught  on  the  front  that  he 
autofocus  do  its  job  even  in  the 
nice  touch. 

You'll  find  these  cameras  a  lot  of  ^ 
whether  you're  a  soccer  parent  want 
pick  out  your  star  halfback  fror 
bleachers  or  whether  you  just  want 
mous  versatiUty  when  you're  comp 
your  snapshots.  In  any  case,  you'll  i 
be  ready  for  your  close-up.  ■ 


Food 


Next-  Generation  Jerk 

Jamaican  cuisine  has  evolved  as  it  has  spread.  BY  GERRY  KHERMOUCH 


WONDERFUL  CULI- 
nary  breeze  has  been 
blowing  in  from  Ja- 
maica. The  depth  of 
Jamaican  cuisine 
should  be  no  sur- 
prise given  the  tropi- 
cal fruits,  vegetables, 
and  spices  that 
emerge  from  the  Caribbean  island's  rich 
volcanic  soil.  The  result  has  enhvened 
restaurant  menus  and  given  Americans 
new  seasonings  to  zest  up  ordinary 
meals. 

When  you  mention  Jamaican  cooking, 
you're  talking  first  and  foremost  about  the 
spicy,  pit-barbecue  style  called  jerk.  The 
method  of  preparing  meat  with  a  dry  rub, 
using  scorching-hot  Scotch  bonnet  pep- 
pers, was  developed  by  runaway  slaves  to 
spice  up  the  wild  boars  they  chased  dovm 
while  hiding  in  the  Blue  Mountains.  Over 
the  centuries,  the  recipe  picked  up  other 
peppers,  garlic,  paprika,  wild  cirmamon, 
and  allspice.  But  only 
recently  has  the  in- 
tensely aromatic  jerk 
mixture  moved  off  the 
streets  and  into  restau- 
rants. Even  in  Jamaica, 
"it  only  just  hit  the  din- 
ing table  in  the  past  20 
years,"  says  Virginia 
Burke,  marketing  direc- 
tor of  the  Walkerswood 
line  of  seasonings  and 
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BLACK  GROUPER 

At  Ortanique's 
three  restaurants 


author  of  Walkerswood 
Caribbean  Kitchen  (Si- 
mon &  Schuster). 

Lately,  chefs  have 
been  finding  more  var- 
ied ways  to  use  jerk 
seasoning— for  sushi, 
alligator,  or  sweet  po- 
tato fries.  The  Or- 
tanique  restaurants,  in 
Coral  Gables,  Fla., 
Washington,  and  Las 
Vegas,  even  serve  jerk- 
rubbed  Hudson  Valley 
foie  gras. 

Meanwhile,  Ja- 
maican cuisine  in  general  has  been  get- 
ting lighter  and  more  healthful,  relying 
less  on  coconut  oil  and  starchy  yams,  cas- 
sava, and  breadfriait.  Jamaican  cooks 
have  rediscovered  their  native  tangy 
fhiits,  including  ackee  (the  reddish-yel- 
low fhiit  of  an  evergreen  tree),  carambo- 
la  (or  star  fhiit),  and  ortanique  (a  cross 
between  an  orange  and  a  tangerine). 

FROM  THE  SOURCE 

IN  THE  U.S.,  JAMAICAN-INSPIRED  dish- 
es are  popping  up  in  restaurants  every- 
where. At  the  high  end,  you  can't  do  bet- 
ter than  Ortanique.  More  mainstream, 
the  Hops  Grillhouse  &  Brewery  chain  of 
74  brew  pubs,  mainly  in  the  Southeast, 
has  a  Jamaican  chicken  marinated  in 
pineapple,  ginger,  and  soy.  Darden 
Restaurants'  30  Bahama  Breezes  are  also 


popularizing    West    Indian    cool 
Cities  with  a  major  Jamaican  po{ ; 
tion,  such  as  New  York  and  Toronto,  ■ 
the  most  authentic  food.  One  favori 
Manhattan's  Chelsea  district  is  N 
(212  807-6411).  Its  intensely  spiced  c 
es  led  one  diner  to  swear  in  the  Za^ 
guidebook  that  "they  could  jerk  my 
and  I'd  eat  it."  Brooklyn's  Boerum 
neighborhood    boasts    the    storef 
Brawta  Caribbean  Cafe  (718  855-5.' 
In  Toronto,  check  out  The  Real  Jerk 
463-6055). 

For  those  who'd  like  to  try  Jama 
cooking  at  home,  many  upscale  grc 
carry  the  Jamaica-grown  Walkersv 
and  Busha  Browne's  seasonings.  Ket 
mind  that  Jamaican  cuisine  doesn't ! 
to  be  scorching.  Just  keep  a  hght  han 
that  bottle  of  jerk  sauce.  ■ 


American  Focus 


intensity  of  our  concentration  in  need  of  separate  accounts,  an  advisor  looking  for 


:not  be  overstated. 


multiclass  pricing  or  an  individual  investor  wanting 


lerican  Century,  we're  focused  on  one  thing:  managing  mutual  funds.  Which  brings  us  to  what  we  don't  do: 

tments.  Any  way  you  work  with  us,  you  benefit  from  We  don't  stray  from  our  mission  by  lending  money  or 


ctive  approach  to  investment  management.  Which 
\s  you  can  be  assured  that  we  are  always  striving  to 
mize  your  returns.  Whether  you're  a  large  institution 


underwriting  securities.  To  learn  more,  please  ask  your 


financial  advisor  or  call  1-877-44-AMCEN.  Because  your 


performance  has  our  complete  and  undivided  attention. 


3a//  1-877-44-AMCEN  or  visit  mww.americancentury.com  to  obtain  a  prospectus  with  more  complete  infar- 
including  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money, 
m  Century  Investment  Services,  Inc.  ©2003  American  Century  Services  Corporation 
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[ANOTHER   REASON   PSEG   HAS   WALL    STREET'S   ATTENTION] 


In  the  end,  the  team  with  the  most  runs,  not  home  runs,  wins.  That's 


been  our  game  plan  at  PSEG  for  one  hundred  years.  Our  corporate 


style  is  to  stick  to  what  we  know  best.  We  go  for  singles  and  doubles. 


Rather  than  swing  for  the  fences.  Besides,  our  portfolio  of  businesses 


gives  us  a  balanced  lineup  of  performers,   including  a  New  Jersey 


utility,   a  Northeast   generating  company  and   other  energy  related 


businesses.  And  as  our  overall  earnings  record  suggests,   good 


things  happen  when  you  cover  all  the  bases. 


PSEG 

We  make  things  work  for  yotu 


www.pseg.com 


Personal  Business  Mutua  Funds 


mid  Turmoil^ 
Linds  Take  Off 

ng  the  third  quarter,  equities  rallied 

storm.  BY  LEWIS  BRAHAM 


30SITIVE  RETURNS 
may  be  the  one  saving 
grace  for  mutual  funds 
this  year.  State  and  fed- 
eral regulators'  probes 
of  trading  practices  at 
such  fiind  giants  as 
Janus  and  Nations 
I  Funds  have  mired  the 

iz  in  its  worst  scandal  in  decades, 
Jl  markets  tend  to  svv^eep  a  lot  of 


nastiness  under  the  rug. 
Across  the  board,  equity 
funds  have  rallied,  and 
bond  funds  have  held  their 
own  despite  a  rise  in  inter- 
est rates.  The  average  diversified  U.S. 
stock  fund  is  up  9.4%  in  the  third  quarter 
(through  Sept.  19)  and  24.1%  this  year, 
beating  the  Standard  &  Poor's  500-stock 
index's  6.7%  and  19.2%,  respectively.  In- 
ternational stock  funds  have  done  even 


st-Performing  Equity  Funds 


TOTAL  RETURN' 

nds  Semicond.  Ultra.  Inv. 
ler  Gold  &  Precious  Metals  S 

52.39% 
46.68 

nds  Ultra  Japan  Inv. 

sbaj  inv.  World  Prec.  Minerals 

>lds 

41.35 
37.64 
37.14 

Technology  Value 
ews  Japan 

35.97 
34.71 

nds  Ultra  Small  Cap  Inv. 

33.83 

r  Technology 
apan  Fund  S 

32.58 
32.48 

obal  Inv.  Gold  Shares 
.  Precious  Metals  &  Minerals 
nds  Precious  Metals  Ultra.  Inv. 
land  Technology  Value 

32.43 

32.35 
32.12 
32.01 

inds  UltraOTC  ProFund  Inv. 

31.95 

1  Internet 

31.71 

( Dynamic  Velocity  100 

31.64 

Emerging  Growth  Instl. 

31.63 

ternet  Age 

31.25 

K  Large  Cap  Japan 

31.06 

nheimer  Gold  &  Spec.  Minerals  A 

30.24 

>pen 

29.98 

formation  Age 

29.37 

weis  Micro  Cap 

29.36 

nbia  Technology  Z 

29.34 

FUND  TOTAL  RETURN* 

Rydex  Electronics  Inv.  29.34% 

iShares  Goldman  Sachs  Semicon.  Idx.  29.32 

Matthews  Asian  Technology  29.28 

Winslow  Green  Growth  29.27 

Van  Eck  Intl.  Investors  Gold  A  29.13 

iShares  Goldman  Sachs  Netwkg.  Idx.  28.72 

Oberweis  Emerging  Growth  28.63 

American  Heritage  28.57 

Evergreen  Precious  Metals  Holdings  I  28.23 

ICON  Information  Technology  28.10 

Emerald  Select  Technology  A  2784 

AXP  Precious  Metals  A  2766 

GabelliGold  2757 

Ameristock  Focused  Value  2738 

Tocqueville  Gold  2725 

Turner  New  Enterprise  2725 

Firsthand  Technology  Innovators  2710 

Reynolds  Opportunity  26.99 

Navellier  Perf.  Aggress.  Micro  Cap  26.97 

Fidelity  Japan  Small  Co.  26.87 

Dreyfus  Founders  Passport  F  26.78 

Oppenheimer  Emerging  Growth  Y  26.63 

PBHG  Emerging  Growth  26.52 

Fifth  Third  Technology  Inv.  A  26.47 

Fidelity  Advisor  Electronics  A  26.41 


30-Sept.  19,  2003.  Appreciation  pius  reinvestment  of  dividends  and  capital  gains  before  taxes 


Data:  Standard  &  Poor's 


better,  up  11.9%  this  quarter  and  24.2% 
for  the  year,  thanks  to  rallies  overseas- 
even  in  the  long-suffering  Japanese  stock 
market. 

Whether  the  bull  market  will  last  re- 
mains to  be  seen,  but  one  thing  is  certain: 
Investors'  appetite  for  risk  has  returned. 
In  August,  for  instance,  stock  funds  re- 
ceived $26  billion  in  new  cash,  the  third- 
largest  monthly  inflow  in  three  years. 
Meanwhile,  aU  of  the  most  volatile  funds 
are  topping  performance  charts.  Even 
technology  and  emerging-market  funds 
are  back  in  vogue. 

Those  who  flocked  to  blue  chips  with 
pristine  balance  sheets  during  the  bear 
market  are  now  betting  that  improving 
business  conditions  will  lift  the  for- 
tunes of  smaller,  weaker  companies. 
"Lower- quality  stocks  of  companies 
without  earnings  and  higher  debt  have 
performed  better  than  higher-quality 
ones  this  year,"  says  John  Montgomery, 
portfolio  manager  of  Bridgeway  Ultra 
Small  Company  Fund.  "That's  typical 
during  the  early  stages  of  an  economic 
recovery." 

Montgomery  doesn't  invest  in  debt-rid- 
den or  troubled  companies,  but  he  does 
buy  tiny  ones,  which  have  a  higher  risk  of 
failure  but  also  a  greater  prospect  for  ex- 
plosive returns  than  blue  chips.  Given  in- 
vestors' renewed  predilection  for  risky 
fare,  his  fund  has  been  a  top  performer,  up   § 
69.7%  this  year.  So  have  a  number  of  oth-   o 
er  small-  and  mid-cap  funds,  which  con-   z 
tinue  to  be  popular  with  investors,  receiv-   ^ 
ing   $8.3   billion   in   new  money  this   22 
August,  according  to  fund  tracker  Lipper.   q 
Meanwhile,  large-cap  funds  lost  $900   < 
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WHO    SAYS    THE    SMART    AND 


ATTRACTIVE    ONES    ARE    ALL    TAKEN? 
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Sometimes,  its  ,ust  a  matter  of  openmg  your  eyes.  Look  beyond  the  sleek,  graceful 
|,nes  of  the  RX  330.  tor  example.  ar.d  you'll  quickly  discover  that  ,t  possesses  some 
refreshingly  uncommon  thinking.  Like  a  lighting  system'  that  enables  your  headlights 
to  pivot  when  you  steer  into  a  turn,  illuminating  more  of  the  road  ahead,  A  power  rear 
door*  that  opens  and  closes  with  the  touch  of  a  button  on  your  key  remote.  And  an 
,ntenor  crafted  with  the  kind  of  amenit.es  and  level  of  comfort  that  make  even  a  trip 
around  the  block  a  pleasure.  Beauty  runs  more  than  skin  deep  in  the  RX  330,  Making 
,t  yet  another  eloquent  expression  of  our  pursuit  of  perfection.  THE    RX  330 


THE    PASSIONATE    PURSUIT    OF    PERFECTION. 


Worst-Perform  ing  ] 

FUND                                                                       TOTAL  RETURN* 

ProFunds  Ultrashort  OTC  Inv.              -27.83% 
Rydex  Dynamic  Venture  100                -27.74 

Equity  Funds 

FUND                                                                       TOTAL  RETURN* 

AXA  Rosenbefg  U.S.  L«yMd.  b«yShL 

-3.27% 

INVESCO  Energy  A 

-2.94 

Rainbow 

-16.39 

Fidelity  Select  Natural  Gas 

-2.71 

Frontier  Equity 

Potomac  Small  Cap/Short  Inv. 

-16.13 
-15.55 

iShares  DJ  US  Telecomm.  Sector  Index 

-1.91 

Select  Sector  SPDR  Healthcare 

-1.84 

Potomac  OTC/Short  Inv. 

-15.40 

Van  Wagoner  Mid  Cap  Growth 

-1.70 

ProFunds  Short  OTC  Inv. 

-14.93 

AXA  Rosenberg  Global  Long  Short 

-1.69 

ProFunds  Short  Small  Cap  Inv. 

-14.78 

Van  Wagoner  Technology 

-1.62 

Rydex  Arktos  Inv. 

-14.43 

ProFunds  Utilities  UltraSector  Inv. 

-1.61 

Rydex  Dynamic  Tempest  500 
ProFunds  UltraBear  Inv. 

-13.10 
-12.98 

Scudder  Retirement  IV 

-1.58 

AMIDEX35MutualA 

-1.57 

Leuthold  Grizzly  Short 

-9.95 

Fidelity  Utilities 

-1.53 

Comstock  Capital  Value  R 

-951 

Van  Wagoner  Post  Venture 

-1.52 

ProFunds  Pharma.  Ultrasector  Inv. 

-8.13 

Franklin  U.S.  Long  Short 

-1.51 

Potomac  Dow  30/Short  Inv. 

-766 

Scudder  Target  20U 
Howard  Capital  Appreciation 

-1.49 

-1.42 

Comstock  Strategy  0 

-739 

Potomac  US/Short  Inv. 

-6.91 

Rydex  Energy  Inv. 

-1.32 

ProFunds  Bear  Inv. 

-6.73 

Select  Sector  SPDR  Utilities 
Scudder  Target  Equity  2012 

-1.31 
-1.24 

Rydex  URSA 

-6.57 

Rydex  Energy  Services  Inv. 

-6.49 

Scudder  Target  2010 

-1.23 

Fidelity  Select  Energy  Service 

-5.90 

Fifth  Third  Strategic  Income  Instl. 

-1.22 

Centurion  Counsel  Market  Neutral  C 

-5.85 

Fidelity  Select  Utilities  Growth 

-1.19 

AXA  Rosenberg  Value  LngTSht  Eq.  \m. 

-4.68 

ING  Principal  Protection  2  Q 

-1.18 

Smith  Barney  Telecomm.  Income 

-3.97 

ING  Principal  Protection  3  Q 

-1.17 

Oppenheimer  Real  Asset  Y 

-3.94 

Vanguard  Wellesley  Income  Admiral 

-1.15 

♦June  30-Sept.  19.  2003.  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  before  taxes. 

DaU:  Standard  &  Poor's 

million,  while  funds  that  invest  in  stocks 
of  all  sizes  received  $6.5  billion. 

GROWTH  IS  BACK 

ANOTHER  SIGN  OF  a  bull  market  is  the 
resurgence  of  growth  funds,  which  are 
big  investors  in  tech  stocks.  "We're  doing 
well  because  we  stayed  the  course,"  says 
Jim  Oelschlager,  manager  of  White  Oak 
Growth  Stock  Fund.  "When  stocks  such 
as  Juniper  Networks,  Apphed  Materials, 
and  Intel  were  getting  pounded  last  year, 
we  held  on  to  them."  His  fund,  which  has 
61%  invested  in  tech  stocks,  is  up  42%  in 
2003,  vs.  21.6%  for  the  average  large-cap 
growth  fund. 

Tech-fund  managers  have  a  more  dis- 
criminating view.  "You  can't  just  round 
up  the  usual  suspects  and  buy  them," 
says  manager  Kevin  Landis  of  Firsthand 
Technology  Value  Fund,  which  soared 
32%  this  quarter.  Landis  is  referring  to 
big  tech  companies  such  as  Oracle  and 
Sun  Microsystems.  He  thinks  there  are  at- 
tractive plays  in  the  consumer-electronics 
and  tech-consulting  sectors.  That's  be- 
cause consumers  still  want  the  latest  in 
digital  cameras,  cell-phone  cameras,  MP3 
players,  and  video  games.  As  the  U.S.  gov- 
ernment beefs  up  security  in  the  post- 
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September  11  world,  IT  consultants  Caci 
International  and  Anteon  have  won  lu- 
crative long-term  contracts,  he  adds. 
One  surprising  rally  is  in  precious  met- 


als funds,  which  were  up  an  average  )0 
this  quarter.  Traditionally  thought 
defensive  investments,  gold  stock 
bullion  typically  zig  when  the  market 
Some  gold-fimd  managers  content 
the  ongoing  strength  in  the  yellow 
is  a  sign  that  investors  beUeve  thi 
market  won't  last  and  are  trying  to 
their  bets.  "There  are  so  many  head' 
facing  this  economy,"  says  Darke 
manovic,  manager  of  Scudder  Gold  ^ 
cious  Metals  Fund,  up  46.7%  this  qi 
"Consmner  and  federal  debt  are  at  r , 
levels,  unemployment  remains  higH 
the  trade  deficit  is  enormous." 

Others,  such  as  Caesar  Bryan  of  ( 
U  Gold  Fund  and  John  Hathaway  o ' 
queville  Gold  Fund  (page  151),  tiiir 
govemmenf  s  attempts  to  stave  oflF-j 
tion— through  interest-rate  and] 
cuts— have  created  an  environmen- 
is  good  for  gold  and  the  stock  m: 
Gold  prices,  like  other  conunodities. 
ally  rise  with  inflation.  So  the  strong 
and  monetary  stimulus  is  a  positi^ 
gold  investors. 


OVERSEAS  SURGE 

OVERSEAS,  BULL  RUNS   in  Asia 
buoyed  foreign  stock  funds.  The  ^ 
region  has  benefited  fi-om  the  const 
driven  recovery  in  the  U.S.,  as  it* 
largest  exporter  of  consumer  electrr 
Japan,  in  particular,  seems  to  be  awf 
ing  fi-om  its  13-year  bear-market  slui 
"A  flood  of  stronger-than-expected 
ings  and  economic  data  has  been  co: 
out  of  Japan  this  year,"  says  George  C 


Healthy  Signs  At  Equity  Funds 


CATEGORY 

TOTAL  RETURN* 

Precious  Metals 

26.97% 

Japan 

24.52 

Technology 

19.87 

Diversified  Pacific/Asia 

18.96 

Pacific/Asia  ex-Japan 

16.53 

Small-cap  Growth 

16.42 

Diversified  Emerging  Markets 

14.83 

Latin  America 

14.43 

Small-cap  Blend 

13.84 

Small-cap  Value 

12.76 

Mid-cap  Growth 

11.19 

Foreign 

11.17 

Mid-cap  Blend 

10.83 

World 

10.21 

All  Cap 

10.01 

Europe 

8.56 

Real  Estate 

8.41 

CATEGORY 

TOTAL  RET! 

Financial 

8. 

Mid-cap  Value 

8. 

Communications 

8. 

Large-cap  Growth 

8.' 

Health 

7( 

International  Hybrid 

6. 

Miscellaneous 

6.1 

Large-cap  Blend 

6. 

Large-cap  Value 

5.! 

Domestic  Hybrid 

4.. 

Natural  Resources 

3.- 

Utilities 

0 

International  Equity  Funds 

11.! 

Equity  Funds 

9.! 

U.S.  Diversified  Funds 

9.' 

S&P500 

6.( 

'June  30-Sept.  19.  Appreciation  plus  reinvestment  of  dividends  and  capital  gains  Iwfore  taxes 


Data:  Standard  &  F 


coking  for  a  financial  provider  that  knows  a  good  deal 
len  it  sees  one,  and  creates  one  when  it  doesn't? 


The  Solution  is  Key. 


Crafting  a  strategy  for  lowering  your  all-in  cost  of  capital  takes  an 
advisor  with  the  insight  and  skill  to  bring  true  value  to  the  surface. 
That's  why  organizations  like  yours  turn  to  KeyBank.  Our  innovative 
solutions  are  based  on  a  keen  understanding  of  your  industry  and 
the  financial  forces  that  shape  it.  In  today's  climate,  it's  more 
important  than  ever. 


1 


KeyBank 


For  more  information,  call  1-800-KEY6070,  or  visit  Key.com. 
Achieve  anything. 


©2003  KeyCorp     The  Solution  is  Key  is  a  registered  service  mark  of  KeyCorp. 


How  Big  Equity 
Funds  Fared 

FUND 

ASSETS 
(BILLIONS) 

TOTAL 
RETURN* 

Vanguard  500  Index  Inv. 

$67.3 

6.71% 

Fidelity  Magellan 

63.3 

5.48 

Investment  Co.  of  America  A 

52.4 

5.59 

Washington  Mutual  Investors  A 

49.0 

4.39 

Growth  Fund  of  America  A 

41.3 

8.24 

Standard  &  Poor's  Depositary  Rcpts. 

34.9 

6.29 

Fidelity  Contrafund 

32.2 

8.21 

Fidelity  Growth  &  Income 

28.4 

4.28 

Income  Fund  of  America  A 

26.7 

3.87 

New  Perspective  A 

25.3 

11.73 

EuroPacific  Growth  A 

25.0 

12.42 

Vanguard  Wellington  Inv. 

21.8 

3.15 

Fidelity  Low-Priced  Stock 

21.0 

12.79 

American  Century  Ultra  Inv. 

20.6 

705 

Fidelity  Equity-Income 

20.6 

6.63 

Fidelity  Blue  Chip  Growth 

20.4 

6.91 

Fidelity  Growth  Company 

20.4 

15.26 

Vanguard  Total  Stock  Market  Index  Inv. 

20.3 

791 

Nasdaq  100  index  Tracking  Stock 

20.0 

15.87 

'June  30-Sept.  19,  2003.  Appreciation  pius  reinvestment  of  dividends  and  cap- 
ital gains  before  taxes. 

Data:  Standard  &  Poor's 

manager  of  William  Blair  International 
Growth  Fund.  "What's  primarily  driving 
it  is  corporate  restructuring."  Manager 
Mark  Headley  of  Matthews  Japan  Fimd 
concedes  that  investors  have  a  right  to  be 
skeptical  after  so  many  bad  years.  But  he 
believes  the  recovery  is  for  real  this  time. 
"Managers  of  Japanese  companies  are 
much  more  focused  on  profitabUity  than 
they  ever  have  been  in  the  past,"  he  says. 
"The  old,  inefficient  system  is  dying." 
The  only  disappointment  this  quarter 


has  been  bond  funds.  They've 
fallen  0.6%,  on  average,  as  in- 
terest rates  have  edged  higher. 
And  from  the  look  of  it,  more 
bad  news  is  coming.  "A  4% 
yield  on  a  10-year  Treasury 
bond  will  not  be  enough  com- 
pensation for  investors  going 
forward  if  inflation  picks  up," 
says  Tad  Rivelle,  chief  invest- 
ment officer  at  Metropolitan 
West  Asset  Management, 
which  manages  $14  billion  in 
bonds.  Bond  funds  saw  $15.3 
bilhon  in  shareholder  sales 
this  August,  their  largest 
monthly  outffow  in  more  than 
two  decades.  Apparentiy,  fund 
investors  agree  with  him. 

Any  indications  that  the 
economy  is  in  full  recovery 
mode  will  cause  a  further  sell- 
off.  So  Rivelle  is  favoring  high- 
yield  bonds,  which  are  yielding 
a  more  attractive  9%  on  aver- 
age. But  some  managers  say 
even  high-yield  bonds  are  no 
longer  cheap.  Manager 
Thomas  Atteberry  of  FPA  New 
Income  Fund  has  been  reduc- 
ing his  high-yield  position  and 
is  currentiy  30%  in  cash. 

One  of  the  few  bond  funds  to  prosper 
this  quarter  is  Rydex  Juno,  up  6.1%.  This 
unusual  fund  shorts,  or  bets  against, 
TVeasmy  bonds.  Its  assets  have  grown 
eightfold,  to  $800  million,  since  January. 
That's  a  good  sign  investors  think  there 
is  more  downside  in  bonds. 

Still,  most  investors  pin  their  hopes 
and  aspirations  on  equities.  As  long  as 
those  funds  are  prospering,  they  can 
shrug  offthe  decline  in  bonds.  ■ 


Most  Bond  Funds  Take  A  Hit 

CATEGORY 

TOTAL  RETURN* 

CATEGORY                                                         TOTAL  RETURN*    | 

Convertibles 

4.89% 

Muni.  New  York  Long 

-1.00% 

Emerging  Markets  Bond 

2.50 

Muni.  Single-State  Intermediate 

-1.01 

High  Yield 

1.98 

Muni.  Single-State  Long  ■  ,j^-.jt,: 

-1.03 

Multisector 

0.44 

Muni.  National  Long 

-1.17 

Muni.  Short 

0.10 

Intermediate  (General) 

-1.28 

Ultrashort 

1 

0.00 

Intermediate  Government 

-1.30 

Muni.  High  Yield 

-0.34 

Muni.  California  Long 

-1.46 

Short  (General) 

-0.39 

Long  (General) 

-2.70 

International  Bond 

-0.67 

Long  Government 

-4.16 

Short  Government 

-0.69 

Miini  National  Intermediate 

-0.85 

Taxable  Bond  Funds 

-0.33 

Muni.  California  Intermediate 

-0.86 

Nontaxable  Bond  Funds  ^^^^ 

-0.94 

Muni.  New  York  Intermediate 

-0.90 

All  Bond  Funds             ^^^H 

-0.62 

'June  30-Sep(.  19,  2003.  Appreciation  plu 

s  reinvestment  of  dividends  and  capital  gains  before  taxes. 

Data:  Standard  &  Poor's 
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Where  Is 
Gold  Goini 

How  much 
higher  can 
rise?  Quite 
believes  JC 
HATHAWA 
portfolio 
manager  c 
Tocquevilh 
Fund.  Pen 
finance  wr 
Lewis  Braham  recently  caught  i 
with  Hathaway  at  his  New  Yorl 

Where  do  you  see  gold  headii 

More  than  $400  an  ounce  in  tl 
year  and  near  $1,000  in  the  next 
years.  Right  now,  it  trades  above 
From  the  niid-1980s  to  the  mid 
gold  traded  between  $340  and 
so  $400  gold  is  not  a  big  deal. 

What's  driving  the  rally? 

Supply  and  demand.  Gold  belo\ 
an  ounce  does  not  justify  new 
ment  to  maintain  production 
rent  levels.  The  largest  mining 
nies  are  not  replacing  even  h 
gold  they  sell  every  year. 

What  about  on  an  economic 

The  macroeconomic  climate 
tremely  favorable.  Gold  rises  w 
flation  goes  up  and  the  value  oj 
currencies  goes  down.  The  U. 
emment  is  doing  everything  it 
reflate  the  economy.  It  has  cut  i 
rates  to  the  bone  and  increa 
money  supply.  With  rates  at 
lows,  foreigners,  who  own  46% 
Treasury  bond  market,  have  les 
est  in  owning  TVeasuries.  If  tht 
selling,  the  U.S.  dollar  will  fall 
celerate  gold's  rise. 


IV 


What  are  your  favorite  stock 

Our   largest   holdings   are   Ne 
Mining,  Gold   Fields,  and   H; 
Gold    Mining.    These    are    pn 
large-cap  miners  with  sohd 
sheets.  We  also  own  Placer  Do 
undervalued   laggard   that  ha; 
growth  prospects.  Finally,  we 
niunber  of  mid-  to  small- cap  pre 
such  as  Golden  Star  Resourc 
lAMGold.  These  may  become  ; 
tion  targets  as  gold's  price  rises 
industry  looks  to  fill  production  { 
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Amazon.com*  knows  the  power  of  SAS'  software... 


How  does  Amazon.com'  provide 
■  millions  of  customers  such  a  large 
selection  and  such  low  prices? 


H 


ENTERPRISE  intelligence 

SUPPLIER  INTELUGENCE 

SANIZATIONAL  intelugence 

il     CUSTOMER  intelligence 
ie 

ii  iXELLIGENCE  architecture 

n 


It  begins  with  your  first  visit  to  Amazon.com  and  continues  through  the  arrival  of  every  order. 
The  unique  onHne  shopping  experience  you  deserve,  the  selection  you  demand  and  the  low 
prices  that  keep  you  coming  back  again  and  again.  SAS  is  proud  to  provide  the  analytic 
software  that  helps  Amazon.com  keep  costs  low-  and  pass  savings  on  to  its  customers- while 
providing  excellent  service.  To  learn  more  about  Amazon.com  and  other  SAS  success  stories, 
call  toll  fi-ee  1  866  270  5740  or  visit  our  Web  site. 

www.sas.com/amazon 


The  Power  to  Know, 


5saa 


com  and  the  Amazon.com  logo  are  registered  trademarks  of  Amazon.com.  Inc.  SAS  and  all  other  SAS  Institute  Inc.  product  or  service  names  are  registered  trademarks  or  trademarks  of  SAS  Institute  Inc.  in  the  USA  and 

other  countnes  ®  indicates  USA  registration.  ©  2003  SAS  Institute  Inc.  All  rights  reserved.    243229US.0703 


Personal  Business  Invest  in 


A  Better  Way  to 
Size  Up  a  Company 

Forget  p-e  ratios.  'Enterprise  value"  can  give  you 
a  clearer  picture.  BY  ROBERT  barker 


INQUIRING  INVESTORS  QUICKLY 
run  up  against  a  serious  limita- 
tion in  the  single  most  familiar 
tool  used  by  stock  analysts:  the 
price-earnings  ratio.  Consider 
the  current  p-e's  of  two  well- 
known  rivals,  J.  C.  Penney  and 
Sears  Roebuck.  The  other  day, 
Permey's  p-e  was  19  and  Sears' 
was  9-5.  So  buying  stock  in  Penney  must 
have  been  twice  as  costiy  as  buying  a 
stake  in  Sears,  right? 

If  you  doubt  the  utility  of  that  conclu- 
sion, you're  ready  for  a  better  way  to  size 
up  companies  and  how  their  stocks  are 
priced  on  Wall  Street.  It's  called  "enter- 
prise value."  Enterprise  value,  or  EV  for 
short,  measvu"es  how  much  capital  it 
would  take  to  buy  an  entire  public  com- 
pany. It  can  help  you  cut  through  a  lot  of 
the  clutter— in  tiie  case  of  Sears  and  Pen- 
ney, far  different  balance  sheets— that  can 
quickly  render  p-e  ratios  meaningless. 
"Enterprise  value  takes  a  broader  view," 
says  Peter  Temple,  a  former  securities  an- 
alyst and  author  of  a  new  book,  Magic 
Numbers  for  Stock  Investors  (John  Wiley  & 
Sons,  $29.95).  "You  could  have  two  dif- 
ferent companies  in  the  same  industry, 
making  the  same  profit,  but  one  would 
have  a  lot  of  debt  and  the  other  none  at 
all."  By  looking  through  the  lens  of  enter- 
prise value,  he  adds,  "the  company  with 
no  debt  would  look  cheaper." 

Enterprise  value  doesn't  appear  in 
such  investment  classics  as  Benjamin 
Graham's  and  David  Dodd's  Security 
Analysis,  but  the  ideas  behind  it  do  pop  up 
in  some  of  Warren  Buffett's  early  letters  to 
investment  partners.  The  term  didn't  ap- 
pear in  either  BusinessWeek  or  The  Wall 
Street  Journal  before  1991. 

So,  precisely  what  is  enterprise  value? 
Simply  stated,  EV  is  the  sum  of  a  compa- 
ny's stock  market  capitalization  plus  its 
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net  debt  StoBK  market  capitalization  is  a 
company's  total  shares  multipUed  by  its 
stock  price,  and  net  debt  is  a  company's 
total  debt,  minus  its  holdings  of  cash  and 
marketable  securities. 

BUYING  OUT  DUPONT 

IN  THE  DIAGRAM  on  page  156,  you  can 
see  just  how  EV  is  derived  from  financial 
statements.  Suppose  you  wanted  to  find 
the  EV  of  chemical  giant  DuPont.  What 
would  it  cost  you  to  buy  it  out?  First,  you 
would  have  to  pay  for  all  of  the  company's 
shares.  With  the  stock  at  $41  and  a  billion 
shaies  outstanding,  that  comes  to  $41  bil- 
lion. N'ext,  you  would  have  to  add  in  the 
debts  you  would  be  assvmiing  by  taking 
over  the  company.  DuPont  has  $5.9  bil- 
lion in  short-term  debt,  plus  another  $5.5 
biUion  in  long-term  debt— a  total  of  $11.4 


billion.  W^th  ownership,  howeve 
also  would  get  control  of  DuPont 
reserves,  $4.1  billion  worth  at  last 
In  theory,  then,  you  could  use  Dt 
cash  to  pay  off  part  of  its  debt,  1 
$7.3  billion  in  net  debt  Add 
DuPonfs  $41  billion  in  total  stock  i 
value,  and  you  get  $48.3  billion. 
DuPont's  EV,  or  how  much  cap 
imaginary  buyer  would  need  to 
free  and  clear. 

Unless  you're  rich  as  Croesus  ai 
shopping  spree,  knowing  a  con: 
enterprise  value  won't  help  you 
You  can  leam  a  lot  more  by  compai 
to  a  measure  of  the  company's  ea 
much  as  a  p-e  ratio  relates  stock  p 
earnings.  In  this  analysis,  it's  imj 
to  use  earnings  before  interest  anc 
often  called  EBIT.  The  reason  is  t 
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inks  to  17  analysts  constantly  screening  4000  overseas  companies,  our  European  Growth  Fund 
.  earned  an  overall  four-star  rating  from  Morningstar  every  month  since  March  1994.  To  learn  if 
.  fund  is  right  for  you,  or  to  obtain  a  prospectus,  contact  your  Morgan  Stanley  Financial  Advisor,  or 
1-866-M0RGAN8  or  visit  www.morganstanley.com/funds. 


MorganStanley 

One  client  at  a  time. 


t  performance  is  no  guarantee  of  future  results.  The  prospectus  should  be  read  carefully  before  investing.  It  is  possible  for  a  four-  or  five-star 
d  to  exhibit  low  or  negative  performance  within  a  given  period.  For  example,  this  fund  has  experienced  negative  returns  for  several  years.  There 

f  assurance  that  the  fund  will  achieve  its  investment  obiective  and  you  can  lose  money  investing  in  this  fLind^  Investing  in  foreign  markets  entails  special  risks 

'h  as  currency,  political,  economic  and  market  risks. 
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eceive  3  stars,  the  next  22.5%  receive  2  stars  and  the  bottom  10%  receive  1  star.  (Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  afi^ftted 
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terprise  value  assumes  you've  already 
paid  off  the  company's  debt  and  used  its 
cash  balances  so  there  would  be  neither 
interest  costs  nor  income. 

BETTER  BARGAIN 

TO  SEE  HOW  such  a  comparison  might 
work,  let's  return  to  Sears  and  Penney.  At 
$45  a  share,  Sears  has  a  stock  market 
value  of  $13.4  billion  and  a  p-e  ratio  of 
9.5.  But  because  its  balance  sheet  is 
laden  with  $29  billion  in  net  debt,  its  EV 
comes  to  $42.4  billion,  or  nearly  13 
times  its  $3.3  billion  in  EBIT.  By  con- 
trast, Penney  at  $23  a  share  has  a  market 
value  of  $6.2  billion  and  a  p-e  ratio  of  19, 
twice  as  high  as  Sears's.  But  because 
Penney  owes  a  lot  less— its  net  debt  is 
under  $3.2  billion— its  EV  comes  to  $9.4 
bilhon  and  its  EV-to-EBIT  ratio  is  just 


9.8.  Seen  in  this  fuller  way,  Penney,  not 
Sears,  represent  the  better  bargain. 

Another  helpflil  exercise  is  to  turn  these 
%ures  upside  down.  Dividing  EBIT  by  en- 
terprise value  indicates  flie  percentage  re- 
turn that  a  theoretical  buyer  of  an  entire 
company  might  see.  This  percentage  is 
sometimes  called  the  "cash  return"  or 
"cap  rate"  for  "capitalization  rate,"  de- 
pending on  which  of  several  alternative 
profit  measures— EBIT,  EBIT  minus  de- 
preciation and  amortization  (EBITDA),  or 
free  cash  flow— that  an  analyst  chooses  to 
use  in  the  numerator.  What's  it  good  for? 
Hummingbird  Value  Fund's  Paul  Sonkin 
uses  cap  rates  to  separate  potential  invest- 
ments from  poor-returning  companies.  As 
Sonkin  puts  it,  "This  helps  me  answer  the 
question:  'If  I  could  own  the  whole  thing, 
would  I  want  to  own  the  whole  thing?' " 


Going  back  to  Sears  and  Penne;  [ 
ney  had  the  higher  rate  of  return  0^ 
past  four  quarters.  Its  EBIT  of  $95 
hon  divided  by  its  $9.4  billion  in 
prise  value  makes  a  return  on  inve' 
of  10.2%.  Work  the  same  numb< 
Sears  and  the  past  year's  return  co 
7.8%.    Likewise,   you   might   co; 
DuPont  and  its  rival,  Dow  Chemic : 
suit:  Dow  in  the  past  four  quart  1 
turned  3.7%,  while  DuPont  saw  4. 1 

However  enterprise  value  is  u.^i 
core  strength  is  its  abihty  to  put  c  I 
nies  with  different  capital  structu  I 
the  same  basis  for  analysis.  What  i 
do,  of  course,  is  foretell  the  future 
much  will  a  company  earn  this  ye 
next?  Still,  a  rigorous  appUcation 
analysis  will  tell  you  how  much 
profits  are  worth.  M 


Adding  Up  Enterprise  Value 

To  show  how  investors  might  use  enterprise  value  to  analyze  a  company,  we  chose  DuPont.  Our  first  task  was  to  gatt 
the  chemical  giant's  most  recent  quarterly  report,  which  can  be  found  on  its  Web  site.  (Go  to  dupont.com,  click  on 
Investor  Center,  then  SEC  filings.)  Next,  we  followed  these  steps: 


1  In  Note  7  of  the  income 
statement,  look  for  the  number 
of  fully  diluted  shares  in  the 
most  recent  period.  For  DuPont,  this 
was  1,000,066,463. 


Not*  7.  Earnings  Pt  8har«  of  Common  Stock 

S«t  forth  tMlow  is  a  reconciliation  of  tha  numerator  ar>d  denominator  for  basic  and  diluted  *amins| 
per  share  calculations  for  the  periods  indicated: 


2 
3 


Find  the  stock's  latest  price-in 
DuPont's  case,  on  Sept.  23,  it 
was  near  $41  a  share. 


I  Multiply  the  number  of  shares 
I  from  Step  1  by  the  stock  price  in 
Step  2.  This  is  the  company's 

stock-market  capitalization.  DuPont's 

came  to  $41  billion. 


TIWM  Month*  Ended 

Six  Month*  Ended               | 

June  30. 

June  30. 

1 

2001       ] 

3002         1 

2003 

1      2003 

Weighted -average  number  o< 

ft 

[ 

common  ihares  -  D*rt*d 

i.ooo.oee.4«3 

Q 

bw.146.015 

090.131,070 

1.000.107.023 

1 

i 

4  Now,  turn  to  the  company's 
latest  balance  sheet.  Look 
under  Liabilities  to  find  any 
short-term  borrowings,  and  add  that 
to  any  long-term  debt.  This  sum,  total 
debt,  for  DuPont  at  June  30  was  $11.4 
billion. 

5  Under  Current  Assets,  find 
cash  and  marketable 
securities.  Subtract  this  figure, 
in  DuPont's  case  $4.1  billion,  from 
total  debt.  The  result  is  net  debt, 
or  $7.3  billion  at  DuPont. 

6  Add  the  company's  market 
capitalization  found  in  Step  3 
(for  DuPont,  $41  billion)  to  its 
net  debt  found  in  Step  5  ($73  billion). 
This  sum  equals  enterprise  value. 
DuPont's  came  to  $48.3  billion. 

Data  Company  reports.  BjsrnessWee* 


Coniolldated  Balance  Shaats  (Note  1) 

(Dollart  in  millions,  except  per  share) 


Assets 


Current  sssels 


Cash  and  cash  equivaief>ts 


Marketat>le  detM  securlljes 


UabiliUe*  and  Stockholders'  Equity 


Currsnl  ItabiliUe* 


Shon-ierm  borrowings  and  capMal  lease  obUgslions  (Note  10) 


£ 


Income  taxes 


Other  accrued  liabilities 


Total  current  liabilities 


l.«ng-iarm  borrowings  and  capital  leaee  oMigetlons 


£ 


June  30. 


2003 


S  3.926 


165 


S.06O 


141 


2.S85 


11.716 


5.497 


December  31, 


2002 


S  3.678 


465 


1.185 


47 


3.137 


7.096 


5.647 
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Personal  Business  Footnotes 


EDITED  BY  TODDI  GUTNER 


HEALTH 


Marriage  Dividend 

WOMEN  WHO  WANT  to  Uve  a 

long  and  healthy  life  can  best 
increase  their  odds  by 
acquiring— no,  not  exercise 
equipment— a  spouse.  A  new 
study  of  women  age  65  and 
older  found  that  those  with  a 
longtime  husband  coped 
with  the  stresses  of  aging, 
clocked  lower  blood  pressure 
readings,  and  had  stronger 
immune  systems  than  their 
single  counterparts.  Married 
women  with  many  friends  did 
best  of  all,  living  one  to  two 
years  longer  than  their  more 
isolated  peers. 

Thomas  Rutledge,  a 
psychologist  at  the 
University  of  California  at 
San  Diego,  began  smveying 
7324  women  with  an 
average  age  of  74  in  1986, 
then  followed  up  six  years 
later.  By  then,  nearly  20%,  or 
1,451,  of  the  women  had 
died,  215  from  heart  disease.  The  study,  which  will  continue  until  all  the  subjects 
have  died,  has  found  that  women  with  strong  social  networks,  and  especially 
married  women,  were  more  likely  to  still  be  ahve  at  the  time  of  follow-up  and  to  have 
less  evidence  of  heart  disease.  This  was  true,  the  researchers  said,  even  when  they 
took  into  account  other  risk  factors  such  as  chronic  illness,  obesity,  smoking,  and 
depression.  -Catherine  Amst 


IT  ALL  ADDS  UP 

MANY  HAPPY  RETURNS  What's  the  real  value  of  dividends?  A 
lot.  The  return  from  reinvested  dividends  constituted  more  than 
50%  of  the  total  return  of  the  Standard  &  Poor's  500-stock 
index  over  the  past  20"plus  years  (through  Aug.  31, 2003). 
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GOLF 

CHEAP  LINKS 
TO  THE 
BRITISH  ELITE 

IF  YOU'RE  A  GLOBE-TROTTING  golfer,! 

want  a  storied  club  to  call  "home"  i 

overseas,  Royal  St.  David's  in  Wales 

(www.royalstdavids.co.uk)  is  oflFer 

bargain  of  the  decade.  For  a  mere : 

year,  become  an  associate  intemat 

member  and  get 

unlimited  greens 

fees,  plus 

permission  to  play 

a  number  of  the 

other  Royal  golf 

clubs  from 

Scotland  to  South 

Africa. 

Memberships  at 

otiier  famous  clubs 

in  Britain  have 

steep  joining  fees 

and  annual  dues 

of several 

thousand  dollars 

{BusinessWeek 

Investor,  June  23). 


WINE 

CORKED 
IN  THE  U.S.A. 

FINE  RESTAURANTS  in  France  carry 
French  wines  almost  exclusively. 
Shovddn't  an  upscale  U. 
eatery  be  able  to  feature 
domestic  wines?  That's ' 
idea  behind  Smith  &  Woll 
"Great  American  Wine  List 
launched  at  the  steakh 
in  New  York,  and  av; 
at  the  nine  other  loc 
by  the  end  of  2004. 
of  the  650  names  hi 
from  California,  but 
are  wines  from  unli] 
states  such  as  Louis 
Ohio,  and  South  Da 
Prices  start  at  $22  (: 
California  Central  C 
Riesling),  and  then 
quickly. 


^ 
S 
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e  I  e  V  a  t  e  .er 


performance 


"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are  the 
words  that  come  in  the  beginning,  only  to  be  proven  wrong  in  the 
end.  At  ConocoPhillips,  we  realize  that  impossibilities  sometimes 
yield  the  best  opportunities.  So,  where  others  se^an  obstacle, 


we  see  a  chance  to  elevate 


Personal  Business  The  Barker  Portf 


BY  ROBERT  BARKER 


Don't  Get  Hooked 
On  Applied  Materials 


Long  ago  on  a  misty  Mediterranean 
shore,  there  Uved  a  mythical  band  that 
subsisted  on  the  narcotic  leaf  of  the 
Lotus  flower.  Today  in  America, 
descendants  of  the  Lotus  Eaters  instead 
rob  comer  drugstores  of  OxyContin.  Or, 
if  they're  capitalists,  they  trade  dollars  on 
NASDAQ  for  semiconductor  stocks. 

The  rush  of  pleasure  promised  by  chip  stocks  can  be  so 
intense  that  it's  understandable  why  some  investors,  after  so 
recendy  having  endured  the  agony 
of  withdrawal,  are  now  back  to 
craving  ecstasy.  As  an  example  of 
semiconductor  investing's  two 
sides,  there's  no  better  stock  than 
Apphed  Materials.  The  leading 
maker  of  big,  expensive  machines 
that  create  tiny,  precious 
microchips,  Apphed  Materials 
logged  a  total  return  through  the 
1990s  of  better  than  7,000%. 
Crashing  in  the  new  mUlennium,  it 
soon  lost  four-ffihs  of  its  market 
value.  Lately,  Apphed  Materials  is 
%ing  again,  hovering  under  $20, 
up  from  $10.26  a  year  ago. 

RISING  OR  FALLING?  The  question 
for  investors  today  is  whether 
Applied  Materials  is  just  warming 
up  for  another  towering  vault  or  has 
swiftly  outrun  its  foreseeable  prospects.  There  can  be  no 
question  of  the  Santa  Clara  (Calif.)  company's  prowess.  Its 
balance  sheet,  with  cash  and  short-term  securities  enough  to 
pay  its  debts  almost  eight  times  over,  is  pristine.  Free  cash 
flow,  more  than  $520  million  in  the  past  12  months  on  sales  of 
$4.7  billion,  is  growing  again.  And  Apphed  Materials  has 
invested  heavily  to  exploit  the  chipmadc^rs'  continuing  switch 
to  production  of  larger,  300-millimeter  wafers.  Just  the  same, 
if  anyone  expects  me  to  buy  the  stock,  plea^^e  first  pass  the 
OxyContin. 

The  reasons  begin  with  two  stock  market  tei  ales  that, 
while  hardly  conclusive,  should  not  be  ignored.  First  is  the 
untethered  enthusiasm  surrounding  chip  stocks  generally. 
The  Philadelphia  Semiconductor  Index,  anticipating  a  cycHcal 
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upturn  for  which  there  is  yet  scant  evidence  in  the  mom 
reports  of  fresh  orders,  is  up  no  less  than  55%  this  year. 
Second,  this  warm  atmosphere  has  lured  NPTest,  a  , 
semiconductor-equipment  company  recendy  sold  by 
Schlumberger,  to  refile  papers  on  Sept.  10  for  an  initial  ] 
offering.  The  deal  had  originally  been  planned  for  2002 
was  then  delayed  and  viltimately  canceled.  Its  revival  si§ 
that  the  market  in  chip  stocks  is  once  more  welcoming 
enough  that  knowledgeable  sellers  are  selling. 

Most  specifically  worrisome  about  Applied  Materii 
Wall  Street's  amnesiac  insistence  on  focusing  on  the 
company's  recent  pro  forma  results.  Applied  Materia 
doesn't  use  the  discredited  term  "pro  forma."  It  inste 
characterizes  its  profit  after  a  va 
of  special  charges  as  "ongoing  b  ^ 
results.  In  any  case,  there  is  a  sti 
diffierence  between  "ongoing  ba 
and  actual:  Through  three  quan 
this  fiscal  year,  instead  of  the  wi 
disseminated  "ongoing  basis"  p 
8(t  a  share.  Applied  Materials  ac 
lost  10$. 

What's  wrong  with  using  "ong 
basis"  results  if  they  offer  a  cleare 
at  the  company's  fiiture?  Nothing 
except  they  carry  the  silent  assum 
that  next  year  will  suffer  no  more 
extraordinary  write-offs.  The  con; 
estimate  of  analysts  for  fiscal  200 
earnings  is  46(1:  a  share.  That  woi; 
quite  a  leap  from  the  13<t  in  "ong( 
basis"  earnings  analysts  see  for  fi 
2003,  ending  in  October.  Yet  fron 
year's  actual  loss,  46$  a  share  nex 
would  prove  an  even  bigger  jimip— a  feat  so  incredible 
bulls  dare  to  dwell  on  it. 

For  kicks,  let's  say  the  chip  business  next  year  goe 
gangbusters.  Let's  assume  that  Applied  Materials  de 
the  60$  a  share  in  profit  that  is  today's  highest  estim 
Wall  Street.  That  means  if  you  buy  the  stock  today  at 
you  will  have  paid  33  times  the  coming  year's  profit, 
in  October,  1998,  investors  in  Applied  Materials  paic 
times  the  earnings  that  eventually  came  in  during  th 
fiscal  year.  The  stock  in  that  time  went  up  159%.  A  yt 
later,  when  the  stock  was  poised  to  make  a  similar  le 
investors  still  paid  only  19  times  the  coming  year's  p 
Will  someone  please  call  the  Betty  Ford  Center?  ■ 

E-mail:  rb@businessw 
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^e'd  like  to  offer  something  so  many 
educators  deserve  yet  so  rarely  get. 

Recognition. 


Harold  W 
McGraw,  Jr. 
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2003  WINNERS 


osen    for    their    commitment    to 

proving  education,  especially  through 

hnology,    these    three    leaders   are 

eraging    groundbreaking    concepts 

i  technological   advancements    to 

^'se  achievement  at  every  level.  The 

^zGraw-Hill   Companies   is   proud   to 

nor  their  innovation  and  leadership. 


MARK  A.  EDWARDS,  Ed.D. 
Mark  Edwards  is  Superintendent  of  Henrico  County 
Public  Schools  in  Richmond,  Virginia,  where  he 
began  the  Technology  &  Learning  Initiative,  supplying 
wireless  laptops  to  students  and  teachers  and  urging 
the  entire  education  community,  including  parents, 
to  understand  and  work  with  technology  used  in 
the  classroom. 

KATI  HAYCOCK 

Kati  Haycock  is  a  leading  advocate  for  children  and 
high  achievement  in  the  world  of  education.  She  is 
founder  of  The  Education  Trust,  an  organization 
dedicated  to  raising  achievement  among  all  students  at 
all  levels,  especially  those  likely  to  be  excluded  from 
mainstream  improvement  effons. 


CAROL  A.  TWIGG,  Ph.D. 

Carol  A.  Twigg  is  Executive  Director  of  the  Center  for 
Academic  Transformation  at  Rensselaer  Polytechnic 
Institute.  The  Center  serves  as  a  resource  for  colleges 
and  universities,  providing  leadership  in  how  effective 
use  of  information  technology  can  improve  student 
learning  while  reducing  instructional  costs. 


To  learn  more  about 

The  Harold  W.  McGraw,  Jr. 

Prize  in  Education  and  the  2003  winners, 

visit  www.mcgraw-hill.con1/prize2003/ 


The  McGraw-Hill  Companies 
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BY  GENE  G.  MARCIAL 

THE  STEADY  FLAME  MAY  ATTRACT  SUITORS  TO  YANKEE  CANDLE 


A  PROSTATE-CANCER  DRUG  FROM  DENDREON  SHOWS  PROMISE 
ACACIA  TECHNOLOGIES  GETS  EVEN  BIGGER  IN  VIDEO-ON-DEMAi 


BURNING 
BRIGHT 


DOLLARS 
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Data:  Bloomberg  Financial  Maitets 


A  Glow  at  Yankee  Candle 

YANKEE  CANDLE  (YCC)  is  not  the  sort  of  stock  that  large- 
cap  value  player  John  Maloney  usually  goes  for.  But  after 
a  closer  look,  the  president  of  M&R  Capital  Management 
saw  the  Ught:  In  recent  weeks  he  bought  200,000  shares  of  the 
smaU-cap  growth  company,  which 
operates  278  stores  mainly  at  malls  in 
42  states.  It  also  supplies  Bed  Bath  & 
Beyond  and  Linens  'n  Things.  Yankee 
has  a  36%  share  of  the  $1.6  bilUon 
market  for  premium  scented  candles. 
Yankee  stock  has  run  up  from  14  a  year 
ago  to  26  on  Sept.  24.  Yankee's  eye- 
catching five-year  record  of  rising  sales 
and  earnings,  plus  its  strong  cash- 
flow—about $115  miUion  annually,  or 
$2.20  a  share— make  it  buyout  bait, 
says  Maloney.  "We  own  the  shares 

because  of  the  strong  fundamentals,"  he  insists,  "[but]  you 
can't  ignore  the  takeover  appeal."  He  thinks  it's  worth  33  on 
ftmdamentals  and  40  in  a  buyout  The  solid  cash  position  has 
let  Yankee  buy  back  shares,  notes  Maloney.  It  repurchased  $9.8 
million  worth  of  stock,  at  about  23  a  share,  in  2003.  Same-store 
sales  dropped  in  the  first  half  of  2003  but  should  bounce  back 
in  the  second  half,  predicts  Douglas  Lane  of  Avondale  Partners, 
who  rates  the  stock  "outperform."  Yankee  expects  to  open  43 
fiirther  stores  in  2003,  and  new  alliances  with  other  major 
outlets  are  possible,  says  Lane.  He  expects  earnings  of  $1.40  a 
share  in  2003  and  $1.68  in  2004,  vs.  $1.17  in  2002. 

Dendreon:  New  Weapons 
Against  Tumors 

WHAT'S  SO  HOT  about  Dendreon  (DNDN),  which 
leaped  from  3  last  year  to  9.25  on  Sept  24?  The  Uttle- 
known  biotech  develops  immunologically  based 
cancer  remedies,  and  its  lead  product,  Provenge,  is  aimed  at 
prostate  cancer.  Mark  Monane  of  investment  bank  Needham, 
who  rates  the  stock  a  strong  buy,  says  Dendreon  will  soon 
name  a  big  drugmaker  as  marketing  partner  (Needham  has 
done  banking  for  Dendreon.)  Also  this  year,  Dendreon  will 
start  Phase  2  trials,  which  gauge  safety  and  efiicacy,  for  a 
treatment  for  breast,  colorectal,  and  ovarian  cancer.  Monane 
says  Provenge's  early  trials  show  a  "significant  positive 
survival  effect"  on  prostate  patients.  He  says  Food  &  Drug 
Administration  fast-track  status  and  a  "special  protocol," 

162  I  BusinessWeek  I  October  6.  2003 


A SHARP 
RALLY 


DOllARS 


MAR  24. '03 
Dab:  BUxmbOf  Fnandi 


which  lets  Phase  3  results  (human 

testing)  be  the  basis  for  an  appUcation, 

almost  assure  Provenge's  approval  by 

late  2004.  It  could  be^n  the  market  in 

2005.  Monane  sees  Dendreon  in  the 

black  in  2006,  with  earnings  of  4$  a 

share  on  sales  of  $100  milhon. 

Thereafter,  sales  could  hit  $140  million, 

with  earnings  of  76$.  George  Farmer  of 

Fortis  Seciuities  also  rates  Dendreon  a 

strong  buy.  He  says  initial  Phase  3 

results  show  Provenge  has  an 

"excellent  chance"  as  a  treatment  for  prostate  cancer. 

Sweet  Licensing  Deals 
For  Acacia 

ACACIA  TECHNOLOGIES  GROUP  (ACTG)  COuld  be 
beneficiary  of  the  popularity  of  video-on-demand 
(VOD)— movies  provided  for  a  fee  by  hotels  and  oj 
cable  TV.  So  says  Paul  Sethi  of  Vertical  Ventiures  Investm- 
who  thinks  the  shares,  which  vaulted  from  1.18  on  Mar.  ] 
5.51  on  Sept  24,  could  double  in  a  year.  Acacia  has  signe 
licensing  pacts  for  its  patented  Digital  Media  Technolog3 
which  enables  transmission  of  VOD.  It 
has  inked  deals  with  LodgeNet,  the 
leader  in  hotel  VOD,  and  CinemaNow, 
the  Internet  biggie.  It  also  has  deals 
with  several  adult  Web  sites.  But  the 
big  gains  will  come  from  cable-TV 
giants,  such  as  Time  Warner.  CEO  Paul 
Ryan  says  that  with  Acacia's  22 
worldwide  patents,  he  expects  media 
and  cable  moguls  to  seek  Ucensing.  On- 
demand  movies,  according  to  Forrester 
Research,  will  accoimt  for  40%  of 
cable-TV  viewing  by  2006.  Sethi  says 
Acacia  has  cash  of  $35.8  miUion,  or  $1.82  a  share,  but  w 
post  a  loss  in  2003.  In  2004,  he  figures  it  could  earn  25<t 
share  on  sales  of  $35  million.  Several  hedge-fimd  manaj 
who  declined  to  be  named,  continue  to  buy  shares. 
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Gene  Marcial's  Inside  Wall  Street  is  posted 
businessweek.com/  today.htm  at  5  p.m.  on  the  magazine's  publica 
day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m.  est  on  c 
The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nc 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  inve 
banking  or  other  financial  relationships  with  them. 


From  juicy  idea  to 

global  brand 


"  was  the  year  when  Gustav  da  Laval  founded  the  company  that  today  is  Alfa  Laval.  Its  success 

oased  on  his  brilliant  invention  of  the  continuous  separator.  Since  then  we  have  added  heat 
"jfer  and  fluid  handling  to  our  expertise  in  separation.  We  are  now  the  world  market  leader  in  all 

of  these  technologies,  with  strong  positions  in  segments  that  offer  attractive  growth  opportunities. 

irow  by  helping  our  customers  to  grow.  It's  a  fruitful  partnership. 
ure  Performance:  Beverages.  Foodstuffs.  Starch.  Water.  Pharmaceuticals.  Oil.  Chemicals. 

lame  it.  Alfa  Laval  is  helping  most  types  of  industries  to  refine  and  improve  their  products  and 
3I  itimize  the  performance  of  their  processes.  Time  and  time  again. 
'  Dur  equipment,  systems  and  service  are  hard  at  work  in  more  than  1 00  countries.  Helping  to 

:e  better  living  conditions  for  all  mankind.  And  a  cleaner,  safer  environment.  These  are  the  true 
of  our  labour. 
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www.alfalaval.com 
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COMMENTARY 

Stocks  fell  sharply  on  Sept.  24, 
with  the  NASDAQ  Composite, 
S&P  500,  and  Dow  down  2.1%. 
1.6%,  and  1.3%,  respectively. 
The  main  culprit:  OPEC  said  it 
would  shave  production  by  3.5% 
to  prop  up  oil  prices.  Investors 
worried  that  what's  good  for  oil 
producers  could  be  a  hit  to  the 
U.S.  and  the  world  economy- 
just  as  both  were  beginning  to 
make  a  comeback. 

Data:  Bloomberg  Financial  Markets.  Reuters 


MUTUAL FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDING  SEPT  23 
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U.S.  MARKETS 

S&P  500 

Dow  Jones  Industrials 
NASDAQ  Composite 
S&P  MidCap  400 
S&P  SmallCap  600 
Wilshire  5000 

SECTORS 

BusinessWeek  50* 
BW  Info  Tech  100" 
S&P/BARRA  Growth 
S&P/BARRA  Value 
S&P  Energy 
S&P  Financials 
S&P  REIT 

S&P  Transportation 
S&P  Utilities 
GSTI  Internet 
PSE  Technology 


SEPT  24 

WEEK 

%  CHANGE 

YEAR  TO     LAST12 

DATE      MONTHS 

1009.4 

-L6 

14.7 

23.2 

9425.5 

-1.3 

13.0 

22.7 

1843.7 

5211 
243.5 

-2.1 

-0.7  ■^ 
-2.0 

38J 
2L2 
23.8 
176 

56.0 

29.4 
32.5 

9807.6 

-1.4 

26.0 

582.0 

-1.5 

7.3 

12.7 

322.4 

-1.7 

13.0 

31.8 

515J 

-1.9 

14.8 

20.7 

490.8 

-1.3 

14.7 

26.0 

198J 

1.2 

8J 

16.4 

344.6 

-0.1 

16.0 

26.2 

107.0 

1.1 

17.8 

14.7 

180.1 

-0.9 

6.0 

11.2 

109.3 

0.2 

1L8 
853 
37.8 

22.6 

138.8 

-1.2 

125.5 

63L4 

-32 

62.0 

WEEK 

-1.4 
-1.3 
-3.8 

-71 
-4.4        224 

1.4 
-0.1 

0.5 


•Mar,  19. 1999=1000     "Feb,  7.  2000=1000 


GLOBAL  MARKETS  sept  24 

S&P  Euro  Plus  (U.S.  Dollar)  990J 

London  (FT-SE 100)  4236.4 

Paris  (CAC  40)  3263.8 

Frankfurt  (DAX)  3307.3 

Tokyo  (NIKKEI  225)  10,502.3 

Hong  Kong  (Hang  Seng)  1U953 
Toronto  (S&P/TSX  Composite)  76023 

Mexico  City  (IPC)  7788J 

FUNDAMENTALS 

S&P  500  Dividend  YieM 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)' 
First  Call  Earnings  Revision* 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 

Stocks  above  200-day  average 

Options:  Put/call  ratio 

Insiders:  Vickers  NYSE  Sell/buy  ratio    5J1        4.99 
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SEPT  23  WEEK  AGO 

L62%  1.62% 

285  28.8       I 

16.7  16J       [ 

0.61%  0.57%     I 

SEPT.  23  WEEK  AGO 

929L1  92&4 

82.0%  82.0% 

0.71  0.79 


BEST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining 
Internet  Software 
IT  Consulting 
Gold  Mining 
Tot>acco 


LAST  LAST  12 

MO^(TH%  MONTHS  % 

16.0  Internet  Software  306.8 

15.1  Wireless  Services  1375 
13.0  Divsfd.  Metals  &  Mining  136.3 
12.3  Comptr.  Stge.  &  Perphs.  105.0 
12.0  Internet  Retailers  96.4 


WORST-PERFORMING 
GROUPS 

Semiconductor  Equip. 
Movies  &  Entertainment 
Diversified  Chemicals 
Specify.  Appar.  Retailers 
Aerospace  &  Defense 


LAST 
MONTH  % 

-10.0 
-75 
-6.6 
-6.1 
-5.8 


Health-Care  Riclltties 
Tires  &  Rubber 
Housewares  &  SpecM 
Aerospace  &  Defense 
Photographic  Product 


EQUITY  FUND  CATEGORIES 

.^-.VEEKTOTSLRETUR'J 
LEADERS 

Precious  Metals 
Technology 
Japan 
Small-cap  Growth 

LAGGARDS 

Natural  Resources 
Pacific/Asia  ex-Japan 
Miscellaneous 
Domestic  Hybrid 


%      52-WEEK  TOTAL  RERJRN 
LEADERS 


137 

75 

Technology 

Communications 

752 

56.2 

Z4 

Latin  America 

55.0 

72 

Small-cap  Growth 

LAGGARDS 

46.9 

1.5 

Domestic  Hybrid 

17.9 

1.7 
2.2 

Miscellaneous 
Japan 

18.3 
23.1 

2.8 

International  Hybrid 

23.8 

EQUITY  FUNDS 

4-',VEEK  TOTAL  RETURN 
LEADERS 

Apex  Mid  Cap  Growth  29.5 

U.S.  Gl.  WId.  Pr.  Minis.  19.4 

Scudder  GId.  &  Pr.  Mts.  S  18.9 

Thurlow  Growth  18.8 

LAGGARDS 

Rydex  Dynam.  Vent.  100  -12.0 
PFds.  UltSh.  OTC  Inv.  -12.0 
Oppenheimer  Real  Ast.  A  -8.9 
Potomac  Sm.  Cap/Sh.  Inv.  -70 


%      52-WEEK  TOTAL  RETURN  % 

LEADERS 

PFds.  Intnet.  Ultsr.  Inv.  246.9 

Jacob  Internet  213.5 

Apex  Mid  Cap  Growth  158.9 

RS  Internet  Age  1576 

LAGGARDS 

Rydex  Dynam.  Vent  100  -72.5 
PFds.  UltSh.  OTC  Inv.  -72.3 
Frontier  Equity  -63.9 

Potomac  OTC/Short  Inv.  -46  2 


INTEREST  RATES 


KEY  RATES 
Money  Martet  Fiinds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  t 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


SEPT  2- 

WEEK  AGO 

061% 

0.61%] 

033 

0.94 

L60 

LSI  1 

4J4 

4.18 

SJO 

5.09 

5M 

6.38 

tBanxQ 

WEEK  AGO 

General  Obligations 

3.^% 

Taxable  Equivalent 

5.36 

Insured  Revenue  Bonds 

3.86 

Taxable  Equivalent 

5,51 

THE  WEEK  AHEAD 


CONSUMER  CONFIDENCE 

Tuesday,  Sept.  30, 10  a.m. 
EDT  »The  Conference  Board's 
September  confidence  index 
probably  inched  up  to  81.4,  from 
81.3  in  August.  That's  based  on  the 
median  forecast  of  economists 
surveyed  by  MMS  International. 
PURCHASING  MANAGERS'  INDEX 
Wednesday,  Oct.  1, 10  a.m. 
EDT))  The  Institute  for  Supply 
Management's  industrial-activity 
index  for  September  very  likely 


moved  up  a  tick,  to  54.8%,  from 
54.7%  in  August. 
CONSTRUCTION  SPENDING 

Wednesday,  Oct.  1, 10  a.m. 
EDT  ))  Building  outlays  in  August 
are  forecast  to  have  climbed  0.4%, 
following  July's  0.2%  increase. 
FACTORY  INVENTORIES 
Thursday  Oct.  2,  8:30  a.m. 
EDT  ))  August  manufacturing 
inventories  probably  fell  0.2%.  In 
July,  inventories  were  drawn  down 
by  another  0.5%.  With  inventories 


falling  in  29  of  the  past  30  months, 
factory  output  should  pick  up  as 
the  economy  improves. 
EMPIOYMEHT  Fnday,  Oct.  3, 
8:30  a.m.  EDT  ))Nonfarm 
payrolls  in  September  are 
expected  to  have  fallen  by  3,000, 
after  a  drop  of  93,000  in  August. 
Manufacturers  probably  trimmed 
30,000  jobs  on  top  of  last  month's 
44,000  cuts.  The  small  decline  in 
payrolls  very  likely  pushed  the 
unemployment  rate  up  to  6.2%. 


The  BusinessWeek  productiol 
improved  to  200.7  for  th(l 
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Editorials 


The  High  Cost 
of  Low  Prices 


SHOPPERS  LOVE  Wal-Mart  Stores  Inc.  Its 
policy  of  "everyday  low  prices"  saves 
consumers  billions  of  dollars  every  year, 
helping  to  keep  the  nation's  inflation  rate 
low.  But  its  methods  of  squeezing  out  those 
low  prices— paying  salaries  below  the  poverty  line, 
building  superstores  that  crush  local  mom-and-pop 
shops,  and  pushing  manufacturers  to  the  wall  for 

savings  are  generating  a  strong  backlash.  So,  too,  is  the 
exportation  of  the  Bentonville  (Ark.)  behemoth's  Southern- 
style  cultural  conservatism  into  big- city  and  suburban 
regions  of  America  that  hold  different  social  values.  There's  a 
growing  sense  that  Wal-Mart  may  be  too  pow^erful.  If  the 
company  is  to  continue  to  succeed,  it  may  have  to  focus  more 
energy  on  dealing  with  these  concerns. 

By  almost  any  measure,  Wal-Mart  is  the  best  global 
benchmark  for  corporate  efficiency.  It  is  a  master  of 
information  technology.  It  is  a  champion  of  global  supply- 
chain  management.  It  is  also  the  nation's  largest  private 
employer  and  one  of  its  biggest  taxpayers  (page  100). 

But  for  those  sales  clerks  trying  to  raise  families,  working 
for  Wal-Mart  often  means  hard  times.  The  average  salary  in 
2001  actually  put  them  below  the  federal  poverty  line.  This 
could  soon  mean  hard  times  for  the  company  as  well.  Wal- 
Mart  estimates  that  44%  of  its  1.4  miUion  employees  will 
leave  in  2003,  and  it  needs  to  hire  572,000  workers  just  to 
stay  even.  This  may  prove  difficult,  given  its  pay  scale,  once 

the  recovery  takes  hold  and  the  job 
market  tightens  up. 

Wal-Mart's  active  participation 
in  America's  culture  wars  has  also 
sparked  concern.  Citing 
"customer  preferences,"  the  giant 
retailer  doesn't  carry  CDs  or  DVDs 
that  bear  a  parental-warning 
sticker,  and  it  obscures  the  covers 
of  certain  magazines.  But  Wal- 
Mart  doesn't  survey  customers  to 
get  their  opinions,  and  its 
censorship  is  often  capricious. 
Maxim  gets  yanked,  but  Rolling 
Stone,  with  a  nearly  naked  Britney  Spears  on  the  cover, 
doesn't.  Hunting  rifles  may  be  sold,  but  X-rated  songs  may 
not.  These  choices,  of  course,  reflect  the  values  of  Wal-Mart's 
Southern  origins,  and  they  are  perfectiy  legitimate.  But  they 
are  not  the  values  of  all  of  America,  particularly  those  urban 
regions  outside  the  South  that  Wal-Mart  wants  to  enter. 
The  company's  cultural  gatekeeping  offends  many  people 
who  see  it  as  insulting  and  threatening  to  their  choice  of 
available  entertainment. 

Wal-Mart  also  terrifies  many  U.S.  manufacturers.  The 
giant  chain  is  by  far  the  largest  purchaser  in  America.  Coffee- 


Afiill-time 
sales  job 
at  Wal-Mart 
pays 

below  the 
poverty  line 


makers,  toasters,  toothbrushes,  TVs— virtually  anj 
that  goes  into  a  house  must  now  be  designed  to  meet  ] 
V  specifications  set  by  Wal-Mart.  If  American  producers 
can't  meet  these  specs,  Chinese  companies  will.  Last ; 
Wal-Mart  imported  $12  billion  worth  of  Chinese  goc 
accounting  for  10%  of  total  U.S.  imports  from  China, 
that  good  for  American  customers?  You  bet.  And  for 
suppUers?  Many  are  hurting. 

As  an  increasingly  national  powerhouse,  Wal-Mart  | 
find  that  it  makes  sense  to  move  beyond  its  ciurent  pr 
Raising  workers'  salaries  above  the  poverty  level,  peril 
through  profit-sharing,  will  help  the  company  attract  I 
stable  workforce  in  higher-income  parts  of  the  U.S.  asf 
in  Europe  and  Japan.  And  accepting  different  cultura 
of  communities  outside  the  chain's  regional  base  woi 
social  and  political  resentment  of  the  giant  retailer. 
Europe,  Wal-Mart  decided  not  to  censor  magazines,  si 
and  movies.  And  the  chain  has  agreed  not  to  sell  gunil 
Angeles,  the  site  of  its  first  iimer-city  supercenter.  Thif 
increased  sensitivity  to  local  values  is  a  good  start  to\ 
what  could  be  Wal-Mart's  evolution  into.an  even  mor^ 
successful  global  corporation. 


No  Excuse  for 


SEARCH  ENGINES  ARE  blossoming  k 
terrific  business:  a  powerful  tool  for  f 
out  just  about  anything.  But  a  Busine 
investigation  reveals  that  some  searc 
engines  are  rigged:  They  accept  payr 
from  companies  for  special  treatment,  which 
frequently  boosts  their  ranking  in  search  resul 
And  they  do  it  without  telling  Web  surfers  tha 
they're  receiving  what  is,  in  effect,  paid  advertising. 
Deceiving  customers  is  never  a  v^ise  business  decisior j[j' 

Which  companies  are  doing  it?  Not  Google,  the  lea 
search  engine,  which  relies  on  its  ovm  technology  for 
Internet  search  and  clearly  marks  the  paid  ads  it  earn 
also  uses  Google's  search  technology.  But  Yahoo!,  MSfc  j-r 
Lycos  do  accept  paid  inclusions  (page  89).  The  Busim  1  ^v. 
investigation  showed  that  10  out  of  20  advertisers  anc 
marketers  interviewed  saw  their  rankings  move  up  in 
searches  on  these  sites  after  they  paid  to  have  their  lis 
considered.  This  kind  of  hidden  advertising  will  unde 
the  search  business  as  consumers  come  to  realize  thai 
are  not  getting  objective  information  but  predominan  ^J 
listings  of  deep-pocketed  companies.  And  if  compani< 
can  secretiy  pay  are  elevated  toward  the  top  of  seemir 
objective  search  results,  the  Internet's  ballyhooed  role 
democratic  medium  will  certainly  erode. 

Google  and  AOL  are  setting  a  high  standard.  Yahoc 
Microsoft  are  not.  C'mon,  guys.  Shape  up. 
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m  today  two  of  the  Midwest's  leading  banks,  LaSalle  Bank 

1  Standard  Federal,  will  look  a  little  different.  They  are 

iing  our  green  and  yellow  shield  to  their  names.  It's  a 

vision  shared  with  many  other  banks,  all  well  known  in  their 

n  markets.  We're  proud  they'll  now  be  clearly  recognized 

part  of  one  of  the  world's  leading  banking  groups,  with 

gins  going  back  180  years.  It  shows  they  are  joined  with 

r  significant  wholesale  and  mortgage  operations  here  in 

US  and  is  a  visible  sign  of  the  increasing  collaboration 

tween  over  100,000  talented  colleagues  in  more  than 

countries.  Sharing  knowledge  and  expertise.  Sharing  the 

me  vision  and  values.  Together,  serving  15  million  clients. 

lited  by  mutual  beliefs.  Uniting  under  one  shield. 
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Standard  Federal  Bank 

ABN  AMRO 


i/vw.abnamro.com 

wish  to  thank  our  colleagues  on  location  in  Amsterdam,  Chicago,  Detroit,  London, 
I  Paulo  and  Singapore  who  volunteered  to  appear  in  this  advertlsennent. 
303  ABN  AMRO 
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DHL  and  Airborne.  An  overnight  success. 


DHL  is  proud  to  announce  its  merger  with  Airborne. 

You  couldn't  ask  for  a  better  match.  DHL,  the  number  one  air  express  company  in  the  world,  has  joined  forces  with  Ai 
Express,  one  of  America's  largest  air  and  ground  parcel  delivery  companies.  Together,  we're  a  powerful  new  shipping  chop' 
your  business.  Current  Airborne  customers  will  now  be  connected  to  DHL's  extensive  international  delivery  system  in  mon 
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ntries.  While  DHL  customers  gain  award-winning  customer  service  to  every  zip  code  in  the  United  States. 
y,  we  were  two  companies.  Today,  we're  a  major  new  force  in  the  shipping  industry.  Not  bad  for  a  night's 
)r  more  information,  contact  us  at  1-800-CALL-DHL  or  1-800-AIRBORNE,  or  visit  www.dhlairborne.com 


WE  MOVE  THE  WORLD 


CAN  A  SECURITY  BLANKET 
BE  MADE  OF  SHEET  METAL? 
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YOUR  FAMILY'S  SAFETY  IS 

YOUR 

MOST  IMPORTANT  CONCERN. 

WHICH 

IS  WHY  IT'S  SO  IMPORTANT  TO  US. 

We  designed  the  first  car  seat  to  help  protect  children. 
And  we  invented  the  modern-day  front  crash  test 
dunnmy.  We  were  the  first  to  make  air  bags  available  to 
the  masses.  And  we  introduced  drivers  to  infrared 
Night  Vision.  Over  the  years,  our  dedication  to  safety 
has  helped  save  countless  lives. 

Today,  we  continue  to  set  the  standard  with  OnStar,® 
one  of  the  most  important  safety  innovations  even  This 
GM-pioneered  system  helps  keep  drivers  in  contact 
with  a  live  Advisor  24  hours  a  day,  365  days  a  year.* 
Wherever  you  are,  OnStar  is  there.  It's  the  peace  of  mind 
over  two  million  CM  drivers  have  come  to  trust.  Which  is 
why  we  offer  it  on  over  40  different  GM  cars  and  trucks. 

Our  safety  measures  don't  stop  there.  Later  this 
year,  we're  introducing  the  first  ever  Advanced 
Automatic  Crash  Notification  system.  This 
groundbreaking  technology  reports  vital  crash 
data  to  the  OnStar  Center,  such  as  the  severity  and 
direction  of  impact,  helping  emergency  response 
teams  prepare  before  they  even  arrive. 

And  this  is  just  the  beginning.  Because  at  GM, 
we're  dedicated  to  building  safe  cars  and  trucks.  And 
making  sure  you  feel  protected  every  time  you  get 
behind  the  wheel. 

NIGHT  VISION.  ALLOW  US  TO  SHED  SOME  LIGHT. 

A  lot  of  companies  are  using        thermal-imaging  technology  fronn 


cameras  these  days.  But  only 
GM  is  using  one  like  this:  a 
high-powered,  ferroelectric 
heat-sensing  camera  -  aka, 
Night  Vision.  Offered  exclusively 
in  the  Cadillac  DeVille,  this 
first-of-its-kind  feature  harvests 


the  military  to  help  drivers 
see  beyond  the  range 
of  low  beam  headlamps. 
By  projecting  infrared 
images  onto  the  windshield. 

Night  Vision  can  give  drivers  some 

extra  time  to  react. 


OnStar    is    on    the    scene    fast. 

When  a  crash  occurs,  a  quick  medical  response 
can  mean  the  difference  between  life  and  death. 
The  OnStar  Air  Bag  Notification  System*  can  help 
first-aid  get  to  the  scene  faster.  If  a  vehicle's 
front  air  bag  deploys,  an  emergency  signal 
is  sent  automatically  to  the  OnStar  Center. 
An  Advisor  will  attempt  to  communicate  with 
the  vehicle's  occupants.  If  there  is  no  response, 
or  if  the  car's  occupants  report  an  emergency, 
the  Advisor  will  contact  the  nearest  appropriate 
emergency  services  provider.     CWrtStar' 


The  National  Highway  Traffic  Safety  Administration 
(NHTSA)  gave  Chevy  Impala  five  stars  for  frontal  crash 
safety,  the  highest  government  rating.** 


Beneath  the  inviting  exterior  of  the  Saturn  Ion  is  a 
mighty  steel  spaceframe.  This  reinforced  safety 
structure  helps  preserve  occupant  space  in  a  crash. 


GM  Versatrak'"  is  a  move  in  the  right  direction. 
Available  on  the  Buick  Rendezvous,  it  adds  torque  to 
the  rear  wheels  when  conditions  get  slippery. 


The  latest  news,  reviews  and  a  glimpse  of  the  road  ahead.   See  it  all  at  www.gnn.conn/story 


CHEVROLET 


PONTIAC 


OLDSMOBILE 


BUICK 


CADILLAC 


CMC 


SATURN 


HUMMER 


SAAB 


'OnStar  services  require  vehicle  elearical  system  and  analog  wireless  service  to  be  available  and  operating  for  features  to  function  properly.  Visit  www.onstarcom  for 
system  information  and  details.  ''Testing  conducted  by  the  National  Highway  Traffic  Safety  Administration  (NHTSA)  as  part  of  its  New  Car  Assessment  Program  (NCAP). 
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CHINA-BASHING 
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We  don't  believe  in  technology  for  technology's  sake.  We  believe  in  water  purification  technology 
helping  to  keep  mountain  lakes  as  beautiful  as  nature  intended.  Or  transportation  systems  that  are  bring! 
levels  of  mobility  and  efficiency  to  the  world's  great  cities.  Or  advanced  diagnosis  and  therapy  that  may  one  ( 
an  8-year-old  cancer  patient  the  ultimate  benefit  of  technology:  life  itself  In  this  slice  of  earth,  you'll  see  how 
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DJogy  touches  your  life.  In  ways  that  are  shaping  not 
le  future  of  technology,  but  the  future  of  mankind, 
ierstand  just  how  Hitachi  is  working  to  improve  your 
visit  us  on  the  Web  and  see  technology  in  action. 
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The  High  Cost  of 
Small  Cons 

Small-business  owners  are  often 
reluctant  to  spend  time  and  money  on 
due  diligence  when  hiring  employees  or 
making  deals.  This,  says  former 
prosecutor  Robert  Silbering,  is  why  they 
are  some  of  the  easiest  marks  for  con 
men  and  embezzlers 


Microsoft  Cuts 
The  Chatter 

While  its  decision  to  lii 
MSN's  popular  Internet] 
chat  rooms  to  paying 
customers  has  critics 
crying  foul,  it  makes 
sense  both  legally  and 
economically 


Why  Hillary 
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Hillary  Rodham  Clinton  has  repeatedly] 
denied  she  will  take  a  run  at  unseating 
George  W.  Bush  in  November,  2004. 
However,  if  the  Democratic  Party's  onl^ 
true  star  genuinely  wants  to  be 
President,  her  time  is  now.  By  2008,  it 
may  well  be  too  late 


Thalidomide's 
Surprising  Act  IV 

Once  hailed  as  a  miracle  cure,  the  drug 
became  notorious  for  causing  thousands 
of  birth  defects.  Then  it  proved  to  be  a 
relief  for  patients  suffering  from  a  rare 
immune  disorder.  Now,  it  shows  promise 
as  a  cancer  fighter,  and  its  noxious  side 
effects  can  be  largely  eliminated 
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The  Concord  Saratoga"  Chronograph 
with  fine  automatic  movement 
and  sapphire  crystal  case  back. 
Luxurs'  in  stainless  steel.  $2,490. 


Looks  good  in  black  tie 
and  white  tees. 
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The  Concord  Saratoga  Chronograph. 


Tourn< 

800  348  3' 


"There  are  a  lot 
of  things  we  have 
todo^andthafs 
one  of  them." 

-Mark  Fabiani,  adviser  to 

Wesley  Clark,  on  having  Clark 

officially  register  as  a 

Democrat  (page  49) 


Ital  imaging  and 
iputer  products, 
the  bucks  don't 
5  there.  Business- 
ik  has  learned 
t  HP  will  invest  up  to 
)0  million  more  in  a  10- 
r  marketing  alliance  with 
It  Disney  to  give  HP  some 


IE  BIG  PICTURE 


BLASTOFF 

LaserJets  to 
retro  rockets 


of  the  Mouse  House's  family 
appeal. 

The  first  joint  marketing 
project  will  plug  a  new  thrill 
ride  at  Epcot  Center,  called 
Mission:  Space.  The  flight 
simulator  is  a  collaboration 
between  Disney  designers 
and  HP's  NASA-hardened 
engineers.  On  Oct.  9,  the  pair 
will  air  TV  ads  touting  the 
attraction.  HP  also  is 
planning  its  first 
consumer  promotion: 
a  sweepstakes  offering 
chances  to  spend  New 
Year's  Eve  traveling  to 
Mars  (on  the  ride)  and 
enjoying  an  HP  home- 
technology  makeover. 
Will  all  this  liven  up 
what  many  perceive  as 
HP's  reliable,  but  staid 
image?  "HP's  brand  is 
about  to  go  from  a 
walk  to  a  run,"  says 
Steven  Addis,  CEO  of 
Addis  Group,  a  brand- 
strategy  firm.  Maybe  "Mickey 
Mouse  marketing"  is  a 
compliment?  -Gerry 
Khermouch  and  Ben  Elgin 


!UG  MONEY  The  percentage  of  adults  who 
lieve  each  of  the  following  medications  are 
Very"  or  "fairly  good"  value  for  the  money: 


lERIC  PRESCRIPTION  DRUGS 


survey  of  2,098  U.S.  adults,  Aug.  811 
Hams  Interactive 


BAD  BREAKS 

N0W5  This  Is 
Going  to  Hurt... 

THE  LIST  OF  WOES  at  HealthSouth  keeps  growing.  The  bank- 
rupt hospital  chain  already  faces  a  criminal  investigation  into 
its  accounting.  Now  regulators  say  that  by  2007,  at  least  75% 
of  patients  in  a  rehab  hospital  will  need  to  have  one  of  10 
medical  conditions  for  the  hospital  to  get  paid  by  Medicare. 

That  means  HealthSouth  would  lose  reimbursements  for 
39,000  patients,  or  about  32%  of  its  rehab  clients.  Before  it 
went  into  bankruptcy,  HealthSouth  predicted  its  2003 
revenue  would  hit  $4.1  billion,  and  rehab  accounts  for  most  of 
that.  "HealthSouth  would  have  the  greatest  exposure,"  says 
Jeffries  analyst  Frank  Morgan. 

HealthSouth  could  feel  the  pinch  as  early  as  next  year.  As 
an  interim  step,  the  feds  propose  that  65%  of  rehab  patients 
must  be  receiving  treatment  for  one  of  12  conditions  by  2004. 
The  government  wants  patients  to  recover  in  nursing  homes 
or  at  home,  where  Medicare  won't  pay.  HealthSouth  has 
reserved  $46  million  to  cover  short-term  losses  from  the 
changes.  The  company  says  the  government  may  reconsider, 
since  seniors,  a  poweriful  lobbying  group,  need  the  hospitals. 
HealthSouth  has  a  lot  riding  on  it.  -Charles  Haddad 
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HIGH  TECH 

WHAT  WAS 
DICK  TRACY'S 
MONTHLY  FEE? 

WHEN  THE  LIGHTS  went  out 

on  the  East  Coast  this 
summer,  Rick  Rashid, 
Microsoft's  head  of  research, 
knew  about  it  within  minutes 
simply  by  glancing  at  news 
headlines  on  his  watch. 
These  days,  Rashid  straps  a 
prototype  of  the  software 


giant's  latest  creation,  the 
Spot  watch,  to  his  wrist  every 
morning. 

Rashid's  timepiece  is 
hardly  a  fashion  statement— 
a  hulking  chimk  of  plastic 
with  an  oversized  display. 


But  when  the  hoi  polloi  get 
their  hands  on  Spot  watches 
late  this  fall,  they'll  be  able  to 
choose  from  more 
fashionable  models  from 
Fossil  and  Finnish  sports 
watch  maker  Suunto.  The 
timepieces  vdll  sell  for  $100 
to  $300.  Buyers  will  have  to 
pony  up  $9.95  a  month  or 
$59  a  year  for  the  service, 
which  beams  the  latest  news, 
weather,  and  a  host  of  other 
data  using  FM  airwaves. 

Microsoft  isn't  the  first  to 
make  a  run  at  wearable 
technology.  Five  years  ago. 
Sun  Microsystems  unveiled 
the  Java  ring,  a  concept  that 
one  day  might  let  users  go  to 
any  Web-connected  device 
and  call  up  their  personal 
information.  Today,  the  Java 
ring  is  littie  more  than  a 
memory.  Rashid  hopes  his 
watch  won't  meet  a  similar 
fate.  "We'll  cross  our 
fingers,"  he  says.  And  he'll 
hope  that  consiuners  will 
want  to  be  connected  as 
much  as  he  does.  -Jay  Greene 


OVER  THERE 

MULTISCREEN  MOSCOW  When  Paul  Heth  camf/ 
to  Moscow  in  1993,  the  cinemas  were  clumpy  f 
and  single-screen.  No  popcorn,  no  comfy  seat 
Ten  years  later,  the  plush  multjplex  has  arrived 
KinoStar  De  Lux— 11  screens,  J,250  seats- 
opened  on  Sept.  19,  thanks  to  Heth  and  Nation 
Amusements.  They  want  to  build  others  in 
Moscow  and  St.  Petersburg.  More  will  follow: 
Prof-Media  News  &  Publishing  is  building  a  nev 
chain,  and  Karo  Film  is  updating  some  of  its  151 
theaters  and  adding  more.  Only  8%  of  Russiar 
catch  at  least  one  flick  a  year  But  Prof-Media 
says  box-office  sales  have  risen  tenfold  since 
1999.  Popcorn,  anyone?  -Jason  Bush 


THE  LIST 


President  Bush's 
$20.3  billion 
proposal  to  rebuild 
Iraq  includes  far 
more  than  just 
roads  and  bridges: 

$35  MILLION 

for  on-the-job  training  for 
private  businesses 

$30  MILLION 

for  half-day  English  classes 
for  5,000  workers 

$9  MILLION 

to  update  the  postal  system 
and  establish  Zip  codes 

$2  MILLION 

for  40  garbage  trucks 


DRAWN  &  QUARTERED 
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Innovative  banking  creates  value. 
Profit  from  it. 


J^- 


'^'H. 


)ffer  customers  new  solutions,  the  Societe  Generale  Group  consistently  innovates  in  its  three  businesses 
letail  Banking  and  Financial  Services:  France's  leading  non-mutual  banking  group,  serving  1 5  million 
tomers  in  30  countries  ■  Asset  Management:  the  No.  3  bank  in  the  euro  zone,  with  €273  billion*  under 
nagement;  among  the  world  leaders  in  alternative  investment  management,  multi-management 
I  funds  of  funds  ■  Corporate  and  Investment  Banking:  the  S'^  largest  bank  in  the  euro  zone  based 
'evenues  and  a  global  leader  in  derivatives  and  structured  finance.  www.socgen.com 
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FROM 
BHOPALTO 
THE  IMF 

In  Saving  Capitalism  from  the 
Capitalists,  University  of 
Chicago  finance  professor 
Raghuram  Rajan  argues  that 
free  financial  markets  can 
benefit  the  poor.  Now  he's 
getting  a  chance  to  test  that 
theory.  On  Oct.  1,  the  40-year- 
old  academic  became  the 
International  Monetary  Fund's 
new  chief  economist. 

He's  also  the  first  top  IMF 
economist  from  a  developing 
country.  His  predecessor, 
Kenneth  Rogoff,  calls  that  "a 
huge  plus."  Born  in  Bhopal, 
India,  Rajan  could  boost  the 
IMF's  credibility  with  those 
who  say  its  lending  policies 
favor  creditors  and  are  too 
restrictive  for  developing 
nations.  'You  don't  want  to 
impinge  on  the  sovereignty  of 
[developing  countries],"  says 
Rajan,  "but... you  want  to 
give  the  people  a  better 
chance." 
Unlike  his  predecessors, 
I  Rajan  studied  banking,  not 
'  economics.  With  many 
economic  meltdowns 
accompanied  by  banking 
crises,  Rajan  may  be 
uniquely  equipped  to 
address  them.  -Brian  Hindo 


H     TRIBES  &  TAXES 

HOW  CASINOS 
ARE  HOGGING 
THE  CHIPS 


THE  CALIFORNIA  recall  election 
is  shining  a  spotiight  on  how 
little  Native  American  casinos 
pay  in  taxes.  Candidate 
Arnold  Schwarzenegger  has 
risen  in  the  poUs  since 
running  ads  that  urge  tribes 
to  "pay  their  fair  share"  of 
state  taxes.  But  under  deals 
negotiated  by  Governor  Gray 
Davis  in  1999,  California's 
Native  American  casinos 
don't  contribute  directiy  to 
state  coffers.  Instead,  they 
pay  about  3%  of  their 
winnings  to  other  tribes  and 
to  reimburse  state  and  local 
governments  for  some  costs. 

Critics  say  Davis  should 
have  cut  a  better  deal.  C. 
Shawn  Bookin,  a  casino  analyst 
at  money  manager  Trust  Com- 
pany of  the  West,  figures  the 
pact  has  cost  the  state  $700 
million  in  tax  revenue  yearly, 
which  could  have  supported 


TELECOM  TALES 

A  CALL 
IS  A  CALL  IS 
A  CALL 

BY  YEAREND,  150,000 

Americans  will  use  the  Web  to 

make  phone  calls.  By  2005, 

that's  expected  to 

swell  to  1  million, 

says  researcher  IDC. 

But  as  consumers 

discover  the  joy  in 

Web  phones,  so  too 

are  state  regulators— 

and  that  could  crimp  profits  in 

the  fledgling  field. 

Regulators  took  notice  last 
year  when  Vonage,  an  Edison 
(N.J.)  Web-calling  service, 
advertised  that  it  could 
replace  traditional  phone 
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a  $12  biUion  bond  issue. 
Nationally,  6  of  the  24 
states  with  Native  American 
gaming  get  a  piece  of  the 
action.  Connecticut  collects 
25%  of  slot  machine  revenues 
from  its  two  tribal  casinos, 
worth  some  $400  milUon  a 
year.  Other  states  seem  to  be 
moving  in  that  direction. 
Arizona  and  Wisconsin  re- 
centiy  renegotiated  pacts  to 
obtain  substantial  tax 
payments. 


service.  On  Aug.  13,  Minne- 
sota became  the  first  state  to 
declare  Vonage  a  telephone 
service  subject  to  state  regs, 
including  paying  fees  to  fund 
911  service.  Such  fees  could 
hike  providers'  costs  10%,  says 
CIBC  Worid  Markets. 

On  Sept.  24,  Vonage 
appealed,  saying  it  shouldn't 
be  regulated  because 
ifs  an  "information" 
service.  A  day  earlier, 
Vonage  asked  the 
FCC  to  protect  the  in- 
dustry against  state 
regulators.  The  FCC 
says  it  will  examine  the  issue 
by  yearend.  Alabama, 
Colorado,  Illinois,  Ohio, 
Pennsylvania,  and  Wisconsin 
are  mulling  similar  rules.  So 
much  for  cheap  rates  on  Web 
phones.  -Catherine  Yang 


Last  March,  Davis  sug- 
gested raising  $1.5  biUion 
taxes  from  the  casinos  to  h 
solve  the  state's  budget  cri 
But  he  cut  that  figure  in  hz 
after  tribes  began  running 
TV  ads  that  praised  the 
contributions  of  gaming  tc 
the  state.  They've  since 
contributed  big  bucks  to  h 
recall  rivals.  Here's  someth 
everyone  will  agree  on: 
There's  a  huge  jackpot  at 
stake.      -Christopher  Pali 


THE  STAT 


Percentage  of  Gen 
Xers  who  expect 
help  from  their 
parents  to  pay  for  a 
child's  college 
education.  But  only 
7%  of  those  parents 
are  stashing  cash  to 
put  a  grandchild 
through  college. 

Data:  UCLa  Sccc  of  Law 
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December  31,  2008 


Fellow  Shareholders, 


In  the  future,  jou  have  no  shareholders. 
You  have  no  rivals,  no  partnerships,  no  customers. 

You  have  neither  accomplishments  nor  challenges. 
No  one  does. 

Because  the  future  hasn't  happenedjet. 
It  is  a  white  canvas.  A  clean  slate.  A  blank  sheet. 

How  will  JOU  write  it? 

\S  UNBIASED  BUSINESS  ADVISOR  AND  SYSTEMS  INTEGRATOR  PROVIDES  YOU  WITH  THE  RIGHT  ADVICE  AND  SOLUTIONS 
WITH  YOUR  BEST  INTERESTS  IN  MIND.  TOGETHER,  WE  CAN  CREATE  THE  FUTURE.  ViSIT  BEARlNGPOINT.COM. 


CONSULTING  ♦  SYSTEMS  INTEGRATION  ♦  MANAGED  SERVICES 


BearingPoint 

Business  and  Systems  Aligned.  Business  Empowered.' 
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My  own  experience  of  the 
MBA  program  was  that  it 
was  wbrm\diile  but . . . 
I'm  still  waiting  for  the 
six-figure  salary. 

-George  A.  Reynolds 
Annamoe,  Ireland 


Biisiness'Uc 


ALLMBAs 

ARE  NOT  CREATED  EQUAL 

"WHAT'S  AN  MBA  really  worth?"  (Cover 
Story,  Sept.  22)  produced  some  very  inter- 
esting results.  But  if  my  MBA  taught  me 
anything,  it  was  not  to  draw  incortect  in- 
ferences from  statistical  data.  There  are 
two  main  problems  with  your  survey:  1) 
Self-reporting  surveys  are  usually  bi- 
ased—the respondents  who  did  well  will 
be  more  likely  to  reply  than  those  who  did 
not.  2)  The  survey  results  for  each  catego- 
ry (men,  women)  must  be  compared  with 
results  for  other  graduates  who  did  not  do 
an  MBA.  For  example,  if  10%  of  MBAs 
earn  over  $200,000  and  10%  of  all  non- 
MBA  graduates  earn  likev^dse,  then  one 
can  conclude  that  there  is  no  connection 
between  high  salaries  and  MBA  degrees. 

In  addition,  two  other  factors  need  to 
be  considered:  The  use  of  "averages"  in  a 
sampling  population  where  a  few  indi- 
viduals wdll  have  very  high  salaries  while 
many  will  have  much  lower  salaries.  Try 
averaging  the  salaries  of  Microsoft  Corp. 
workers  with  and  vvdthout  WiUiam  H. 
Gates  Ill's  salary!  And  does  an  MBA  lead 
to  high  achievement  or  do  naturally  high 
achievers  tend  to  do  MBA  degrees? 

My  own  experience  of  the  MBA  pro- 


gram was  that  it  was  worthv/hile  b 
negative  NPV  (net  present  value)  pro 
I'm  still  waiting  for  the  six-figure  sala^ 
-George  A.  Reyn 
Annamoe,  Irel 
Editor's  note:  Median  salary  data  is  a^ 
able  at  businessweek.com/bschools. 

WHO  NEEDS  IT?  All  a  manager  need 
know  is:  where  to  outsource  produci 
(China),  and  where  to  outsource  call  c 
ters,  accounting,  and  most  everytfc 
else  (India). 

-Loyd  Eskik 
Scottsdale,/ 

A  SURVEY  OF  ALUMNI  from  less  t 
10%  of  the  accredited  MBA  programs 
less  than  5%  of  all  programs  giving 
degree  in  the  U.  S.— and  one  that  foci 
solely  on  the  top  30  programs— 
scarcely  claim  to  discern  what  an  MB 
worth.  The  sample  is  not  representativ 
the  typical  MBA.  More  relevant  woulc 
comparisons  vrith  similarly  talented  ; 
situated  people  without  the  deg 
When  such  analyses  have  been  condi 
ed,  in  an  investment  bank  and  in  cons 
ing  firms,  there  is  typically  no  diflfere 
in  career  outcomes  between  those  v 
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Readers  Reoort 


CORRECTIONS  &  CLARIFICATIONS 

In  "Striking  out  on  their  own"  (Cover  Story, 
Sept.  22),  Northwestern  University  Kellogg 
School  of  Business  alumnus  Lloyd  Cheu's 
quote  should  have  referred  to  a  $350  million 
bond  deal  he  once  structured,  not  a  $350 
billion  deal. 

Our  Q&A,  "Colin  Powell:  On  Iraq,  Bush,  and 
his  job"  (News:  Analysis  &  Commentary, 
Sept.  22),  should  have  said ". . .  Baltic 
states  added  to  NATO,"  according  to  the 
State  Dept.  transcript,  not  Balkan  states. 

In  "Sweet  licensing  deals  for  Acacia" 
(Inside  Wall  Street,  Oct.  6),  Paul  Sethi's 
estimates  should  have  read:  'By  the  end  of 
2004,  he  figures  Acacia  could  post 
quarterly  earnings  of  250  a  share  on  run- 
rate  sales  of  $35  million,"  instead  of:  "In 
2004,  he  figures  it  could  earn  250  a  share 
on  sales  of  $35  million." 

"Enron's  bankers  feel  the  heat"  (In  Business 
This  Week,  Sept.  29)  should  have  noted 
that  the  three  Merrill  Lynch  employees 
indicted  by  the  Justice  Dept.  no  longer  are 
with  the  company. 


and  without  the  MBA  degree.  I  applaud 
your  efforts  to  at  least  ask  the  question  of 
the  consequences  of  getting  an  MBA. 

-Jeffrey  Pfeffer 

Stanford  University 

Graduate  School  of  Business 

Palo  Alto,  Calif 

YOU  TERM  THE  charitable  giving  of  your 
MBA  Class  of  '92  "impressive."  But  the 
numbers  you  report  tell  a  dramatically 
different  story.  Some  25%  of  your  re- 
spondents gave  nothing  at  all.  Among 
the  other  75%,  the  average  contribution 
was  shghtly  more  than  $7,300  over  two 
years.  Thaf  s  $3,650  per  year— and  your 
MBA  survey  respondents  had  an  annual 
compensation  last  year  of  $387,600. 
Thus  your  tightwad  givers  donated  less 
than  1%  of  their  annual  income  to  chari- 
ty, and  overall  the  Class  of  '92  averaged 
far  less. 

-David J.  Cohen 
Washington 

MORE  MEDIA  CROSS-OWNERSHIP 
WILL  HELP,  NOT  HURT,  LOCAL  NEWS 

"HOW  MICHAEL  POWELL  could  have  the 
last  laugh"  (Media,  Sept.  22)  misperceives 
the  value  of  cross- ownership  for  newspa- 
per and  broadcast  companies.  Cross- 
ownership  allows  the  deUvery  of  better  lo- 
cal news  more  quickly  to  communities, 
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large  and  small.  Such  strong  local  news  is 
expensive  to  produce,  however,  and  the 
Federal  Communications  Commission's 
28-year  ban  on  common  ownership  has 
meant  curtailment  of  local  news,  particu- 
larly in  smaller  markets  where  the  eco- 
nomics of  television  ownership  are  the 
most  diflBcult.  Cross-ownership  is  a  top- 
line  strategy,  not  a  cost-cutting  tactic. 
Consumers  know  the  diflFerence,  and  they 
know  how  to  change  channels  and  news- 
paper subscriptions. 

-/.  Stewart  Bryan  III 

Chairman  and  Chief  Executive 

Media  General  Inc. 

Richmond,  Va. 

THE  WAR  IN  IRAQ: 
SMART  MOVE-ORDECEin 

LET'S  BE  CAREFUL  before  associating 
the  term  "massive  intelligence  failure" 
with  Iraq  poUcy  ("Iraq:  Hard  lessons  and 
how  to  use  them,"  News:  Analysis  & 
Commentary,  Sept.  22).  When  intelli- 
gence debunks  the  notion  of  Iraq's  buying 
enriched  uranium  from  Niger  while  the 
Administration  embraces  it  as  fact,  this  is 
not  a  failure  of  intelligence.  If  s  merely  a 
he.  When  intelligence  discounts  any 
meaningful  Iraq-al  Qaeda  link  that 
nonetheless  becomes  a  centerpiece  of  Ad- 
ministration speechmaking,  this,  too,  is 
not  a  failure  of  inteUigence  but  yet  anoth- 
er he.  When  the  Defense  Secretary  estab- 
lishes a  task  force  in  the  Pentagon  to  mine 
inteUigence  data  in  order  to  support  a  de- 
cision that  has  already  been  made,  this  is 
not  a  failure  of  inteUigence.  It's  a  subver- 
sion of  the  poUcymaldng  process. 

An  independent  investigation  by  Con- 
gress into  what  data  the  inteUigence  com- 
mvmity  provided  poUcymakers  and  how 
they  used  it  would  help  immeasurably  in 
understanding  what  went  wrong. 

-  Colonel  Harvey  R.  Greenberg  (Ret.) 

U.S.  Air  Force 

Westford,  Mass. 

REMOVING  IRAQ  as  a  focal  point  was 
wise,  foreclosing  having  to  face  a  much 
better  prepared  Iraq  later. 

-Matt  Ryan 
Bremerton,  Wash. 

NUSSBAUM  WRITES  THAT  "the  level  of 
anti-Americanism  around  the  world  has 
never  been  higher."  I  suggest  that  this 
appUes  strictly  to  the  present  Bush  Ad- 
ministration. Except  for  the  usual  incorri- 
gible groups,  the  great  majority  of  the 
world  looks  at  America  with  awe  and 
pride  and  some  (flattering)  envy. 

-Walter  Kuitert 
Meaford,  Ont. 


SMARTER  RESEARCH 
MEANS  HIGHER  PRODUCTIVITY 

"REINVENTING  CORPORATE  R, 
(Science  &  Technology,  Sept.  22)  prov 
perspective  on  how  U.S.  industrial 
search  remains  productive  even  tho 
the  rate  of  growth  of  in-house  rese; 
and  development  has  slowed  or  even 
clined  in  some  areas.  The  old  NIH 
invented  here)  attitude  has  faded, 
though  it's  never  entirely  gone,  and  l 
managers  are  judged  on  their  use  oft 
nical  advances  wherever  they  may  1 
originated.  There  has  been  a  vast  incn 
in  joint  technical  programs  since  the 
ly  1980s,  even  between  divisions  of  i 
companies,  and  there  has  been  an  o 
ous  rise  in  corporate  partnering,  o, 
leading  to  mergers  or  acquisitions. ' 
corporate  R&D  has  been  reinvented 
added  productivity  brings  more  respo 
bihties  and,  of  course,  greater  strat« 
value  for  the  corporate  growth  plan 
-Herbert  I.  Fxi 
Stamford,  Cc 
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|i    AT&T  Wireless  works. 


average 
20-40  Kbps 


Sprint  works  nearly  twice  as  fast, 


average 
50-70  Kbps 


Your  business  can  get  more  done,  faster,  in  more  places 
nationwide  with  the  Sprint  advanced  wireless  network. 

Compared  with  the  AT&T  Wireless  Next  Generation  networic. 
Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  30%  larger  coverage  area 

•  35  million  more  people  covered 


All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in 
the  nation  to  make  your  business  more  effective. 

Get  the  facts  at  www.sprintpcs.com  or  call  877-459-8144 
for  a  PCS  Business  Representative. 
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Stuck  in  the  Slow  Lane 

THE  BETRAYAL  OF  WORK:  How  Low-Wage  Jobs  Fail  30  Million  Americans 

By  Beth  Shulman;  New  Press;  255pp;  $25.95 

LOW-WAGE  AMERICA:  How  Employers  Are  Reshaping  Opportunity  in  the  Workplace 

Edited  by  Eileen  Appelbaum,  Annette  Bernhardt,  Richard  J.  Murnane;  Russell  Sage  Foundation;  535  pp;  $45 
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American  workers  have  had  quite  a 
roller-coaster  ride  in  the  past  decade  as 
an  era  of  plentiful  jobs  and  fat  paychecks 
gave  way  to  stubborn  unemplo)mient 
and  skimpy  raises.  One  thing  that  didn't 
change,  though,  was  the  mass  of  very 
low-wage  jobs  that  are  often  the  only 
thing  open  to  millions  of  workers  who 

lack  the  skills  or  education  needed  to  get  on 
a  career  track. 

Barbara  Ehrenreich's  best-seller,  Nickel 
&Dimed,  gave  a  first-person  tour  of  what 
it's  like  to  be  a  cashier  or  bed-changer  with 
slim  prospects  of  making  it  into  the  middle 
class.  Now,  two  more-scholarly  books  give 
the  numbers  behind  the  anecdotes, 
showing  how  subpoverty  jobs  have 
become  a  permanent  and  growing 
bUght  on  the  U.S.  economy.  The  Betrayal 
of  Work,  by  former  union  official  Beth 
Shulman,  offers  a  polemical  but  accessible 
portrait  of  America's  30  million-plus 
underclass.  Low-Wage  America,  a  vast  undertaking  by  38 
economists,  sociologists,  and  other  academics,  is  a 
surprisingly  readable  description  of  whaf  s  driving  the 
expansion  of  dead-end  jobs  across  the  economy. 

Shulman,  a  former  vice-president  of  the  United  Food  & 
Commercial  Workers  union,  which  represents  supermarket 
and  clerical  employees,  has  gathered  an  impressive  array  of 
studies  and  statistics  on  the  army  of  working  poor.  The 
security  guards,  home-health  aides,  child-care  workers, 
maids,  tellers,  cooks,  and  hairdressers  she  describes  earn  less 
than  the  federal  poverty  level  (currently  about  $9  an  hour  for 
a  family  of  four).  While  minorities  are  overrepresented  in  this 
group,  two-thirds  are  white.  Some  60%  are  women,  and  the 
vast  majority  are  adults— only  7%  are  teens.  Most  lack  a 
college  degree.  Shvilman  shows  how  low-wage  workers,  in 
addition  to  their  lousy  pay,  are  more  likely  than  the  rest  of  us 
to  have  rigid  or  late-night  work  schedules,  unsafe  working 
conditions,  and  inadequate  or  nonexistent  health  care. 

More  troubling  are  the  forces  that  trap  many  of  these 
workers  in  a  caiv'^er  cul-de-sac.  These  are  the  focus  of  low- 
Wage  America,  which  offers  12  in-depth  studies  of  different 
industries,  from  hotels  to  steelmaking.  With  funding  from  the 
Russell  Sage  and  Rockefeller  Foundations,  its  authors 
interviewed  a  total  of  1,700  managers  and  workers  at  464 
employers  and  queried  10,000  more  via  an  extensive  survey. 
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The  authors  show  how  technology,  deregulation,  and 
globalization  have  prompted  employers  to  compete  with  cfcimia 
another  by  slashing  labor  costs.  Neither  Low-Wage  Americ 
nor  The  Betrayal  of  Work  really  explains  why  these  famiha 
trends  have  cut  so  much  more  sharply  against  less-skilled 
workers  than  against  college-educated  ones.  But  since  ex{ 
have  been  debating  this  conundrum  for  more  than  a  decai 
with  no  real  conclusion,  perhaps  both  books  are  right  to  s 
the  why  and  deal  directly  with  the  what. 

Low-Wage  America's  most  compelling  idea:  Many  low- 
skilled  jobs  don't  need  to  pay  poverty  wages  at  all.  The 
authors  demonstrate  this  with  numerous  real-life  exampl; 
For  instance,  an  examination  of  smaller  machine  and  icottai 
electrical-parts  manufacturers  in  central  New  York  Stat  Kjibri 
finds  that  several  pay  unskilled  new  hires  $8  to  $9  an  h  uofc 
Most  of  their  rivals  in  the  area,  however,  offer  just  $6  tc  ^j^} 
It  turns  out  that  the  high-road  outfits  use  a  different  ^jf^f 
strategy  to  cope  vidth  competition  from  low-wage  ^i,  ] 

countries.  They  invest  in  scads  of  training,  use  worker-  i^^] 
involvement  schemes  to  keep  producti^  i^jtj, 
high,  and  motivate  employees  with  jferer 
profit-sharing  and  pay-for-performancf  iq^jj,, 
bonuses.  Although  the  companies  all  "i  ^  j^ 
broadly  similar  market  pressure,  we  fin  ijitj,),, 
clear  and  compelling  evidence  that  m^'^ 
managers  do  have  discretion  in  their  ^^. 
employment  practices  and  wage  policie  djo^ 
the  authors  say.  ufjjj. 

One  of  the  book's  most  surprising       ^\, 
findings  is  that  employers  who  use  ^^^, 

alternative  approaches  to  compete  in  lov  jj^g; 
skilled  industries  often  rely  on  new  laboi  i^^ 
market  institutions.  In  jj^^^ 

VjnnTyuy^QYS  industries  as  diverse  as 

^      ^  hospitals,  hotels,  and  hosiery,  L(,f(, 

companies  band  together  to 
train  workers,  set  industry  ski  gj,(: 
standards,  and  help  each  otht 
learn  how  to  make  strategies 
such  as  teamwork  really  work 
Often,  local  government  bodii 
lend  crucial  support,  with  see 
^^^^^^^^  money  for  training  and 

coordination  with  commimitj  Jto,.  ] 
colleges.  There's  a  clear  role,  the  book  argues,  for  govemme  ,jf ' 
to  support  management  choices  that  help  less-skilled  workt 
Still,  such  examples  have  been  scarce  in  the  U.S.  in  recen 
years.  Unless  more  employers  decide  that  being  competitiv 
doesn't  necessarily  mean  cutting  pay  as  low  as  it  can  go,  th< 
ranks  of  low- wage  workers  will  continue  to  grow. 

-By  Aaron  Bernst 
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I  NAKED  CORPORATION 

V  the  Age  of  Transparency  Will 
olutionize  Business 

)on  Tapscott  and  David  Ticoll;  Free  Press; 
pp;  $28 

')ver  the  past  decade,  the  forces 
jring  corporate  openness  have  been 
ling  ground.  Greater  public  access  to 
»rmation,  aided  by  new 
"Imunications  technologies,  is 

beginning  to  change 
companies' 
relationships  with 
employees,  partners, 
shareholders,  and 
customers.  To  many 
executives,  the  prospect 
of  ever  greater  candor  is 
terrifying.  But  not  to 
worry,  say  authors  Don 
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^  iscott  and  David  Ticoll:  For  those 
^'  b  embrace  it,  transparency  can  be  a 
^l"  Irce  of  competitive  advantage. 
""  In  The  Naked  Corporation:  How  the 
'■  of  Transparency  Will  Revolutionize 
nness,  Tapscott  and  Ticoll  suggest 
f;  t  stakeholders'  demands  for 
■^  irmation  give  companies  a  new  way 
lifferentiate  themselves— as  honest, 
"*  ponsive,  and  sensitive  to  specific 
"' ies,  such  as  the  environment  or  work 
"■"iditions.  This  is  a  fresh  and 
ipelling  thesis,  backed  up  by  some 
suasive  evidence.  But  the  authors 
*  d  to  exaggerate  just  how  much  things 
^e  changed.  Moreover,  their  book  is 
tred  by  jargon  and  phrases  that  seem 
eedingly  ill-timed,  such  as  "the  new 
t^iiness  integrity." 

^f  Tapscott  and  Ticoll,  whose  previous 
l)k  was  Digital  Capital,  provide 
nerous  examples  of  the  rewards 
?!  idor  can  bring.  At  insurer 
'  igressive  Corp.,  callers  asking  for 
^ki  ce  quotes  are  given  several— one  from 
Jif  igressive  and  others  from  rivals.  The 
i  hors  report  that  they  sometimes  take 
'^ '  Progressive  deal  even  when  the  price 
"li^liigher.  Outdoor  clothing  retailer 
*<  agonia  Inc.  prospered  after 

)laining  why  it  was  forsaking  cheap 
t}'  ton  grown  with  pesticides  for  the 
If  ;anic  variety. 

i«  However,  Tapscott  and  Ticoll  turn  a 
a  id  eye  to  some  recent  developments 
J^'  it  contradict  their  thesis.  These 
if  lude  the  opposition  within  Silicon 

ley  to  expensing  stock  options,  a 
sti  ive  aimed  at  increasing  clarity  about 


these  perks'  impact  on  earnings.  And  the 
authors  downplay  such  basics  as  the  fact 
that  openness  in  pricing  would  prevent 
a  suppher  from  negotiating  different 
deals  with  different  customers. 

Properly  deployed,  candor  can  give 
companies  a  leg  up.  But  if  the  past  three 
years  of  restatements  and  accounting 
scandals  have  taught  us  anything,  it's 
that  secrecy  has  its  own  seductive 
charms.  No  one  should  expect  the  tight- 
lipped  titans  of  Corporate  America  to 
bare  all  anytime  soon. 

-By  Louis  Lavelle 


SweptAway 

SUDDEN  SEA 

The  Great  Hurricane  of  1938 

By  R.A.  Scotti;  Little.  Brown;  279pp;  $24.95 

By  the  time  Hurricane  Isabel  stormed 
ashore  on  Sept.  18,  it  had  been 
downgraded  to  a  Category  2  'cane.  Even 
so,  its  fury  left  some  6  million  people 
without  power  and  claimed  more  than 
30  lives.  How  much  worse  would  the  toll 
have  been  had  Isabel  retained  her 
original  Category  5  rating?  Sudden  Sea: 
The  Great  Hurricane  of  1938  by  R.  A. 
Scotti,  which  looks  at  the  worst  natural 
disaster  in  300  years  of  New  England 
history,  provides  a  disturbing  point  of 
reference.  In  a  few  hours  at  the  very  end 
of  summer,  this  extreme  storm— with 
gusts  of  186  mph— killed  nearly  700  and 
wiped  away  entire  beach  communities 
on  Long  Island  and  Rhode  Island. 

Scotti  is  a  novelist  (and 
sister  of  BusinessWeek 
Senior  Editor  Ciro  Scotti) 
who  has  heard  survivors' 
stories  since  her  youth  in 
Rhode  Island.  And  she 
has  penned  a  fast-paced 
book  built  around  a  few 
of  the  most  vivid  tales. 
For  example,  there's  the 
heartbreaking  account  of  Joseph  Matoes, 
who  watched  helplessly  from  the  fields  of 
his  farm  as  the  school  bus  carrying  four  of 
his  children  was  marooned  on  the 
causeway  leading  across  a  nearby  cove.  No 
sooner  had  the  driver  ushered  the  children 
oflFthe  bus  than  they  were  swallowed  up  in 
the  storm  surge. 

A  splendid  history.  Sudden  Sea  might 
also  be  a  harbinger,  given  meteorologists' 
warnings  that  we  may  face  more  violent 
Atlantic  'canes  in  coming  years.  At  the 
very  least,  it  might  cause  you  to 
reconsider  getting  that  beach  house.  ■ 

-By  William  C.  Symonds 
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BY  STEPHEN  H.  WILDSTROM 


Push-to-Talk:  Nextel 
Is  Still  the  One  to  Beat 


Nextel  Communications  is  finally  getting  some  respect.  The  wireless-phoi 
carrier  is  known  for  its  oddball  technology,  clunky  handsets,  and  a  heavily 
blue-collar  customer  base.  But  mostiy  if  s  known  for  its  push-to-talk  featui 
that  allows  its  phones  to  be  used  as  walkie-talkies.  Suddenly,  however, 
everyone  wants  a  piece  of  the  walkie-talkie  action. 


Verizon  Wireless  is  the  first  competitor 
to  take  advantage  of  technological  and 
regulatory  changes  that  allow  other 
carriers  to  imitate  the  Nextel  service.  In 
testing  both,  I  found  that  Verizon's 
ofifering  is  nowhere  near  as  good  as 
Nextel's.  But  AT&T  Wireless  and  Sprint 
PCS  are  readying  their  own  versions,  and 
my  guess  is  that  within  a  couple  of  years, 
good  push-to-talk  capability  will  be 
standard  on  many  wireless  phones. 

Direct  Connect,  as  Nextel  calls  its 
service,  is  easy  to  use.  To  begin  a 
connection,  you  select  a  Direct  Connect  in 
the  phone's  contact  hst  and  press  a  button 
to  send  an  alert.  (You  also  can  connect 
with  several  people  at  once,  but  these 
groups  must  be  set  up  for  you  by  Nextel.) 
You  then  press  and  hold  a  button  on  the 
side  of  the  phone  to  talk.  When  you  release 
the  button,  others  in  the  conversation  hear 
a  beep  indicating  that  it  is  O.K.  for  someone  else  to  talk. 

A  DIRECT  CONNECT  CONVERSATION  produces  a  different 
experience  from  a  regular  call.  The  push-to-talk  feature  tends 
to  discourage  people  from  rambling.  And  because  you  have 
the  floor  for  as  long  as  you  hold  down  the  talk  button,  there 
are  no  interruptions.  Direct  Connect  has  made  Nextel 
popular  among  construction  workers,  delivery  drivers,  and 
others  who  are  used  to  working  with  two-way  radios.  Until 
recently,  push-to-talk  worked  only  within  a  local  service  area, 
but  Nextel  recently  made  it  available  nationwide  in  a  bid  to 
broaden  its  appeal  beyond  the  blue-collar  market.  National 
plans  with  unlimited  Direct  Connect  start  at  $60  a  month. 

Unlike  many  wireless  carriers,  Nextel  is  profitable,  with  the 
highest  revenue  per  customer  in  the  business,  and  it  is  likely 
to  keep  its  push-to-talk  edge  for  a  while.  Oti  .or  carriers  have 
to  emulate  the  two-way  radio  service  built  ir  o  Nextel's 
unique  Iden  technology  and,  as  is  usually  the  case,  emulation 
doesn't  work  as  well  as  the  real  thing.  Verizon's  push-to-talk 
superficially  works  like  Nextel's.  But  it  takes  10  to  15  seconds 


after  you  push  the  button  to  establish  a  connection, 
something  Nextel  phones  do  almost  instantaneously.  Mon 
annoying,  there's  a  delay  of  at  least  five  seconds  after  you 
speak  before  the  person  on  the  other  end  hears  what  you'v 
said.  The  result  is  a  painfiil  pause  each  time  one  person 
finishes  speaking. 

Verizon  is  selling  push-to-talk  primarily  as  a  service  for 
business  types.  For  the  time  being,  at  least,  it  is  matching 
Nextel  with  a  $60-a-month  plan,  including  unlimited  pusl 
to -talk.  The  only  phone  currendy  available  is  a  Motorola 
V60p,  a  slighdy  smaller  but  less  capable  imitation  of 
Motorola's  Nextel  handsets.  Unlike  nearly  all  phones  in  itsi 
$150  price  class,  it  lacks  a  color  display.  Oddly,  although 

push-to-talk  uses  Verizon's 
P^TIf  now  advanced  data  capabihties,  the] 

1  Ui  IIU  Wi,  y^Qp  handset  offers  no  data 

services,  such  as  e-mail— whil 
Nextel's  does.  Verizon  will  offi 
more  capable  phones  in  co: 
months. 

A  company  called  fastmobil 
offers  a  sort  of  do-it-yourself 
push-to-talk  service  on  GSM 
networks  (including  AT&T, 
Cingular,  T-Mobile,  and  most 
carriers  outside  of  North 
America).  Its  $3.95-a-month 
"fastchat"  service  works  on  some  Nokia  and  Sony  Ericssor 
phones,  including  the  popular  Nokia  3650.  Although  it 
inconveniently  uses  one  of  the  standard  phone  buttons 
instead  of  a  special  push-to-talk  button  on  the  side,  the 
service  works  much  like  Verizon's. 

I  doubt  Verizon's  offering  will  be  a  big  hit  in  its  present 
form.  But  it,  and  other  carriers,  will  approach  Nextel's  serv 
over  time— and  a  technology  once  derided  as  the  essence  o 
blue-collar  communications  is  becoming  hip.  ■ 

E-mail:  tech&you@businessweek.c 
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For  a  collection  of  past  columns  and  online- 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 


now, 
Verizon's 
version  is 
no\diere 
near  as  good 
as  Nextel's 


24  1  BusinessWeek  I  October  13.  2003 


^^m-  ■' 


IF  YOUR  SALES  TEAM 

ISN'T  USING  WEBEX  MEETINGS  YET, 

I  feel  sorry  f 


ve  your  sales  team  a  leg  up  on  the  competition,  and  plug  them  into  the  New  Ringy  Dingy, 
ie're  talking  about  WebEx,  the  gold  standard  for  online  meetings,  live  training,  seminars 
d  support.  Join  hundreds  of  Fortune  1000  companies  who  use  WebEx  to  close  more  deals 
iter.  For  your  personal  guided  tour  of  WebEx  services  and  a  free  trial  meeting,  visit 
jbex,com/freemeeting.  Or  call  877-GO-WEBEX.  Turn  it  on  today! 


webex 

THE  NEW  RINGY  DINGY 


Economic  Viewooint 


BY  ROBERT  KUTTNER 


The  Big  Board:  Crying 
Out  for  Regulation 


The  New  York  Stock  Exchange,  disgraced  by  the  latest  scandal,  is  desperat 
trying  to  salvage  its  regulatory  authority.  Its  much-anticipated  report  on  i 
own  corporate  governance  has  been  deferred,  pending  deeper  reforms.  Thi 
whole  sorry  affair,  like  the  Enron/Arthur  Andersen  mess  and  the  Wall  Stree 
stock-analyst  scandal,  cries  out  for  government  regulation. 


I  once  debated  a  conservative  who  had  mostiy  contempt  for 
regulation.  Was  there  any  agency  he  liked?  "The  SEC,"  he 
finally  replied.  Why?  Because  financial  markets  oflFer  so  many 
opportunities  for  insiders  to  gain  at  the  expense  of  investors,  he 
admitted,  that  ordinary  forms  of  market  discipline  are  not 
adequate.  Amen. 

But  as  recent  scandals  have  revealed,  the  Securities  & 
Exchange  Commission  has  mistakenly  delegated  too  many 
regulatory  duties  to  industry  bodies.  The  accoimtants' 
professional  association  and  lobbying  group,  the  American 
Institute  of  Certified  PubUc  Accountants  (AICPA),  was  given  de 
facto  control  of  accounting  standards.  The  National 
Association  of  Secvuities  Dealers  was  allowed  to  be  both  self- 
regulator  and  self-serving  lobby.  The  stock  exchanges  were 
given  authority  for  establishing  and  enforcing  their  own  rules. 

As  it  turned  out,  these  self-regulatory  organizations  (SROs) 
were  competent  to  police  small-time  larceny  but  not  the 
systematic  conflicts  of  interest  that  eruich  Wall  Street's  biggest 
players.  Former  New  York  Stock  Exchange  Chairman  Richard 
A.  Grasso's  enormous,  imwarranted  compensation  shows  that 
the  collapse  of  self-regulation  is  complete.  It's  time  for  the  SEC 
to  resume  direct  authority  over  stock  exchanges. 

THE  IMPLOSION  OF  WALL  STREET'S  self-regulation  was  the  result 
of  other  forms  of  deregulation.  In  the  1960s  and  '70s,  there 
were  few  big  scandals  because  most  conflicts  of  interest  were 
precluded  by  goverrmient  rules.  There  could  be  no  Em-on 
scandal  before  the  1990s,  since  electricity  was  closely  regulated. 
There  was  no  savings  and  loan  meltdown  before  the  1980s: 
SScLs  were  tightiy  regulated.  Lucrative  self-dealing  was  less 
possible  because  the  law  wisely  segregated  commercial  banks, 
investment  banks,  and  insurers  into  separate  industries. 

These  structural  regulatory  barriers  also  reinforced  norms  of 
professionalism.  Bankers  viewed  their  role  as  conscientious 
scrutinizers  of  corporate  loans,  not  as  seekers  of  what  amount- 
ed to  kickbacks.  Accountants  saw  themselves  as  agents  of 
rectitude,  not  of  dubious  bookkeeping  schemes. 

But  wdth  deregulation  came  so  many  opportunities  for 
profiteering  through  conflicts  of  interest  that  self-regulation 
didn't  stand  a  chance.  Stock  analysts,  now  part  of  investment 
banking,  received  CEO-approved  money  for  promoting  stocks 
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of  favored  corporations.  The  AICPA  didn't  resist  accoimting 
manipulation  because  its  own  blue-chip  members  were 
engineering  it.  The  NYSE  couldn't  heal  itself 

Afl:er  the  Enron  and  WorldCom  scandals.  Congress  passe 
the  Sarbanes-Oxley  bill  to  put  accounting  under  an  agency 
overseen  by  the  SEC.  Sarbanes-Oxley  addressed  board 
responsibility  for  financial  reports  but  not  other  issues  of 
governance.  That  fell  to  the  stock  exchanges  and  ultimately 
the  SEC. 

Now  the  NYSE  has  been  disgraced  not  just  as  a  weak 
regulator  but  also  as  another  bvmdle  of  conflicts  of  interest 
Grasso's  grotesque  compensation  is  no  anomaly,  but  a  tellin 
reflection  that  the  NYSE  is  an  insider  club  operated  by  and  ft 

broker-  dealers,  specialist  traders 
investment  bankers,  and  its  own 
executives— at  the  pubUc's  expen 
The  NYSE,  after  all,  is  a  private 
entity  ovioied  by  its  members.  It  i 
no  accident  that  the  recent  scand 
were  remedied  by  outsiders  such 
New  York  State  Attorney  General 
Eliot  Spitzer  and  Senator  Paul 
Sarbanes  (D-Md.)  rather  than  the 
NYSE,  or  that  pressure  for  deepei 
reform  is  coming  fi"om  state 
treasurers,  large  pension  funds,  a 
the  SEC,  not  from  Wall  Street. 
There  is  talk  of  more  resignations  at  the  NYSE,  more 
disclosure,  tougher  standards  for  corporate  boards,  and  of 
spUtting  the  Big  Board  into  a  stock  exchange  and  an 
independent  regulatory  arm.  But  the  clubbiness  that  produc 
the  Grasso  debacle  is  entrenched  in  the  history  and  culture  c 
the  institution.  Even  a  reformed  NYSE  should  not  be  writing 
rules  for  how  corporations  should  be  governed,  how  exchanj 
should  be  run,  and  how  to  limit  specialist  enrichment  at        . 
investor  expense.  These  urgent  questions  about  the  best  way|L| 
govern  a  capitalism  prone  to  conflicts  of  interest  should  be     — • 
addressed  by  Congress  and  enforced  directiy  by  the  SEC. 

Robert  Kuttner  is  co-editor  of  The  American  Prospect 
and  author  of  Everything  for  Sale. 


The  Grasso 
pay  debacle 
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SEC  should 
supervise 
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Economic  Trends 


BY  GENE  KORETZ 


RUSSIA'S  HUGE 
HEALTH  HURDLE 

As  its  economy  booms, 
life  spans  are  still  falling 


FUELED  BY  HIGH  oil  prices, 
Russia's  economy  has  surged  at 
a  hefiy  6%-plus  rate  since  1998, 
producing  big  income  gains  for 
some  groups  of  workers.  A  key 
question,  however,  is  whether  the  boom 
is  substantially  improving  the  hves  of 
the  general  population. 

The  answer  suggested  by  Russia's 
health  indicators— especially  Ufe  ex- 
pectancy, which  many  experts  consider 
the  best  yardstick  of  well-being— is 
disappointing.  New  data  from  America's 
National 


THE  BELL  TOLLS 
EARLIER  FOR  BORIS 


.YEARS 


•90  '94  '98  '01 

Data;  National  Center  lor  Health  Statistics 


Center  for 
Health 
Statistics 
indicate  that 
life  expec- 
tancy in 
Russia  was 
highly  re- 
sponsive to 
shifts  in  GDP 
through  most 
of  the  1990s 

but  appears  less  so  in  the  wake  of  the 
recent  boom. 

Russia's  health  woes  aren't  new,  of 
course.  Life  expectancy  edged  down- 
ward in  the  decades  prior  to  the  breakup 
of  the  Soviet  Union.  Then,  in  the 
economic  chaos  from  1990  to  1994,  as 
per-capita  GDP  fell  by  40%,  male  life 
expectancy  plunged  by  more  than  five 
years,  to  57.6  years,  and  female 
expectan.:y  fell  three  more  years,  to  71.2 
years.  More  than  60%  of  these  declines 
were  erased  after  the  economy  turned 
around  in  mid- decade,  but  the  longevity 
recovery  was  interrupted  by  the  1998 
ruble  crash. 

It's  no  surprise  that  life  expectancy 
fell  in  1999  in  the  wake  of  a  4.5%  decline 
in  GDP  per  capita  in  1998.  Yet  while  per- 
capita  GDP  jumped  at  a  6%  average  rate 
in  the  following  three  years,  life 
expectancy  continued  to  slip,  falling  by 
half  a  year  for  males  in  2001,  the  latest 
year  for  which  data  are  available. 

Why  hasn't  Russia's  boom  had  more 
impact  on  its  basic  health  trends?  One 


reason  appears  to  be  that  most  of  the 
economic  benefits  thus  far  have  been 
concentrated  in  the  Moscow  area— a 
situation  that  is  strikingly  confirmed  by 
health  statistics.  Although  Moscow's 
mortality  rates  were  close  to  nationwide 
rates  from  1990  to  1995,  by  2000  they 
were  20%  below  niral  mortahty  and  16% 
below  overall  urban  mortahty. 

Another  factor  is  the  continuing 
deterioration  of  the  health  system. 
Russian  medical  officials  estimate  that 
some  40%  of  deaths  contributing  to  its 
high  mortahty  rate  would  be  preventable 
with  a  proper  health-care  system.  But 
the  government  still  spends  only  3.8% 
or  so  of  gross  domestic  product  on 
health— less  than  half  the  average  of 
developed  nations. 

The  moral  suggested  by  Russia's  dire 
health  statistics  is  clear:  Unless  it 
succeeds  in  spreading  the  benefits  of  its 
surging  economy  to  all  its  people  and 
starts  repairing  its  medical  system,  its 
health  problems  will  inevitably 
undermine  fiiture  economic  progress. 


AS  THE  CEO 
TURNS 

When  the  boss  departs, 
stocks  become  riskier 


RECENT  YEARS  HAVE  seen  a 
big  increase  in  the  turnover 
rate  of  corporate  top  brass 
and  a  sharp  rise  in  stock 
market  volatihty.  The  results 
of  a  new  study  by  Matthew  J.  Clayton  of 
Rutgers  University,  Jay  C.  Hartzell  of  the 
University  of  Texas,  and  Joshua  V. 
Rosenberg  of  the  Federal  Reserve  Bank 
of  New  York  suggest  that  the  two  trends 
may  not  be  entirely  coincidental. 

Analyzing  872  CEO  turnovers  from 
1979  to  1995,  and  controlling  for  overall 
stock  market  price  swings,  the  authors 
found  that  a  stock's  volatihty  tends  to 
rise  after  any  turnover.  But  the  increase 
is  especially  large— as  much  as  24%  for  a 
year  or  two— after  a  forced  departure. 
The  jumps  in  volatihty  presvunably 
reflect  investors'  imcertainty  about  a 
new  CEO's  abihty  and  business  strategy. 
This  pattern  suggests  that  a  corporate 
board  planning  to  replace  a  CEO  should 
expect  possible  negative  effects  on  its 


abihty  to  ftoat  new  stock  or  participa 
a  merger.  And  investors  with  big 
holdings  in  a  company  whose  CEO  1 
been  fired  might  be  well-advised  to 
diversify  their  portfoUos. 


CHIEF  FINANCIi 
OPTIMISTS 

They're  bullish  about 
growth  and  jobs 


IT'S  TOO  SOON  to  cheer,  but  the 
word  from  the  number  cruncheil 
the  executive  suite  is  that  things 
looking  up.  Chief  financial  office 
of  U.S.  companies  who  answered 
recent  survey  expressed  more  optimij 
about  the  economy  than  they've  sho\ 
in  more  than  a  year.  Thaf  s  according 
Financial  Executives  International ; 
Duke  University's  Fuqua  School  of  B| 
ness,  which  released  the  quarterly  CI 
Outiook  Survey  on  Sept.  30. 

Seventy-four  percent  of  the  CEOs 
surveyed  said  they  were  more  upbeat 
about  the  U.S.  economy  than  they  weij 
the  previous 
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quarter,  while 
just  8%  said 
they  were 
more  pessi- 
mistic. Their 
median 
forecast  for 
growth  of 
gross  do- 
mestic prod- 
uct over  the 
coming  year 
was  3%.  The  CFOs  also  expect  capital 
spending  to  increase  9%  in  the  comind 
year.  That's  up  sharply  from  their  forej 
of  1.5%  in  the  last  quarterly  siirvey.  Thj 
survey  suggests  that  employment  ma>| 
finally  be  about  to  pick  up  steam  as  w£| 
No  less  than  42%  percent  of  the  chief 
financial  oflBcers  say  their  firms  plan  t(| 
increase  employment  over  the  next 
year- significantiy  more  than  the  269 
that  expect  to  cut  jobs. 

The  financial  executives  surveyed 
are  members  of  Financial  Executives 
International,  a  professional  organ- 
ization for  CFOs,  treasurers,  and 
controllers.  The  group  and  Fuqua  haAJ 
conducted  the  survey  since  1996. 
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AS  CFO,YOU  HAVE 
TWO  CHOICES: 

1.  FIND  A  WAY  TO  REDUCE  HEALTH  INSURANCE  COSTS. 
2.  ACQUIRE  A  TASTE  FOR  MACARONI-AND-CHEESE  DINNERS 


Unless  your  idea  of  a  power  lunch  is  a  heaping  helping  of  orangey-yellowy  goodness,  it's  probably  a  good  time  to  talk  to 
|l  your  HR  director  about  Blue  Cross  of  California's  new,  cost-effective  health-coverage  solutions.  With  our  new  generation 

!of  innovative,  consumer-directed  plans,  you  can  help  put  a  lid  on  your  company's  rising  healthcare  costs.  While  helping 
.  your  company  weather  through  tough  times,  you'll  also  be  giving  your  employees  the  power  to  take  control  of  their 
W  own  health-coverage  costs.  So,  ask  your  HR  director  to  show  you  our  affordable,  new  options -over  lunch,  perhaps. 
i  Health  •  Dental  •  Pharmacy  •  Behavioral  Health  •  EAP  I  Blue  Cross  of  California.  The  Power  of  Blue:" 


(Ileal.  Denol.  Pharmacy  and  Behavioral  Health  products  from  Blue  Cross  of  California  (BCC)  and/or  BC  Life  8i  Health 
It)  bundled  with  Medical  BCC  and  BCL8>H  arc  independent  licensees  of  the  Blue  Cross  Association       2003  BCC 


surance  Co.  (BCL&H)   Life  insurance  from  BCL&H  Pharmacy  and  Behavioral  Health 


6'ueCross 
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When  the  v^orld  has  a  toug 

'"^answers.  Whether  if  s  improvinc, , 

Hl^hnology  or  enhancing  computt 

for  engineers  who  design  the  chif 


lUrns  to  semiconductor  design  engineers  for 
Rmagrilg.  devel^ing  nnore  useful  wireless 
*"  jes  the  tools  and  solutions 

prove  our  live^nd  move  us  into  the  future. 
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To  zoom  to  victory  in  Ohio, 
depend  on  a  worldwide  M&A  team. 
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When  one  of  the  world's  leading  bearing  makers  wanted 
to  acquire  another  leader,  Jones  Day's  global  network  mastered 
the  tight  turns  in  the  negotiations  and  financing.  Alternately 
taking  the  lead,  Jones  Day  lawyers  from  Brussels,  Paris, 
Frankfurt,  Madrid,  Milan,  Mumbai,  Shanghai,  Tokyo,  New  York 
and  Cleveland  closed  The  Timken  Company's  acquisition 
of  Torrington  in  record  time . 
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LEGAL  MINDS.  GLOBAL  INTELUGENCE. 


2000  lawyers  in  29  locations.  One  firm  worldwide. 

www.  Jones  Jay.ciim 


Give  A  Child 

With  A  Cleft  A  Second 

Chance  At  life. 


Today,  millions  of  children  in  developing  countries  are 
suffering  with  cleft  lip  and  palate.  Condemned  to  a  life- 
time of  malnutrition,  shame  and  isolation. 

The  good  news  is  that  virtually  all  of  these  children 
can  be  helped  and  their  clefts  repaired.  That  is  the  mis- 
sion of  The  Smile  Train.  \te  empower  local  surgeons  in 
developing  countries  to  provide  this  life-changing  free 
cleft  surgery  which  takes  as  little  as  45  minutes  and  costs 
as  little  as  S250.  It  gives  desperate  children  not  just  a 
new  smile — but  a  new  life. 

The  Smile  Train  will  deliver  free  cleft  surgery  to 
more  than  35.000  children  this  year,  all  over  the  world. 
From  Asia  to  Africa,  from  South  America  to  Russia.  The 
Smile  Train  helps  children  who  have  no  place  else  to  turn. 

But  we  can't  do  it  without  your  help.  Send  us  a  dona- 
tion today  and  we'll  use  it  to  give  someone  a  second 
chance  at  life. 


YES,  I  want  to  give  a  child  a  second  chance  at  life. 

□  $250  Provides  cleft  Up  surgery  for  one  child. 

□  S125  Covers  half  the  cost  of  one  surgery. 

□  S  50  Provides  medications  for  one  surgery. 

□  S  25  Provides  sutures  for  one  surgery. 
OS We'll  gratefully  accept  any  amount. 

Name 


Address 
City 


State 


Zip 


Telephone 
eMail 


Send  this  coupon  with  your  donation  to: 

The  Smile  Train,  P.O.  Box  96231 
Washington,  DC  20090-6231 


3001-00-300-05 


100%  of  your  donation  goes  towards  programs 
0%  goes  towards  overhead. 


TheSmileTrain 


Changing  The  World  One  Smile  At  A  Time. 

1-877-KID-SMILE  www.smiletrain.org 

*A11  non-prograni  expenses,  such  a.<  overhead  and  fundraising,  are  paid  for  wilh  starl-up  prants  from  our  founding  supporters.  The  Smile  Train  is  a  501  (c)(3)  nonprofit 
recognized  by  the  IRS.  and  all  donation.-^  to  The  Sr  jle  Train  are  tax-deductible  in  accordance  with  IRS  regulations.  ©  2003  The  Smile  Train. 
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JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


|jiousing:  Still  Solid^but 
breaking  a  Little 

3y  first-time  homebuyers  look  at  steeper  prices  and  mortgage  rates 


U.S.  ECONOMY 


"A  man's  home  is  his  castle"  is  an  adage  dying  to 
J  updated.  Today,  a  home  is  also  an  investment  fund,  an  ATM,  and  a 
ix  deduction.  For  the  economy  as  a  whole,  housing  has  been  a  catalyst 
>r  this  recovery.  Indeed,  the  sector  continued  to  gain  ground  even 
hile  the  rest  of  the  economy  slogged  through  a  recession.  And  the 


est  data  suggest  home  sales  will  set  a  new  record  this 
ir  while  houwing  start«  are  running  at  a  17-year  high. 
t  housing's  robust  run  may  be  coming  to  an  end, 
NVhat  that  means  for  the  economy  is  that  housing  will 
longer  be  the  bright  sprjt  tliat  it  hiui  been  over  the  |)aHt 

'■  years.  For  instance,  in  the  first  half'of'this  year 
ue,  residential  construction,  which  is  less  than  .5%  of 
il  gross  domestic  product,  accounted  for  16%  of 
I wth.  And  the  incre;ixe  of  10.3,000  construdion  jobs 

I  the  past  year  marked  one  of  the  few  sources  of  hiring 
the  bleak  job  market.  In  addition,  gains  in  housing 
nlf  h  have  offset  stfK.k  market  losses,  enabling 
J  .('hold  net  worth  to  begin  climbing  again. 
Housing  won't  collapse.  Real  estate  is  not  in  the  midst 
a  bubble  that  will  rapidly  deflate  once  pricked.  Hut  a 
ift  in  fundamentals  suggests  housing  is  hitting  a 
I'-au  in  the  second  half  and  then  will  gradually  slow  in 
)4.  First,  mortgage  rates  are  no  longer  falling  Jis  they 
^e  over  the  past  three  years,  if  anything,  they  are  likely 
ri';e  a  bit  next  year.  Second,  homeownership  is  at  a 

rd  high,  suggesting  little  pent-up  demand  to  lift  sales. 

illy,  because  home  prices  are  outpacing  gains  in 

flax  incfjme,  aflordability  is  bcciming  more  of  a 
ticem,  especially  within  the  sect/>r  that's  key  to 
panding  the  housing  market:  first-time  buyers. 

HY  WAS  HOUSING  able  to  fly  so  high  for  hd  long,  even 
;th<r  s'fiors  were  strugglingV  dive  credit  U)  the 
r.i\  Reserve  and  the  l^K;nd  market.  Since  early  2W1, 
■  "J  r'rs(Kjnded  t/>  weak  demand  by  aggressively 
"jng  -Jiort-term  interest  raa-s,  and  himd  yieldjj 
lowed  those  rates  Umcr.  In  mid-2W0,  the  rate  on  a  .30- 
armon;'    "   .' ;       jnning  ax  high  aj»  8.64%;  t/xla/s 
•eishf/  .'16%. 

opened  the  housing  market  to 
,i  i-  i/.^_,».i  ..  /,i  '■,/,'/,,  a  buyer  needed  an  annual  salary  of 
4,770  V)  qualify  for  a  .$2W,(KXj  mo.l^ai^e.  At  6%,  the 
»me  requirement  falls  to  $.57^5^^;.  In  fad,  lower 
engage  rates  are  the  f>'>Ie  reawjn  that  homebuying  is 

affordable  now  than  a  year  ago. 
I  »ioij%e  hunters  h;,,'  -'■'/,:''"'■■",:. y'  .'','■  <  f;,llin 
u:..  S;j]esof  exj- ;    ;      -  .  ,  ;i|| 

ar.  In  August,  they  jumped  antnher  .5.5%,  U)  a  reajrd 


annual  rate  of  6.47  million.  New  lif^tne  sales  in  August 
increased  .3.4%,  to  a  I.J.5  million  pace,  just  shy  of  llu- 
record  set  in  June.  lioth  new  and  existing  hofne  sjiles  are 
fui  track  tn  set  record  levels  this  year  (chart  J. 

The  continued  gains  in  sales  have  drawn  d<;wn  the 
inveni'jry  (jf  unsold  homes.  In  August,  builders  had  only 
a  3.7-monih  su|)|)ly  of  unw>ld  new  homes.  For  existing 

homes,  the  sup|)ly  was 


HOUSING  IS  ON  TRACK  FOR 
ANOTHER  BANNER  YEAR 


m !  I'jic  'Il  H')t«  •. 
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4.6  rrionihs,  lioth 
readings  an-  ;iear  record 
lows. 'light  sup|)lies are 
why  homebuilders 
rejnain  busy.  Although 
starts  fell  back  a  bit  in 
August,  honje 
construction  for  all  of 
2003  will  (m^bably  beihe 
strongest  sine**  1<>86. 

However,  this  summer 
wa>)  probably  the  wdor's 
high  point.  .Sales  will 
incrcJise  further  only  if  mortgages  rates  fall  signifit  antly 
lower.  Hut  the  current  bu!li«h  performance  of  the  ecii/ionjy 
as  well  as  the  deteriorating  outlf>ok  for  government 
finan"      -  '        -'i/jst  any  more  sustained  rallies  in  the 
hftid  II   )  .         .     i  i/iortg;ige  rates  are  tied  Ui  the 
(Hrrlormance  of  b<;nd  yieldx. 

ECONOMIC  STRENGTH  Uhm  always  been  a  thorn  in  the 

bond  markx't  s  ^ide  Ix-raijiTC  the  f;iftter  the  economy  pirk<s 
up  speed,  the  wxnier  Ixnidholders  Ixrgin  t/>  worry  aU/ut 
inflation  and  jK>licy-tightx*ning  by  the  Federal  Ri-serve. 
Kij^ht  now,  there  is  little  drjubtthat  real ;'"         -         tic 
pnxlud  grew  at  a  hefty  pate  in  the  ihinl  ,i  only 

are  busjness<'s  sinrnding  on  equipment  oiue  aga/n,  but 
the  mofjthly  data  on  retail  sales,  s<'rvice  sjx'ndifjg,  and 
vehicle  purchases  indicate  real  consunif-r  ;i|M'nding,  two 
thirds  of  real  <il)p,  grew  at  an  annual  rale  of  alv^uf  6%. 
True,  otjnsumers  remain  wary  al)out  the  sluggish  job 
market,  accr^rding  U)  tlur  laa-«i  reading  on  consumer 
optirriJ- ■',  'V'  :  ''■.■  '■■■'■■■<  ]■■.'..  ■■'      ■  -''  -  ','■•,   fifl«-nci' 
fell  fiv  ,  /  .   ,  mind 

that  wjnsumers  aciu;ns  6imi  always  f/>li/;w  their 

(y^r^)i^  )3  ?003  I  Bu»ln**sW*«h    29 
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sentiment.  Even  as  contidence  was  slipping  last  quarter, 
household  spending  was  increasing  at  one  of  the  fastest 
rates  in  two  decades. 

The  spending  spree  was  financed  mostly  firom  the  July 
tax  cut  and  money  freed  up  by  previous  mortgage 
refinancings.  Real  aftertax  incomes  jumped  1.3%  in  July 
and  another  0.6%  in  August.  Tax  payments  as  a  percent 
of  personal  income  plunged  to  just  over  10%  last  quarter, 
the  lowest  rate  since  1975  (chart). 

HOWEVER,  WHILE  THE  TAX  CUT  is  boosting  the 
economy  now,  it  may  derail  housing  later  on.  The  cuts 
will  cause  steep  increases  in  future  federal  deficits,  which 
could  lead  to  higher  bond  yields.  So  far,  the  Treasury's 
need  to  borrow  has  not  run  up  against  private  credit 
demands.  But  as  the  recovery  builds  momentum,  more 
companies  will  borrow  to  buy  new  equipment.  That 
portends  a  clash  between  public  and  private  borrowing 
needs  that  could  push  up  long-term  interest  rates. 

So  will  bond  yields  jump  sharply?  Probably  not  First, 
although  the  recovery  is  starting  to  pick  up  speed,  the 
economy  faces  an  excess  of  production  capacity  as  well  as 
relatively  high  unemployment.  That  means  inflation— 
and  inflation  expectations— will  remain  tame  for  a  long 
while.  Second,  the  Fed  has  indicated  quite  clearly  that  it  is 
in  no  rush  to  raise  short-term  rates. 

Expect  some  increase  in  long  rates,  though.  The 
Mortgage  Bankers  Assn.  forecasts  the  30-year  fixed 
mortgage  rate  will  rise  to  6.4%  by  next  spring.  Even  a 
small  rate  uptick  raises  worries  about  the  aflFordabihty  of 


homeownership,  especially  for  first-time  borrowers.  T 
National  Association  of  Realtors'  AflFordabUity  Index 
dropped  in  August  to  its  lowest  level  in  a  year  as  the 
summer  rise  in  mortgage  rates  increased  the  annual 
income  needed  to  buy  an  existing  home.  The  NAR's  in 
for  first-time  buyers,  which  is  calculated  quarterly,  mo 

likely  will  show  a  decl 


HOW  THE  TAX  CUTS  FREE 
UP  AFTERTAX  INCOME 
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in  the  third  quarter  as 
well,  because  the  fall  i 
interest  rates  has  been 
the  driving  force  for 
improved  affordabihtj 
over  the  past  year. 

Incomes,  especially 
yoimger  workers,  havi 
not  kept  pace  with  ho: 
prices.  According  to 
data,  the  median  inco: 
for  a  typical  first-time 
home  buyer  rose  1.5% 
the  year  ended  in  the  second  quarter,  but  starter  home| 
prices  jumped  7.4%. 

If  home  prices  and  borrowing  costs  rise  at  the  same  ] 
time,  as  they  seem  likely  to  do  next  year,  more  buyers ' 
be  shut  out  of  the  housing  market  The  resulting  drop  i| 
home  construction  and  sales  would  be  the  first  yearly 
decline  since  2000.  That  means  the  economy's  bright 
spot  is  starting  to  dim,  and  future  growth  will  depend 
more  heavily  on  consiuner  and  business  spending  and  j 
exports  to  take  up  the  slack.  ■ 


Data;  Commerce  Depf.,  Global  Insight  Inc.  ^ 
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A  Rate  Hike-But  Not  Right  Away 


THE  BANK  OF  ENGLAND  is  done 

with  its  latest  round  of  interest- rate 
cuts.  Signs  that  the  economy  is 
improving  and  concern  about  rapid 
accumulation  of  debt  by  consumers 
have  investors  betting  a  rate  hike  is 
not  far  oflFin  the  future. 

The  minutes  fi"om  the  September 
BOE  monetary  policy  meeting  show  a 
shift  in  attitude.  Responding  to  weaker 
consumer  spending  and  firagile 
recoveries  abroad,  the 
central  bank  lowered 
rates  by  25  basis  points 
injuly,  to  3.5%.  Since 
then,  however, 
economic  data  have 
been  rosier,  leading  the 
central  bank  to  say  the 
cut  to  "the  current  level 
of  interest  rates  might 
prove  to  be  more  than 
was  needed"  to  keep 
domestic  demand 
going. 


INVESTORS  EXPECT 
A  RATE  HIKE 


PERCENT 


Indeed,  second-quarter  gross 
domestic  product  was  revised  up 
from  an  annual  rate  of  1.4%  to  2.7%, 
and  the  third  quarter  is  expected  to  be 
stronger.  The  manufactiuing  sector  is 
turning  aroimd,  with  the  September 
purchasing  managers'  factory  index 
hitting  a  16-month  high.  Lower 
interest  rates  also  prompted  a 
rebound  in  the  housing  market. 
Approved  loans  for  home  piurchases 
in  August  hit  120,000, 
the  largest  level  since 
last  October. 

The  buoyant 
housing  market  will 
play  a  role  in  two  key 
areas  affecting 
monetary  poUcy.  First, 
home  prices  are 
expected  to  slow  and 
bring  inflation  down 
fi-om  the  August  level 
of2.9%toarate 
closer  to  the  central 


:  YIELD  OK  SRITMRS 
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Data:  Bloomberg  Rnancial  Martets 


bank's  current  target  of  2.5%.  So : 
home  prices  aren't  easing  as  quicklj 
as  anticipated.  Historically  low 
interest  rates  could  make  the  proce^ 
go  even  slower.  Second,  there  is 
debate  within  the  BOE  over  whethe 
the  rapid  rise  in  mortgage  and 
consimier  debt— total  lending  was  i| 
13.9%  from  a  year  ago  in  August- 
could  lead  to  a  collapse  in  consimie| 
spending,  thereby  requiring 
preemptive  interest-rate  hikes  to  cu| 
borrowing. 

Investors  believe  a  rate  increase  ^^| 
come  before  year's  end  (chart). 
However,  BOE  Monetary  Policy 
Committee  members  have  been 
tempering  the  hawkish  tone  of  the 
minutes  fi-om  the  September  meetin] 
And  BOE  Chief  Economist  Charles 
Bean  said  the  second-quarter  GDP 
revisions  weren't  a  big  surprise  to  thj 
central  bank,  making  a  move  at  the 
Oct.  8-9  meeting  appear  unlikely.  ■ 
-By James  Mehring  in  New  Yc\ 
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Ilental  strength  allows  you  to  consider  what  the  future  landscape  will  look  like  and  to  plan 
ugly.  Many  of  the  world's  leading  companies  trust  XL  Capital's  fundamental  strength  -  our 
and  people  -  tcUielp  them  achieve  their  business  objectives.  We  are  strong  partners. 
RANGE  I  REINSURANCE  I  FINANCIAL  Experienceourstrength.Visitwww.xlcapital.com 
"1^  7776  XL  Capital  group  is  rated  A+  by  AM  Best. 
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strength  to  help  you  achieve  your  business  otyectives. 
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THE  JOB  DRAIN 


IS  IT 
CHINA'S 

FAULT? 

The  truth  is,  the  major 
reasons  for  U.S.  job  losses 
lie  elsewhere— and  a  revalued 
yuan  isn't  the  answer 


CHINA  BASHING  IS  ALL 
the  rage.  With  millions  of 
manufacturing  jobs  evap- 
orating from  the  U.S. 
whUe  China's  trade  sur- 
plus soars,  politicians  of 
all  stripes  are  under  pres- 
sure to  show  the  folks  back  home  that 
they're  doing  something,  anything,  to 
stem  the  losses.  The  swelling  federal 
budget  gap  means  that  further  stimula- 
tive tax  cuts  are  out  of  the  question.  So 
many  politicians,  manufacturers,  and  la- 
bor representatives  have  pounced  on 
China,  accusing  it  of  keeping  its  cun-ency 
artificially  low  to  boost  exports  and 
snatch  jobs  from  American  workers. 
In  Congress,  moves  are  afoot  to  impose 
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punishing  tariffs  on  U.S.  imports  from 
China  if  Beijing  doesn't  mend  its  ways. 
Separately,  a  coahtion  of  business  groups, 
led  by  the  14,000-strong  National  Associ- 
ation of  Manufacturers  (NAM),  is  plan- 
ning to  file  an  anti- China  trade  case  with 
the  government,  alleging  that  it  rigs  its 
currency  to  gain  unfair  advantage.  The 
Bush  Administration  has  also  gotten  into 
the  act.  Treasury  Secretary  John  W.  Snow 
flew  to  Beijing  in  early  September  and 
called  on  China  to  stop  rigidly  controlling 
its  currency  rate,  then  sang  a  similar  song 
at  the  G-7  meetings  in  Dubai.  Adminis- 
tration officials  say  the  President  may  re- 
peat that  refrain  when  he  meets  with  Chi- 
nese leaders  in  Bangkok  on  Oct.  20-21. 
One  reason  pohticians  are  whipping 
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themselves  into  a  frenzy  over  China  is  be- 
cause it's  an  easy  way  to  explain  the  con- 
stant din  of  layoflF  announcements  that 
show  little  sign  of  slowing.  From  Levi 
Strauss,  which  announced  on  Sept  25  that 
it  will  close  its  last  remaining  U.S.  factory 
and  lay  off  2,000  workers,  to  Detroit, 
where  Ford  Motor  and  DaimlerChrysler 
were  laying  plans  in  early  October  to  lay 
off  thousands  of  U.S.  workers  in  coming 
months,  the  toll  continues.  All  told,  the 
Big  Three  could  shrink  their  workforces 
by  50,000  jobs  over  the  next  five  years,  af- 
ter inking  a  new  union  labor  contract. 

But  all  the  political  handwringing 
misses  a  crucial  point.  The  relationship 
between  the  world's  biggest  economy  and 
its  fastest-growing  one  in  recent  years 
can't  be  reduced  to  a  single  trade  statistic 
or  a  single  exchange  rate.  It's  far  more 
complex  than  that.  Over  the  last  decade, 
the  two  countries  have  become  increas- 
ingly intertwined  and  interdependent 
thanks  to  a  rapidly  globahzing  world 
economy  where  cutthroat  competition 
among  multinationals  is  the  norm. 

UNDER  THE  GUN 

U.S.  COMPANIES  FROM  Intel  Corp.  to 
General  Motors  Corp.  face  a  simple  im- 
perative: invest  in  China  to  take  advan- 
tage of  the  country's  cheap  labor  and  its 
fast-growing  economy  or  lose  out  to  rivals 
from  Europe,  Japan,  and  elsewhere.  "It's 
hard  to  serve  Chinese  customers  in  a  lot 
of  our  businesses  imless  we  manufacture 
there,"  says  W.  James  McNemey  Jr., 
chairman  and  CEO  of  3M.  "We  don't  do  it 
just  to  eviscerate  U.S.  jobs.  We  do  it  to  be 
competitive."  The  $17  billion  maker  of 
consumer  and  industrial  products  was 
the  first  U.S.  entry  to  set  up  a  holding 
company  in  China  in  1984. 

Still,  there's  no  disputing  that  the  U.S 
trade  deficit  with  China  is  soaring.  Since 
1994,  Chinese  exports  to  the  U.S.  have 
more  than  tripled,  rising  from  $39  bil- 
lion to  an  annualized  $137  billion  in  the 
first  seven  months  of  this  year.  While 
U.S.  exports  have  risen,  too,  to  around 
$25  billion,  the  resulting  imbalance  has 
led  to  a  staggering  trade  deficit  of  more 
than  $100  billion. 

But  those  numbers  obsciu-e  the  real  sto- 
ly.  Witli  scores  of  U.S.,  Asian,  and  other 
companies  opening  factories  in  low-wage 
China,  corporations  around  the  globe  are 
benefiting,  and  so  are  the  consumers  who 
buy  their  low-priced,  high-quality  goods. 
And  as  the  U.S.  trade  deficit  widi  China 
grows,  the  gap  is  shrinking  with  such 
coimtries  as  Taiwan,  Singapore,  and  even 
Japan,  which  are  increasingly  moving  fac- 
tory fbors  to  such  mainland  China  indus- 
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SAN  ANTONIO  trial  cities  as  Tianjin 
Levi  Strauss  and  Guangzhou.  As  a 
will  shut  its  last  result  of  that  shift  in 
H-S-  P'an;  and  production,  some  65% 
J2i^'°°°  of  the  rise  in  Chinese  ex- 
ports since  1994  have 
come  not  from  Chinese 
companies  but  from  foreign  companies, 
including  many  U.S.  corporate  giants. 

This  increased  interconnectedness  is 
making  it  a  lot  harder  for  Washington  to 
get  beyond  anti- China  rhetoric.  Of  Chi- 
na's top  40  exporters,  10  are  U.S.  compa- 
nies, including  Motorola  Inc.  and  Dell 
Inc.  What's  more,  retailers  Wal-Mart 
Stores  Inc.  and  Target  Corp.  count  on 
low-priced  goods  from  China  to  help 
meet  U.S.  consumer  demand  for  afford- 
able products.  Wal-Mart  alone  has  dou- 
bled its  imports  from  China  over  the  last 
five  years,  to  $12  bil- 
lion. It  now  accounts 
for  nearly  10%  of  all 
Chinese  exports  to  the 
U.S.  That  has  helped 
keep  U.S.  inflation 
down,  allowing  the 
Federal  Reserve  to  cut 
interest  rates  to  their 
lowest  level  in  four 
decades.  Moreover, 
China  is  helping  to 
keep  U.S.  interest  rates 
down  by  investing 
bundles  of  money  in 
U.S.  Treasury  securi- 


ties—some $126  billion,  up  from  $i  ^, 
billion  in  2000. 

The  moral  of  all  this:  China  is  not  a^t  dot 
other  Japan,  bent  on  grabbing  global 
share  for  home-grown  companies  witHj^^j 
mercantilist  trade  policies  and  stiff"  baj  ^ 
riers  to  keep  foreigners  out  of  its  own 
markets.  While  Beijing  often  talks 
about  industrial  policies,  its  economy 
dramatically  more  open  to  trade  and  djjjj, 
rect  foreign  investment  than  the  old 
Japan  Inc.  Foreign  manufacturers  of  ai 
tos,  telecom  equipment,  and  computer 
dominate  the  increasingly  buoyant 
domestic  Chinese  market.  China  "is  al 
lowing  American  companies  to  partici 
pate  in  its  growth,"  says  Mustafa  Mo- 
hatarem,  GM's  chief  economist.  "That 
distinguishes  it  from  Japan."  Indeed, 
China  now  imports  more  than  Japan, 
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[China]  is  allowing 
American  companies 
to  participate  in 
its  growth.  That 
distin^ishes  it 
from  Japan" 

-Mustafa  Mohatarem 
Chief  Economist,  General  Motors 


JJW 


* '  though  its  economy  is  one-third 

le  size, 
^^lat  doesn't  mean  China  is  an  ideal 
^  ng  partner.  After  getting  off  to  an  im- 
''  ;ive  start  in  meeting  its  commitments 
?i  ^  World  Trade  Organization,  China's 
™  pUance  has  begun  to  flag.  Foreign  in- 

rs  can  now  sell  policies  directly  to  Chi- 
')'  consumers,  for  example,  but  the  en- 
'^''rast  is  steep.  Foreign  insurers  must 
•  t  at  least  $20  million  in  capital  to  set 
•^  hop.  While  tariffs  and  import  quotas 
'^ !  fallen  for  farm  goods,  U.S.  agribusi- 
outftts  still  must  overcome  complex 
^  irt-licensing  procedures.  And  while 
Jt^  lig  has  enacted  important  laws  pro- 
''  ng  intellectual-property  rights,  piracy 
^'  )ftware,  music,  and  movies  remains 
-^  pant. 
>'  lOreover,  China's   currency  may 
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indeed  be  under- 
valued. Morris 
Goldstein  of  the 
Institute  for  In- 
ternational Eco- 
nomics, a  Wash- 
ington think  tank, 
figures  China's  cur- 
rency is  underval- 
ued by  about  15% 
to  25%.  That's  not 
insignificant,  but  it's  well  below  the  40% 
%ure  China's  critics  bandy  about. 

BEHIND  THE  TRADE  GAP 

STILL,  THE  LOGIC  BEHIND  scapegoating 
China  for  the  loss  of  American  manufac- 
turing jobs  doesn't  hold  up.  U.S.  manu- 
factming  employment  peaked  in  1979 
and  has  been  declining  ever  since.  True, 
the  drop  has  accelerated  tremendously, 
with  2.7  million  manufacturing  jobs  lost 
in  the  last  three  years  alone.  But  a  good 
part  of  that  simply  reflects  stepped-up 
productivity,  or,  as  in  the  case  of  Detroit, 
sales  lost  to  the  Japanese 

Of  course,  the  widening  U.S.  trade 
gap— up  from  $107  bilhon  in  1997  to 
$418  billion  last  year— has  played  a  part 
in  manufacturing's  swoon.  But  here 
again,  China  isn't  to  blame.  The  biggest 
rise  in  the  U.S.  deficit 
over  the  last  five  years 
has  come  not  with  Chi- 
na but  with  the  Euro- 
pean Union.  What's 
more,  as  even  the  NAM 
concedes,  it  has  been  a 
shortfall  of  exports 
rather  than  a  boom  in 
imports  that  has  been 
most  responsible  for 
the  growing  U.S.  trade 
gap.  Over  the  last  two 
years,  U.S.  manufactur- 
ing exports  fell  by  $85 
biUion,  accounting  for 


roughly  one-third  of  the  fall  in  U.S.  ship- 
ments during  that  period,  according  to 
the  NAM.  Behind  the  plummeting  ex- 
ports: weak  demand  overseas,  especially 
in  Europe  and  Japan. 

China,  by  contrast,  is  sucking  in  im- 
ports. U.S.  shipments  rose  by  over  20%  in 
the  first  seven  months  of  this  year  as  China 
snapped  up  everything  firom  X-ray  ma- 
chines to  cope  with  last  spring's  SARS  epi- 
demic to  steel  for  its  booming  construction 
business.  "The  Chinese  were  huge  buy- 
ers," says  Keith  E.  Busse,  CEO  of  Steel  Dy- 
namics Inc.  in  Fort  Wayne,  Ind.,  which 
sold  180,000  tons  of  light-gauge  sheet 
steel  to  the  Chinese  in  the  first  half  of  2003. 

The  tighter  links  between  the  U.S.  and 
Chinese  economies  means  that  a  change 
in  Beijing's  currency  pohcy  would  not  be 
the  panacea  the  China  bashers  seek. 
While  a  big  rise  in  the  value  of  the  yuan 
would  undoubtedly  boost  the  competi- 
tiveness of  U.S.  exports,  it  might  not  have 
much  impact  on  U.S.  imports.  "An  appre- 
ciation of  [China's  currency]  would  have 
a  negligible  effect  on  the  overall  trade 
balance  and  manufacturing  jobs  at 
home,"  says  Rich  Brecher,  Motorola's  di- 
rector for  global  business  relations.  Many 
of  the  low-tech  industries  the  U.S.  has  lost 
to  China  and  other  coimtries  with  cheap 
labor  are  gone  for  good.  Case  in  point: 
textiles.  Levi  Strauss  &  Co.  was  among  the 
last  to  keep  some  production  at  home. 

There's  a  lot  at  stake  in  getting  the  U.S. 
relationship  with  China  right.  Following 
its  accession  into  the  WTO  in  2001,  the 
country  is  on  course  to  open  its  economy 
and  markets  to  foreign  competition.  It's 
up  to  Washington  to  encourage  China  to 
continue  down  that  path.  Bashing  Bejing 
over  mutually  beneficial  bilateral  trade  is 
not  the  way  to  go.  ■ 

-By  Rich  Miller  in  Washington  and 

Pete  Engardio  in  New  York,  with  Dexter 

Roberts  in  Beijing,  Michael  Amdt  in 

Chicago,  and  bureau  reports 
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COMMENTARY 


BY  STAN  CROCK 


Iraqi  Debt:  Fast-track  the  Restructurinj 

The  staggering  load  must  be  lightened,  and  quickly,"to  ensure  a  recovery 


LURKING  BENEATH  the  furor 
over  continued  casualties  and 
the  lack  of  even  basic  services 
in  Iraq  is  a  sleeper  issue  that 
could  prove  just  as  important 
to  the  nation's  future:  Iraq's  crushing 
debt  load,  estimated  at  $216  bilhon. 
Without  substantial  relief— and  soon— 
any  new  government  would  start  out  a 
financial  cripple,  unable  to  tap  global 

markets  or  the  World  Bank  for  new  capital,  and  overly 
dependent  on  the  largesse  of  the  U.S.  and  other  donors. 

So  how  much  should  Iraq  repay— and  who  should  get  it? 
From  superhawk  Richard  N.  Perle  on  the  right  to  Britain's 
Jubilee  Research  on  the  far  left,  calls  grow  for  renunciation  of 
Iraq's  loans,  war  reparations,  and  oil  exploration  contracts 
signed  after  the  invasion  of  Kuwait.  "The  debt  accumulated 
under  Saddam  should  be  forgiven  entirely  because  it  did  not 
benefit  the  people,  and  they  should  not  be  burdened  with  it," 
Perle  says.  On  the  other  side,  creditors  such  as  the  Gulf 
States,  France,  Germany,  and  Russia  say  the  potentially  oil- 
rich  country  should  pay  most  of  what  it  owes. 

The  issue  is  a  flashpoint  in  Congress,  where  some  are 
incensed  at  pouring  billions  in  taxpayer  ftinds  into  Iraq  while 
nations  that  opposed  the  U.S.  invasion  get  debts  paid.  They 
would  add  to  Iraq's  burden  by  converting  $20.3  bilhon  in 
American  reconstruction  aid  into  a  loan.  "In  the  long  term, 
Iraq  will  be  a  prosperous  nation  and  has  the  ability  to  repay 
America  a  portion  of  these  costs,"  said  Senator  Susan  M. 
Collins  (R-Me.)  at  a  recent  hearing. 


DANGER  None  of  these  alternatives 
is  workable.  Writing  off  all  the  debt 
because  the  Saddam  regime  was 
odious  would  set  a  precedent  that 
could  be  used  whenever  any  corrupt 
dictator  is  ousted.  (And  again,  when 
the  coup  leaders  are  in  turn 
deposed.)  "You  have  to  worry-  about 
the  danger  to  the  international 
financial  system  if  you  allow 
countries  to  renounce  debt  on  the 
grounds  that  the  previous 
government  was  not  legitimate," 
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warns  Michael  Kremer,  a  Harvard  University  economist 

But  if  s  clear  that  Iraq  can't  service  its  current  debt—; 
the  U.S.  should  not  add  to  it.  Today,  Iraq's  debt  amoimts 
perhaps  10  times  its  gross  domestic  product.  German 
reparations  after  World  War  I  were  only  double  GDP  yet 
proved  so  oppressive  they  helped  spark  World  War  II.  Aiw 
there's  plenty  of  precedent  for  slashing  a  nation's  debt  w] 
it  becomes  too  onerous.  The  Paris  Club,  a  group  of  major 
country  creditors,  trimmed  the  Federal  Republic  of 
Yugoslavia's  burden  by  two-thirds  in  2001.  Poland  and  E| 
both  got  50%  writedowns  a  decade  ago. 
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NO  CHOICE  Iraq  may  need  far  more  reUef.  Former  U.S. 
TVeasury  official  Edwin  M.  Truman,  now  at  Washington'; 
Institute  for  International  Economics,  calculates  that,  wi  i    i 
projected  $20  biUion  in  export  earnings,  Iraq  could  servi  M\ 
interest— but  not  principal— on  $80  billion  in  debt.  But  e    i 
that  60%  haircut  may  not  be  enough.  Will  creditors  accej  Itl) 
less  than  that?  "They  don't  have  any  choice,"  Truman  sa} 
"It's  not  as  if  anybody  is  going  to  get  paid  very  much." 

The  world  community  is  slowly  coming  to  that 
conclusion.  Iraq's  major  creditors  of  Iraq  have  already 
agreed  to  give  Baghdad  a  free  ride  until  the  end  of  2004  '| 
its  $127  billion  or  so  in  loans.  The  Paris  Club  and  G-7  grc 
of  industrialized  nations  hope  to  complete  a  debt  workoi 
by  that  time.  Finance  experts  say  they  can't  move  any  fasj 
because  it  could  take  months  just  to  figure  out  exactly  ho] 
much  Iraq  owes  and  to  whom.  Creditors  like  this  slow  tra 
If  the  Iraqi  economy  improves  while  they  dicker,  Baghda«( 
can  pay  back  more. 

But  the  debt  overhang  can  only  slow  Iraq's  recovery. 
Washington  must  push  to  get 
the  debt  workout  on  a  fast  track— fo ; 
^^^  and  must  ensure  that  far  more  thj  nd 
!  f  Nf/SV  ^^1  60%  of  the  debt  is  eliminated.  As  a: 
the  $57  biUion  in  contracts  signec  Wr.; 
the  past  decade,  mostly  for  energy 
exploration  that  was  to  take  place ; 
after  sanctions  were  lifted,  many  h- 
should  simply  be  ditched.  And  tht  i... 
the  United  Nations  Compensatioi  n^ 
Committee  should  whitde  down  a  d 
estimated  $32  bilhon  in  war  al: 

reparations  going  primarily  to       [jp 
Kuwaut.  So  far,  the  U.S.  can't         on: 
guarantee  Iraqis  a  steady  source  c  1  i 
electricity  or  physical  security.  Bu  f 
can  make  major  strides  to  bolster 
coimtrys  financial  security.  ■ 
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AARCHING 
)OWN  THE  MIDDLE 

I  Hark  sets  a  centrist  economic  agenda, 
ei  relying  on  former  Clinton  advisers 


ORMER  GENERAL  WESLEY 
K.  Clark  has  plunged  into 
the    Democratic    race    for 
President    convinced    that 
George  W.  Bush  can  be  beat- 
en. For  now,  Clark  is  riding 
high  on  little  more  than  his 
ir  stars,  which  give  him  credibility  to 
ack  Bush  on  the  war  in  Iraq.  But  to 
p  up  the  momentum,  Clark's  bare- 
-  nes  Little  Rock  staff  and  a  far-flung 
;li]  tid  of  informal  advisers  are  scurrying  to 

ate  an  economic  agenda. 

( ^Vhat  will  Clarkonomics  look  like?  A  lot 

gj  ^  Clintonomics.  Clark  wants  to  position 

Uself  as  a  centrist  well  to  the  right  of 

eral  Howard  Dean.  The  main  points  of 

[hf  irk's  economic  vision:  boost  intema- 

I  nal  trade,  trim  the  budget  deficit,  roll 

a|ck  President  Bush's  tax  cuts  for  the 

althy,  and  use  a  mix  of  spending  and 

•geted  tax  breaks  to  create  jobs  in  the 

ort  run.  "He's  got  good  instincts  on  fis- 

0    discipline  and  open  markets,"  says 

lUi  e  Washington  veteran  who  has  advised 

r  ark  on  policy.  "But  he  knows  the  issues 

tter  than  the  poUtical  nuances." 


Clark  brieffy  taught  economics  at  West 
Point  in  the  early  1970s,  but  he  has  a  lot  of 
catching  up  to  do.  So  far,  he  has  been  get- 
ting much  of  his  advice  from  Clinton  Ad- 
ministration veterans,  including  former 
Treasury  Secretary  Robert  E.  Rubin,  ex- 
National  Economic  Council  head  Gene 
Sperling,  and  former  Council  of  Econom- 
ic Advisers  Chair  Laura  D'Andrea  lyson. 

It's  no  surprise  that  Clark  embraces  the 
sort  of  progressive  centrism  that  defined 
Clinton.  Rivals  such  as  Senators  John  F. 
Kerry  (D-Mass.)  and  John  Edwards  (D- 
N.C.)  have  tried  to  stake  out  a  similar  po- 
sition, but  to  litde  effect.  Clark,  who  was 
an  investment  banker  after  retiring  from 
the  Army  in  2000,  is  about  to  take  his 
turn.  Here's  how  he'll  try: 

»ROLL  BACK  THE  TAX  CUTS  Unlike 
Presidential  hopefuls  Dean  and  Repre- 
sentative Richard  A.  Gephardt  (D-Mo.), 
who  would  repeal  all  of  Bush's  tax  cuts, 
Clark  would  cut  only  those  tax  breaks  for 
families  making  $200,000  a  year  or 
more.  Ending  those  breaks  would  gene- 
rate about  $50  bilhon  a  year  in  2004  and 
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2005  and  $900  billion  through  2013. 
The  plan  is  drawing  fire  from  Repub- 
licans, who  say  Clark  will  boost  taxes  on 
small  business.  But  the  rollback  would 
give  Clark  the  money  to  accomplish  sev- 
eral other  goals,  including  beefing  up 
homeland  security,  paying  for  a  health- 
care initiative  and  other  domestic 
spending,  and  reducing  the  deficit. 

» IT'S  STILL  THE  ECONOMY,  STUPID  Top 

on  Clark's  fist  is  an  economic  stimulus 
plan.  Clark  would  use  $100  biUion  over 
the  first  two  years,  including  $40  billion 
to  boost  investment  in  homeland 
security  and  infrastructure  such  as 
roads  and  hospitals.  A  fiirther  $40  bil- 
lion would  help  hard-pressed  states  in 
education  and  health  care;  and  $20 
billion  in  tax  breaks  would  encourage 
companies  to  purchase  new  equipment, 
hire  workers,  and  keep  manufacturing 
jobs  in  the  U.S.  But  $50  bUlion  a  year  is 
not  much  money  in  a  nearly  $11  trilhon 
economy.  And  Clark  would  simply 
replace  Bush's  mostly  supply-side  tax 
cuts  with  an  equal  amount  of  demand- 
side  spending. 

»  ATTACK  THE  DEFICIT  Clark  would  use 
some  revenues  generated  by  his  upper- 
bracket  tax  hike  to  fund  a  still-evolving 
health-care  plan  and  other  initiatives. 
The  rest— maybe  $500  bUhon— would 
go  for  deficit  reduction.  But  even  that 
would  trim  cumulative  deficits  by  just 
10%  over  the  next  decade,  according  to 
private  estimates.  And  it  is  unlikely  that 
candidate  Clark  will  roll  out  a  specific 
plan  for  long-term  fiscal  balance.  Such  a 
proposal  would  reqmre  even  bigger  tax 
hikes,  as  well  as  sharp  cuts  in  popular 
programs  such  as  Medicare— issues 
that  candidates  are  loath  to  tackle. 

»  KEEP  ON  TRADIN'  Clark  is  a  Clin- 
tonesque  free-trader  who  backs  existing 
accords  such  as  NAFTA  and  the  World 
lYade  Organization.  But  he  would  insist 
that  new  agreements  satisfy  inter- 
national enviromnental  and  labor  stan- 
dards, and  he  opposes  fixed  exchange 
rates  in  countries  such  as  China— a 
pohcy  that  would  boost  U.S.  exporters. 
For  Clark's  Presidential  campaign  to 
succeed,  he  must  first  convince  primary 
voters  that  his  mix  of  market- oriented 
economics  and  deficit  reduction  can  cre- 
ate jobs  and  solve  social  problems.  That 
sort  of  zig  to  the  center  worked  for  Bill 
CUnton  a  dozen  years  ago.  Clark  is  bet- 
ting it  will  work  again.  ■ 

-By  Howard  Gleckman,  with  Paul 
Magnusson,  in  Washington 


COMMENTARY 


BY  JOHN  CAREY 


Drug  R&D:  Must 
Americans  Always  Pay? 

It's  time  for  other  countries  to  share  the  burden 


IF  AMERICANS  WANT  A  REASON  to  be  mad  at 
Europe  and  Canada,  they  need  only  look  at  drug 
prices.  U.S.  consumers  shell  out  $82  retail  for  a 
month's  supply  of  the  antidepressant  Zoloft,  for 
instance,  while  Canadians  can  get  it  for  $42  an 
French  patients  pay  just  $29.  Thaf  s  too  great  a 
disparity,  says  Dr.  Mark  B.  McClellan,  commissioner 
of  the  Food  &  Drug  Administration.  With  retail  prices 
that  typically  average  twice  those  of  other  developed 


nations,  "the  U.S.  is  paying  the  lion's 
share  of  the  cost  of  developing  drugs," 
McClellan  told  BusinessWeek.  "That  is 
not  a  sustainable  or  fair  situation." 

He's  right.  And  it's  not  just  that  the 
higher  prices  Americans  pay  for  drugs 
fiind  half  of  the  industry's  research 
efforts.  U.S.  taxpayers  also  support 
most  of  the  world's  government- 
funded  basic  biomedical  research— as 
much  as  80%,  by  some  estimates.  So 
if  it  weren't  for  U.S.  dollars,  many 
breakthrough  drugs  simply  would  not 
exist.  "Currently,  the  innovation  in  the 
pharmaceutical  industry  is  paid  for  by 
the  U.S.,  and,  to  a  lesser  extent,  by  the 
U.K,  Switzerland,  and  Germany,"  says 
industry  economist  Eugene 
M.  Kolassa.  Although 
there's  no  clear  strategy  yet 
for  sharing  the  burden 
more  equally,  the  world 
would  clearly  benefit  fi-om 
broader  support  of  research 
and  development.  In  a  Sept. 
25  speech  to  a  drug 
industry  conference, 
McClellan  urged  other  rich 
nations  to  raise  drug  prices. 
"If  we  do  not  find  better 
ways  to  share  the  burden  of 
developing  new  drugs,"  he 
said,  "all  of  us  v^dll  suffer." 


McCLELLAN  The  FDA 

chief  is  urging  other 
rich  nations  to  raise 
drug  prices 


Why  the  big  price  differences?  In 
much  of  the  world,  govenmients  eithe| 
set  prices  or  have  so  much  bargaining 
power  that  they  can  force  big 
discoimts.  The  U.S.  market  is  more 
chaotic.  Big  buyers  such  as  the 
government  and  HMOs  can  often 
negotiate  low  prices  that  rival  those 
found  in  Canada.  To  make  up  for  the 
discounts,  though,  the  industry 
charges  high  retail  prices.  So  those 
who  are  least  able  to  pay— the 
uninsured— are  often  stuck  with  the 
biggest  bills. 

The  resulting  hit  on  Americans' 
pocketbooks  has  led  to  a  major  revolt. 
If  Congress  manages  to  pass  a 

Medicare  biU,  if  s  likely  to 
allow  Americans  to  import] 
cheaper  drugs  from 
Canada.  Meanwhile, 
several  governors  have 
vowed  to  cut  their  states' 
expenditvu-es  by  buying 
drugs  fi-om  our  northern 
neighbor.  And  storefi-onts 
and  Web  sites  oflFering 
cheaper  drugs  fi*om 
elsewhere  are  multiplying 
"The  Internet  pharmacy 
business  has  mushroomed 
to  a  level  where  there  is 
almost  no  going  back," 


38  I  BusinessWeek  I  October  13,  2003 


EPSON 


Ifter  all  our  intensive  inspections,  there  was  one  thing  we  didn't  need  to  double  check.  The  price. 
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says  independent  drug  industry  analyst  Hemant 
K.  Shah. 

A  big  influx  of  cheaper  drugs  may  seem  like 
good  news  to  American  seniors  struggling  to 
afford  their  medicines.  But  the  future  it  augurs  is 
grim.  There's  a  serious  safety  issue,  for  one 
thing.  Already,  FDA  inspectors  are  finding  that 
drugs  being  imported  aren't  what  they  claim  to 
be.  On  Sept.  29,  the  agency  announced  that  88% 
of  1,153  drugs  inspected  at  ports  were 
formulations  that  lack  U.S.  approval. 


TRADE-OFFS  More  important,  if  prices  are  lower 

today,  then  inevitably  research  budgets  will 

suffer.  That  means  there  will  be  fewer 

breakthrough  drugs  tomorrow.  Of  course,  many 

would  argue  that  the  drug  industry's  profits  are 

too  high,  that  companies  spend  too  much  on 

marketing  and  "me-too  drugs,"  or  that  they  should  make 

their  existing  drug  development  operations  more  productive. 

Big  Pharma  also  has  done  a  lousy  job  making  the  case  that 

many  expensive  new  drugs  do  offer  good  value— and  cut 

overall  health-care  costs. 

But  that  doesn't  change  the  imderlying  fact  that  higher 
profits  means  more  research  and  development— and  that 
paying  more  now  offers  the  hope  of  big  savings  later. 
Imagine,  for  instance,  the  biUions  of  dollars  that  the  health- 
care system  could  avoid  spending  in  coming  decades  if 
drugmakers  found  ways  to  treat  or  prevent  Alzheimer's 
disease.  "People  don't  believe  it,  but  if  all  prices  were  the 
same  as  Canada's,  there  would  be  fewer  products,"  says  Ian 
Spatz,  vice-president  for  public  poUcy  at  Merck  &  Co.  "There 
is  a  trade-off  of  today  against  tomorrow."  Economists  also 
argue  that  the  prospect  of  lower  prices  and  lower  profits 
would  cause  the  industry  to  put  more  of  their  R&D  dollars 
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DISPARITY 


It's  not  just  that 
the  higher  prices 
Americans  pay 
fund  50%  of 
the  industry's 
research  efforts. 
U.S.  taxpayers 
also  support  as 
much  as  80% 
of  the  world's 
government- 
funded  biomedical 
research. 


into  safer  "me-too  drugs"  instead  of  targeting  riskier 
breakthroughs. 

Already,  Europeans  are  fi-etting  that  their  relatively 
low  prices  are  killing  their  pharmaceutical  industry.  I 
1990,  European  and  U.S.  companies  each  held  about 
one-third  share  of  the  world  drug  market.  Now,  Euro 
share  is  down  to  21%,  while  the  U.S.'s  has  jmnped  to 
50%.  European  companies  have  increasingly  moved 
their  R&D  operations  to  the  U.S.,  and  they  make  60% 
their  profits  in  the  American  market,  analysts  estimat 
"Europe  remains  less  attractive  for  R&D  investments 
primarily  because  its  economic  environment  is  less 
favorable  than  in  the  U.S.,"  explains  Sir  Tom  McKillo 
CEO  of  AstraZeneca  PLC.  In  an  attempt  to  turn  thing 
around,  the  European  Cormnission  has  recommende 
that  Europe  replace  regulated  prices  with  a  market 
system— and  the  recormnendation  is  expected  to  pass 


NO  EASY  SOLUTIONS  It's  a  promising  development,  bu 
just  a  beginning.  In  addition,  the  U.S.  desperately  nee 
Medicare  drug  benefit  and  other  subsidies  so  that  seni| 
and  poor  Americans  can  get  the  drugs  they  need.  Thai 
would  reduce  the  urge  to  import  drugs  fi'om  coimtries 
with  lower  prices.  Beyond  that,  the  industrialized  worl 
needs  to  acknowledge  that  breakthrough  medicines 
won't  be  developed  unless  the  industry  can  rea] 
suflBcient  profts— and  to  figiu-e  out  a  way  to 
share  the  burden  more  fairly. 

There  aren't  any  easy  solutions.  Before 
broaching  the  topic  in  his  speech,  FDA 
Commissioner  McClellan  had  spent  several 
months  exploring  possible  approaches- 
including  going  to  the  World  Trade 
Organization— to  boost  drug  prices  in  other 
nations.  So  far,  no  strategy  has  emerged— ani 
neither  Canada  nor  the  European  Union  is 
exactly  volunteering  to  go  first.  "It's  a 
challenge,"  admits  McClellan.  "I  didn't  say 
have  all  the  answers  yet."  The  Bush 
Administration's  Coimcil  of  Economic  Advis 
and  other  White  House  economists  are  recep 
to  devising  a  plan,  but  trade  negotiators  are 
more  doubtful.  "There's  no  obvious  way  for  th 
U.S.  to  take  action  against  other  nations  that  j 
have  price  controls,"  explains  Claude  Barfield.] 
^^^^^^    director  of  trade  and  science  and  technology   i 

studies  at  the  American  Enterprise  Institute. 
Still,  McClellan's  arguments  have  struck  a  resonant  chord  i 
some  countries,  such  as  Germany,  which  also  feel  that  othei 
Em-opean  nations  are  paying  unfairly  low  prices. 

Easy  answer  or  not,  this  is  too  important  an  issue  to  ignc  ) 
McClellan  and  the  Administration  plan  to  set  up  a  multi- 
agency  task  force  to  explore  potential  strategies  for  making 
drug  prices  more  equitable  aroimd  the  world.  With  medicir 
for  dread  diseases  such  as  AIDS,  trade  negotiators  have 
already  hammered  out  agreements  to  lower  prices  in 
countries  that  can't  afford  the  expensive  drugs  the  West 
produces.  Now,  the  world's  rich  countries  need 
to  extend  the  idea  of  matching  prices  with  abihty  to  pay  to 
their  own  markets.  If  the  world  wants  to  enjoy  the  ftiture 
health  benefits  of  drug  R&D,  it  must  share  the  cost.  ■ 

-With  Laura  Cohn  in  Lond> 

Jack  Ewing  in  Frankfi 

and  Joseph  Weber  in  Chicc 
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When  a  big  home  furnishings  business  needed  financing  to  expand, 
they  cozied  up  to  CIT,  source  of  lending  and  leasing  for  everything 
from  retail  to  rail.  Learn  more  at  CIT.com.  We  see  what  you  see. 


cn- 


Mows  Analysis  &  Commentar 


E-COMMERCE 


TUNING  UP  LIKE 
NOBODY'S  BUSINESS 

Making  a  buck  selling  music  online  will 
be  tou^5  but  a  raft  of  sites  are  at  the  ready 


OR  YEARS,  RECORD  COM- 
panies  squelched  eflforts  to 
seU  tunes  online,  for  fear  of 
Napster-style  piracy.  Now, 
suddenly,  the  floodgates  are 
opening.  Giants  ranging  from 
Dell  and  Sony  to  Amazon.com 
and  Wal-Mart  are  scrambling  to  set  up  Web 
music  stores.  So  are  a  number  of  smaller 
players  including— yes— a  revived  Napster, 
which  is  being  relaunched  by  Roxio  Inc. 
this  month.  Also  within  weeks  Apple  Com- 
puter Inc.  wall  likely  go  ahead  with  the 
much-anticipated  laimch  of  its  iHmes  on- 
line store  for  Wmdows  users.  "Within  a 
very  short  period,"  says  Dell  Inc.  CEO 
Michael  Dell,  "the  labels  will  want  to  be  on 
as  many  music  stores  as  they  can." 

With  at  least  a  dozen  players  likely  to 
enter  the  market  over  the  next  few 
months,  competition  will  be  fierce.  Just  as 
the  real  world  has  everything  from  Wal- 
Mart  to  the  indie  record  store,  the  new  en- 
trants are  looking  to  carve  out  niches. 
Two  classes  of  winners  will  likely 
emerge:  those  with  sufl5cient  scale  to  con- 
vert meager  per-song  margins  into 
meaningful  profits  and  those  that  use  mu- 
sic to  sell  add-ons,  be  it  hardware,  sub- 
scriptions to  onUne  music  magazines,  or 
concert  tickets.  Says  Jonathan  Hurd,  a 
vice-president  with  management  con- 
sultant Adventis  Corp.:"The  ones  that  get 
the  customer  experience  right  will  bene- 
fit—but there  are  many  ways  to  mess  up." 
To  avoid  that  fate,  the  new  services  will 
largely  mimic  the  business  model  Apple 

Legit 

Downloads 

A  dozen  sites  are  set  to  launch. 
Among  the  most  common  features: 
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created  for  its  popular  illmes  site.  Most 
will  sell  songs  for  99<t  apiece.  Users  will 
be  able  to  bum  the  songs  to  as  many  CDs 
as  they  want  and  play  them  on  up  to  three 
PCs  or  mobile  devices.  Music  execs  hope 
that  vdll  provide  hsteners  v^dth  the  flexi- 
bihty  they  crave  while  preventing  mass 
copying  and  file-sharing. 

TOUGH  ECONOMICS 

BUT  EVEN  AT  99(t  a  song,  making  profits 
selling  music  online  could  prove  tough. 
Under  existing  arrangements,  75<t  or  so 
will  go  to  the  label,  and  credit-card  proces- 
sors will  pocket  another  5<t.  That  leaves 
just  19$  for  marketing,  technology,  and  all 


FLEXIBILITY 

Nearly  unlimited 
CD  burning  and 
rights  to  play  songs 
on  three  PCs  and 
portable  players 


CHOICE 

EXTRAS 

Up  to  half  a  million 

Premium  options 

songs  from 

include  Web  radio 

multiple  labels- 

stations  with 

both  mainstream 

one-click  music 

and  independent 

buying 

other  costs.  The  rush  for  market  share  v 
almost  certainly  force  services  to  sk 
prices— and  to  find  other  ways  to  nu 
money.  Earlier  this  year,  Listen.com  exp 
imented  by  charging  49$  a  song  but  ii 
mately  retreated  to  79<t— and  only 
those  with  a  $9.95  subscription. 

So  why  the  rush  to  jump  in?  For  haj 
ware  giants  such  as  Dell,  Sony,  or  App 
the  real  money  will  be  made  selling  mu 
players.  Dell  is  clearly  counting  on  its  c 
line  music  offerings  to  create  demand 
its  new  player,  the  DJ,  set  to  laimch  tl 
month.  And  for  Wal-Mart,  which 
counts  for  20%  of  all  music  sold  in  t 
U.S.,  it's  too  big  a  market  to  ignore. 
Smaller  players  are  counting  on  seUi 
premium    content.    For 
monthly  subscription  of  ^ 
or  so,  customers  of  Mus 
match  Inc.  and  Napster  1 
wiii  get  a  range  of  perks— Si 
exclusive  recordings  or  t 
ability  to  easily  buy  a  soi 
heard  on  a  Web  radio  statio: 
Whatever  the  model,  g( 
ting  downloaders  to  pay  i 
online  music  wUl  mean  givii 
them  suflBcient  control  ov 
their  songs.  Already,  there  a 
signs  that  the  labels  will 
slightly  less  flexible  with  ti 
vast  Windows  universe  thj 
they  were  with  Apple;  wi 
2%  of  the  market,  it  was  less 
a  piracy  concern.  Industry  i 
siders  say  that  to  discouraj 
users  fi^m  sharing  pla>dists « 
for  instance,  dance  or  ja 
times,  EMI  Group  PLC  has  forced  the  ser 
ices  to  reduce  the  number  of  playlists  co: 
sumers  can  bum  to  a  CD  to  five,  for  exar 
pie.  That's  dovim  from  10  at  illmes. 

Other  limitations  could  also  give  mus 
fans  pause.  Many  new  songs  won't  1 
available,  and  acts  such  as  the  Beades  st 
won't  be  online.  Different  services,  mor 
over,  will  use  different  technologies  to  ej 
sure  customers  don't  cheat  on  copying 
downloading.  Without  standards,  use 
wdll  find  their  portable  players  won't  ph 
songs  from  every  online  service. 

Still,  a  year  fix)m  now,  many  kinks  w 
be  gone.  The  best  services  may  match  tl 
elegance  of  iTimes,  and  prices  will  prob: 
bly  have  droppe 
Thafs  the  best  nev 
music  fans  have  heai 
in  a  long  time.  ■ 
-By  Peter  Burrows 
San  Mateo,  Calif.,  wt 
Ronald  Gwver  in  Los  At 
geks,Jay  Greene  in  Sea 
tie,  and  bureau  repor 
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HOME  LOAN  BLUES 

Colby  says  that 
WaMu  lost  her 
mortgage  money 


BAN 


IS  THIS  A 
TO  RUN  A 


WaMu's  alleged  blunders  have  it  fending 
off  lawsuits  and  complaints 


WHEN  SHERRY  COL- 
by  decided  to  pay 
off  the  mortgage  on 
her  Houston  house 
with  some  of  the 
money  she  had  col- 
lected from  her  in- 
surance company  for  mold  damage,  she 
thought  her  troubles  were  over.  Instead, 
she  merely  traded  one  nightmare  for  an- 
other. In  February,  she  fowarded  two  in- 
surance company  checks  for  nearly 
$35,000  to  her  mortgage  company, 
Washington  Mutual.  The  money  went 
into  an  escrow  account,  and  she  contin- 
ued to  make  monthly  payments  through 
July.  And  although  she  sent  in  the  balance 
of  the  mortgage  in  August,  by  Labor  Day, 
Colby  received  threatening  calls  from 
debt  collectors  saying  she  had  fallen  be- 
hind on  her  payments. 

What  happened?  In  August,  Colby 
claims,  the  funds  somehow  vanished  as 
they  moved  from  the  escrow  account  to 
the  payoff"  department.  Says  the  44-year- 
old  CPA:  "They've  lost  the  money." 
WaMu  says  privacy  issues  prevent  it 
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from  discussing  the  case.  But  Colby  is  just 
one  of  scores  of  disgruntled  customers 
from  around  the  country.  The  fast  grow- 
ing, Seatde-based  Washington  Mutual 
Inc.  has  been  fending  off"  lawsuits  and 
complaints  in  states  ranging  from  Min- 
nesota to  Washington  and  Cahfomia. 

As  the  problems  in  Texas  pile  up— 
since  mid-2002,  some  200 
individual  consumer  com- 
plaints have  been  filed 
against  WaMu— Su5zness- 
Week  has  learned  that  Texas' 
Attorney  General's  Office 
has  launched  an  investiga- 
tion into  WaMu's  mortgage 
business  practices.  The  AG's 
office  is  looking  into  allega- 
tions of  everything  from  lost 
mortgage  payments  to  im- 
proper foreclosures.  Fay  L. 
Chapman,  WaMu  general 
counsel,  acknowledges  the 
bank  may  have  made  some 
mistakes  and  is  reviewing 
each  complaint  individually. 
"We  have  been  working  co- 


LOSING 
GLITTER 

WaMu  has  racked  up  a 
variety  of  customer 
complaints,  including: 


LOST  mortgage 
payments 


EXCESSIVE  and 

erroneous  fees 


MISHANDLED 

property  tax  payments 


INACCURATELY  filed 

credit  reports 


operatively  vidti 
Attorney     Gem 
office,"  she  says 
The  dustups 
^^^^  customers  co: 

WaMu  execs  W( 
turn  a  once  little-known  regional 
into  a  kind  of  Wal-Mart  of  cons 
banking.  Since  1991,  WaMu  has  bet 
a  massive  expansion  tear  as  it  see 
acquire  millions  of  new  retail  and  \ 
loan  customers.  Acquiring  its  way 
such  big  markets  as  Texas,  Califo 
and  New  York,  WaMu  now  ranks  a 
nation's  top  thrift  and  mortgage  lei 
serving  12.3  million  households, 
$283  billion  in  assets  and  2,650  of 
coast  to  coast. 

ILLEGAL  FEES? 

YET  AS  THE  BANK  HAS  GROWN,  SC 
its  stable  of  unhappy  customers  an 
the  country.  Last  month,  Miimesota 
trict  Court  Judge  Steven  Z.  Lange  gr 
national  class  action  status  to  a  Jan  } 
2003,  suit  that  alleged  WaMu  cha 
"illegal  prepayment  penalty  fees' 
borrowers  paying  off"  their  mort) 
loans.  WaMu  concedes  it  has  c 
charged  some  customers  in  Minnesotj 
August,  the  bank  setded  a  Seatde  la 
alleging  that  WaMu  had  lost  mortj 
payments,  posted  payments  late  or 
properly,  charged  erroneous  fees, 
filed  inaccurate  reports  to  credit  agenf  "^^ 
As  part  of  the  setdement,  the  bank  ag 
to  review  complaints  from  more 
1,000  customers.  In  July,  a  separate  ' 
de  suit  was  certified  as  a  class  action 
ering  some  150,000  customers  ini 
Western  states.  It  alleged  WaMu  ' 
properly  collected"  reconveyance,  st 
ment,  and  other  fees  when  custor 
paid  off  their  home  loans.  WaMu  disp 
those  charges  and  says  it  will  "del 
these  claims  vigorouslj 
The  problems  have 
WaMu  scrambling  to 
prove  its  customer  ser 
and  processing  systems 
a  result,  direct  compla 
to  WaMu  have  decli 
35%  in  the  first  six  moif 
of  2003,  and  misapp 
mortgage  payments  f 
April  to  August  fell  3 
according  to  John  Ro5 
WaMu's  senior  vice-pi 
dent  of  operational  ex 
lence.  Still,  if  Sherry  C( 
is  any  indication,  Wa 
has  a  ways  to  go.  ■ 
-By  Stephanie  Ande. 
Forest  in  Dc 
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If  they  come,  you  will  build  it 


Integrated  Cable  Routing 

Self-contained  cable  routing 
allows  for  installation  anywhere  - 
no  raised  floor  needed. 

II 

-IL 

]  Air  Removal  Unit 

1    Optimizes  fieat 
{    removal  from 
j   densely  configured 
■J   racks. 

[hot  air] 

NetworkAIR '  FM 

Modular  floor  mount 
precision  air  conditioning 
for  environmentally 
sensitive  equipment  areas 


Environmental 
Monitoring 

Local  or  remote 
monitoring  of 
temperature  and 
fiumidity  in  your 
enclosures. 


UPS 

able,  modular 
■^  Tianageable 
c  l|N+1  capability 
jjhmatcfied 

S  of  availability. 


Air  Distribution  Unit 

Delivers  equalized  airflow  from 
the  bottom  to  the  top  of  the 
enclosure  to  help  eliminate 
unequal  temperatures 
and  protect  sensitive  electronics. 


;y  as  you  grow  with  new  Inf raStruXure'"'  architecture, 


Jfu 


■:iJJil:U 


■ihjjil 


iipment  Backs 

QB  SBSB 

1"" 


Batteries 


UPSs 


InfraStruXure  Architecture 


nal  data  centers  are 
"'  [  for  future  capacity  and 
nn  a  large  amount  of  floor 
•^at  could  be  othenwise 

High  power  density  racks 
llangerous  hot  spots. 


InfraStruXure"  lets  you  build  out 
capacity  only  as  ifs  required.  Save  up 
to  50%  CapEx  and  20%  OpEx',  and 
reclaim  an  average  of  20%  usable 
space.  InfraStruXure  AIR  delivers 
cooling  directly  where  it  is  needed, 
eliminating  dangerous  hot  spots. 


InfraStruXure^"  is  thie  industry's  only  patent-pending, 
on-demand,  network-critical  physical  infrastructure  (NCPI). 

Build  out  capacity  only  as  it's  required  with  InfraStruXure's 
open,  adaptable  and  integrated  approach.  Select  standard- 
ized components  to  create  your  own  customized  solution. 

Finally,  you  can  target  availability,  pay  as  you  grow,  adapt 
to  change  and  maximize  efficiency  while  minimizing 
installation,  operating,  service  and  maintenance  costs. 

To  find  out  more  visit  us  online  at  www.apc.com,  or  see 
below  to  get  your  free  InfraStruXure  brochure  and  white 
paper  today. 

•Representative  savings  based  on  proiected  power  infrastructure  built-out  costs 
and  estimated  service  cost  per  unit  Actual  savings  may  vary 


lnfraStru/\ure 


POWER       RACK       AIR 


Open,  adaptable  and  integrated 

architecture  for  on-demand 

network-critical  physical  infrastructure 


iCninmiGitiBis 


Winner  of  the 
Communications 
Solutions  Magazine's 
'2002  Product  of  the  Year'  amaia 


Legendary  Reliability" 


rn  rr  white  Paper  on  "Determining  Total  Cost  of  Ownership  for  Data  Center 
rn  LL  and  Network  Room  Infrastructure"  and  Free  InfraStruXure"  Brochure 
^s\lhttp://promo^pc£om  Key  Code  nBOly  •  Call  888-289-APCC  x2955  •  Fax  401-788-2797 

)2003  American  Power  Conversion  Corporation.  All  Trademarks  are  the  property  of  their  owners.  E-mail;  esuppon@apcc  com  •  132  Fairgrounds  Road,  West  Kingston,  Rl  02892  USA     lSX2D3EF-USb 

Product  availability  varies  by  region  Go  to  www  ape  com  for  current  information 


News  In  Biz  This  Week 


EDITED  BY  MONICA  ROMAN 


MEDIA 
MAVEN? 

Watch  your  back,  Rush 
Limbaugh:  Former  Vice- 
President  Al  Gore,  long  a 
pincushion  for  right-wing 
commentators,  is  in  talks  to 
buy  tiny,  Canadian-based 
Newsworld  International  and 
may  remake  it  as  a  left-leaning 
channel.  Gore,  whose  repre- 
sentatives wouldn't  comment, 
approached  Newsworld  owner 
Vivendi  Universal  in  April  and 
has  offered  $70  million  for  the 
channel,  say  sources  close  to 
the  deal.  Gore,  55,  who  once 
worked  as  a  reporter,  is  being 
assisted  financially  by  Joel 
Hyatt,  a  co-founder  of  Hyatt 
Legal  Services,  who  could  not 
be  reached  for  comment. 
Metropolitan  West  Financial,  a 
financial-services  company  of 
which  Gore  has  been  vice- 
chairman  since  2001,  isn't 
involved.  Turning  Newsworld 
into  a  hot  channel  that  would 
draw  younger  viewers  won't  be 
easy.  The  money-losing  chan- 
nel is  seen  in  only  20  miiiion  of 
the  more  than  80  million  U.S. 
homes  that  get  cable  or  Srilei- 
lite.  Still,  Gore,  an  Apple 
Computer  board  member,  is 
said  to  be  smitten  with  the 
power  of  the  Digital  Age.  Now 
if  he  could  just  figure  out  how 
to  digitally  alter  Limbaugh. 

-Ronald  Qrover 


CISCO  TABLES 
ITS  CASE 

One  of  Silicon  Valley's  most 
closely  watched  legal  soap 
operas  is  winding  down. 
Networking  giant  Cisco 
Systems  has  shelved  its 
lawsuit  against  Huawei 
Technologies,  the  pride  of 
Chinese  high  tech.  In 
January,  Cisco  accused 
Huawei  of  such  intellectual- 
property  violations  as 
stealing  source  code  and 
reprinting  pages  of  user 
manuals.  At  the  time,  Huawei 
agreed  to  address  the 
complaints,  but  Cisco  pressed 
ahead  to  prevent  future  sales 
of  allegedly  infringing 
products.  Now,  if  an  outside 
expert  decides  Huawei's 
products  don't  infringe,  Cisco 
will  drop  its  suit. 


DO-NOT-CALL: 
WAITING 

In  a  bizarre  twist  that 
capped  a  seesaw  week  of 
court  rulings  and  pohtical 
jockeying,  the  Federal 
Communications  Commission 
is  appealing  to  telemarketers 
to  help  it  enforce  a  do-not- 
call  list.  After  a  Denver 


District  Court  judge 
blocked  the  Federal  TVade 
Commission  from  enforcing 
the  registry,  FCC  Chairman 
Michael  Powell  stepped  in, 
asking  ihe  Direct  Marketing 
Assn.  ro  provide  the  agency 
with  the  phone  numbers 
of  the  51  million  people 


who  had  signed  up,  as  well 
as  a  list  of  telemarketers 
who  had  downloaded  the 
registry  before  the  court 
ordered  it  shut  down. 
Telemarketers  say  they'll 
cooperate,  but  consumers 
shouldn't  expect  much  relief. 
The  FCC's  enforcement 
authority  is  limited  to 
financial-services  companies, 
long-distance  providers, 
and  airlines. 


THE  ILL  FEELING 
IS  MUTUAL 

More  allegations  of  abusive 
trading  in  mutual  funds  are 
coming  out  of  the  woodwork 
in  the  wake  of  New  York 
Attorney  General  Eliot 
Spitzer's  case  against  hedge 
fund  Canary  Capital  Partners 
and  a  broker  at  Banc  of 
America  Securities.  Prudential 
Securities  fired  a  dozen 
brokers  and  managers  in 
Boston  and  New  York  oflBces 
Oct.  1  for  their  purported 
roles  in  trades  at  the  expense 
of  fund  investors.  The  day 
before,  Alliance  Capital 
Management  said  it  had 
suspended  the  veteran 
portfoUo  manager  of  its  $3.2 
bilhon  AllianceBemstein 
Technology  Fund  and  a 
salesman  of  AUiance  hedge- 
fund  products.  The  actions 
came  a  month  after  Spitzer 
revealed  schemes  in  which 
hedge  funds  were  trading  in 
and  out  of  mutual  funds 
using  stale  prices. 


HELP FOR 
YAKKERS 

Cell  phones  typically  run  out 
of  gas  after  a  few  hours  of 
use,  due  to  energy-hungry 
chips.  But  a  new  chip  design 
announced  on  Sept.  30  by 
IBM  aims  to  solve  that 
problem;  it  could  also  help 
enable  such  appUcations  as 
movie-quality  video 
streaming  over  cell  phones. 


To  make  the  advances  a 
reality,  IBM  has  taken  silic 
germanium  chips,  typicall; 
used  to  power  commimi 
cations,  and  combined  the 
on  a  single  wafer  with  so- 
called  CMOS  chips,  the 
foundation  for  computing 
applications.  IBM  says  the 
new  design  could  hit  the 
market  within  five  years. 


ETCETERA... 

»  J.R  Morgan  Chase  will  ps 
$25  miUion  to  setde  a  prob 
into  its  initial-pubUc-offeri 
allocation  practices. 
»The  corporate  counsel 
and  corporate  secretary  of 
HeaKhsouth  resigned. 
»Manulife  said  it  would  b 
John  Hancock  Financial  Servi 
for  $10.4  biUion. 


CLOSING  BELL 


;a 


Eli  Lilly  got  a  lift  on 
Oct.  1  when  the 
Food  &  Drug  Admin 
istrationgave 
conditional  approva 
to  its  new 
antidepressant, 
Cymbalta.The 
company  must  pasi 
an  FDA  review  of  its 
manufacturing 
before  it  can  market 
the  drug.  Its  shares 
climbed  6%,  to 
$63.01. 
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Now  the  world's  fastest  network  color  printer 
has  a  challenger  right  on  its  tail.  The  Xerox  Phaser^  6250. 

There's  a  new  way  to  look  at  it. 


ur  newest  color  printer  has  speed  in  its  DNA. 
id  why  not.  Its  sibling,  the  Xerox  Phaser®  7300 
rge-format  color  printer,  is  still  a  first-place 
cord  holder  in  its  class*  with  30  ppm  color, 
'  black  and  white.  But  now  it  has  a  speedy 
nv  family  addition,  the  Phaser  6250.  It  runs 
^t  out  at  26  ppm  for  both  color  and  black  and 


\ 


r 


—1 


1 


isit:  xerox.coin/offfice/race1947  Or  call:  1-877-362-6567  ext.  1947 

-ed  on  rated  print  speed  ot  workgroup  printers  in  the  $1,000-5.000  estimated  retail  price  category 

003  XEROX  CORPORATION  All  nghts  reserved  Xerox.'The  Document  CompanyT  Phaser"  and  There's  a  new  way  to  look  at  it"  are  trademarks  of  XEROX  CORPORATION 


white  letter  prints  with  a  first  page  out  in  just  12 
seconds.  Either  one  of  these  color  speedsters 
eliminates  the  need  for  multiple  printers.  And 
both  can  get  you  to  your  finish  lines  in  record 
time.  To  catch  brilliant  color  in  a  flash,  check 
out  our  full  line  of  award-winning  network 
printers.  But  don't  blink,  or  you'll  miss  them  go  by. 

Tl IE  DOCUMENT  COMPANY 


XEROX. 


Yes,  there  is  a  more  intelligent  way 
to  improve  sales  force  productcvity. 


Business  Intelligence /rom  Business  Objects 


No,  another  incentive  program  probably  won't  make 
your  sales  force  more  productive.  But  better  information 
will.  And  while  plain  CRM  software  doesn't  provide 
that  information.  Business  Objects  does. 
You  see,  our  business  intelligence  software  mines 
sales  information  from  all  your  systems  -  sales  force 
automation,  marketing,  customer  support,  and  finance. 
Which  provides  both  management  and  the  sales  force 
complete  visibility'  into  customers,  prospects,  sales 
activities  and  the  pipeline.  So  you  can  target  the  best 
prospects.  Tailor  your  offerings  to  those  prospects. 


Streamline  the  entire  sales  process.  And  close  bigger, 

more  profitable  deals  sooner. 

Business  intelligence  solutions  from  Business  Objects 

enable  you  to  track,  understand,  and  manage  your 

enterprise.  In  fact,  more  than  17,500  companies  rely  on 

our  solutions  to  unlock  the  power  of  information  to 

improve  enterprise  performance  every  day. 

Perhaps  you  should,  too.  For  our  free  business  paper 

"Optimizing   Sales    Force   Productivity,"   please    visit 

www.businessobjects.com/productivity.  And  see  why 

better  information  is  the  sweetest  carrot  of  all. 


News  Washinston  Outlook 


ITEDBYLEEWALCZAK 


Vhy  the  President  Is 
n  Such  a  Slump 


CE,  HE  SLIPPED  EASILY  into  the  role  of  a  Presidential  Clint 
stwood,  brushing  aside  early  reports  of  guerrilla  resistance 
occupied  Iraq  by  snapping:  "Bnng  'em  on."  But  nowadays, 
:h  blunt  talk  doesn't  suit  George  W.  Bush's  increasingly 
inber  mood.  On  Sept.  30,  the  President  who  has  endured  a 


ish  summer  of  setbacks  sounded  more 
a  chronically  beleaguered  Tony 
.0  than  a  bellicose  Dirty  Harry, 
after  Attorney  General  John 
oft  announced  a  criminal  probe  into 
ations  that  White  House  aides  may 
blown  the  cover  of  a  cia  operative  in 
iCt  of  political  mahce,  Bush  vowed  to 
k  down  the  leakers,  wherever  the  trail 
ht  lead.  "If  the  person  has  violated  the 
,"  the  President  said,  "the  person  will 
aken  care  of" 

linished  Discipline 

.""H  THAT  UTTERANCE,  an  explosive 
pter  in  Bush's  five-month  sUde 
ned— this  one  entitled 
gate.  For  weeks,  the 
sidenfs  political  stock 

plunged  as  he  has 
^gered  from  one  reversal 
brtune  to  another:  a 
klash  over  Iraq,  two 
eches  that  failed  to  drtmi 
support  for  the  U.S. 
^pation,  mounting 
cems  over  lost  jobs,  and 
nihations  large  and  small 
he  hands  of  foreign 
iers  increasingly 
stant  to  Bush's  vision  of 

Americana.  While 

bhies  argue  that  

sidents  usually  suffer  a        ^^^^ 
ird-year  slump"— and  that  Bush's 
linished  ratings  are  still  strong— polls 
w  top  Democrats  miming  neck-and- 
k  with  the  incumbent.  "This  is  a 
^  imded  President,"  says  independent 
IsterJohnZogby. 

rhis  isn't  the  first  time  Bush  has  been  in 
ind,  of  course.  But  in  a  town 
ustomed  to  his  wiiming  ways,  the 
jstions  are  coming  hard  and  fast:  How 

a  White  House  team  known  for  its 


HAPPIER  DAYS 

Bush  and 
former  aide 
Hughes  in  2001 


discipline  and  savvy  get  off  track?  And  has 
uberstrategist  Karl  Rove,  who  carved  out 
an  imprecedented  role  as  the  top 
synthesizer  of  poUtics,  policy,  and  spin, 
finally  started  sinking  after  a  glorious  three 
years  of  walking  on  Washington's  waters? 
"We  need  to  acknowledge  there  are 
problems  and  clearly  articulate  our 
solutions,"  says  one  worried  Bush  adviser. 

That's  easier  said  than  done.  While 
Bush's  crew  is  good  at  plarming  PR 
offensives— such  as  the  careftUly 
calibrated  sales  plans  for  the  President's 
tax  cuts— it  has  been  unsteady  at 
improvising.  To  compound  the  woes, 
Bush's  bravado  may  be  coming  back  to 
haunt  him.  "He  finds 
himself  reaping  the  harvest 
of  go-it-alone  policies,"  says 
University  of  Texas  political 
scientist  Bruce  Buchanan. 

AUies  say  the  President  is 
paying  a  continuing  price 
for  the  2002  departure  of 
key  aide  Karen  Hughes, 
who  enforced  message 
discipline,  could  go  toe-to- 
toe  with  Rove,  and  was  one 
of  the  few  people  who  felt 
free  to  criticize  Bush  frankly.  "The 
President  is  better  with  Karen 
around,"  says  a  veteran  Bushie. 

But  while  things  may  look  bleak  in 
Bush  Country  today,  the  situation 
could  turn  around  if  the  recovery  gathers 
steam— or  U.S.  troops  manage  to  nail 
Saddam  Hussein.  Democrats  now 
clamoring  for  a  special  prosecutor  to  lead 
the  spy  probe  could  overreach  and  ahenate 
voters  who  still  like  Bush  personally.  At  the 
moment,  though,  the  weary  President  can't 
wait  for  his  opponents  to  stumble.  He 
needs  to  find  out  what's  wrong  with  his 
once-formidable  team  and  fix  it— fast. 

-By  Richard  S.  Dunham 


CAPITAL 
WRAPUP 

WES  CLARK, 
INDEPENDENT  MAN 

PRESIDENTIAL  candidate 
Wesley  K.  Clark  declared  himself  a 
Democrat  in  early  September, 
but  is  he  really?  Not  according  to 
Arkansas  state  law.  PubUc 
records  at  the  Pulaski  County 
Voter  Registrar's  oflSce  show  that 
the  former  general  has  been  an 
independent  since  at  least  1996. 

Clark  campaign  spokesman 
Bill  Buck  told  BusinessWeek  on 
Sept.  29  that  the  candidate  had 
updated  his  voter  registration  to 
reflect  his  new  status  as  a  Dem. 
When  asked 

to  explain  the    CIHTICS 
discrepancy 
with  Pulaski 
County  rec- 
ords, cam- 
paign con- 
sultant Mark 
Fabiani  said 
on  Sept.  30 
that  Clark 

hasn't  had        ^^^^ 
time  to  reg- 
ister as  a 

Democrat  but  plans  to  as  soon  as 
he  gets  a  breather.  "This  has  been 
a  whirlwind  two  weeks.  There  are 
a  lot  of  things  we  have  to  do,  and 
that's  one  of  them,"  Fabiani  said. 

Clark's  independent  status 
only  gives  more  fuel  to  rivals  who 
have  questioned  his  Democratic 
bona  fides.  Says  Howard  Dean 
spokeswoman  TVicia  Enright:  "It 
probably  takes  less  time  to 
register  as  a  Democrat  than  it 
does  to  register  as  a  lobbyist." 
(Clark  was  a  board  member  of 
and  lobbyist  for  Acxiom  Corp.,  a 
Littie  Rock  data-mining  firm.) 

Fabiani  says  Clark's  indepen- 
dent record— he  voted  for 
Ronald  Reagan— could  boost  his 
bipartisan  appeal.  Maybe.  But 
being  an  overnight  Democrat, 
voting  for  the  Gipper,  and 
waffling  on  initial  support  for 
the  Iraq  invasion  may  heighten 
doubts  about  the  general  in  the 
minds  of  the  party  faithfiil. 

-By  Lorraine  WoeUert 
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GAMES 


NOKIA'S 

NGLEAP 

It's  challenging  Nintendo  and  Sony 
with  a  handset  that  plays  games 


IT'S  NEAR  DUSK  IN  MILAN'S 
trendy  Na\igLio  district,  and  the 
cafes  and  pizzerias  are  filling  up 
with  revelers.  Drawn  by  the  sound 
of  blaring  rock  music,  a  stream  of 
teenagers  and  twentysomethings 
wanders  toward  an  l8-wheeler 
parked  on  the  Piazza  24  Maggio.  The 
truck  is  open  on  one  side  to  reveal  a  stage, 
giant  T\^  screens,  a  disk  jockey,  and 
break- dancers.  But  the  main  attraction  is 
40  diminutive  electronic-game  consoles 
set  up  for  free  trial  runs.  Visitors  put  the 
gizmos  to  the  test,  yelping  with  joy  when 
they  blow  away  bad  guys  and  growling 
wdth  fiTistration  when  they  spin  oflFa  race- 
track into  a  brick  wall.  Tve  never  seen 
anything  like  this,"  exclaims  Vincenzo 
Coni,  an  18-year-old  universit>'  student. 

Milan  is  but  one  stop  on  Nokia  Corp.'s 
N-Gage  European  tour.  Cruising  through 
55  cities  in  16  coimtries,  if  s  an  audacious 
sales  pitch  aimed  at  building  buzz  among 
young  Europeans  for  the  newest  wireless 
gadget  from  the  world's  No.l  mobile- 


phone  maker.  This  is  no  ordinary  Nokia 
phone,  though.  The  N-Gage,  which  goes 
on  sale  in  most  parts  of  the  world  on  Oct. 
7  for  a  retail  price  of  $300,  is  a  bona  fide 
monster  game  machine  with  high-speed 
3-D  graphics  and  stereo  sound— akin  to  a 
Game  Boy  for  grown-ups,  or  a  PlaySta- 
tion that  fits  in  your  pocket  If  s  also  a 
phone,  text  messager,  FM  radio,  and  dig- 
ital-music player. 

Soimds  like  a  cool  toy,  but  for  Nokia 
this  is  no  child's  play.  The  Fiimish  com- 
pany is  tr\ing  to  crack  the  game  industry, 
w^here  one  breach  of  coolness  protocol 
can  crash  your  credibihtj'.  Nokia  has 
spent  tens  of  miUions  developing  N-Gage 
and  wiU  spend  another  $100  milhon  pro- 
moting it.  Now,  the  fate  of  its  highest-pro- 
file laimch  in  years  is  in  the  hands  of 
gamers,  some  of  whom  have  ranted  on- 
line that  N-Gage  is  a  "brain  fart."  Ouch. 

As  it  enters  this  land  of  make-believe, 
Nokia  is  tackling  a  whole  new  batch  of 
challenges.  It  has  to  line  up  the  world's 
best  game  producers,  a  famously  fickle 
bunch.  The  company  says  it  will  have  20 
N-Gage  tides  available  by  Christmas— in- 
cluding new  versions  of  Tomb  Raider  and 


TOURDEFRAn 

NokiasN-G£ 
on  display  in 
Montpellier 


Tony  Haw^k's  Pro  Skater,  which  are  ff^ 
pected  to  be  the  two  hottest  tides.  But  • 
that  be  enough  to  pull  in  buyers?  Nc 
also  is  scrambling  to  get  the  N-Gage  c 
ried  in  stores  that  sell  games,  not  j 
phones.  In  targeting  these  retail  outi 
Nokia  risks  ahenating  its  core  customi 
the  mobUe  operators. 

Such  perils  are  hauntingly  similaifc- 
those  faced  by  Microsoft  Corp.  whei  x 
launched  the  Xbox  game   console 


k 


A  Guided  Sf'''^"^?, 

_-^  ^    -  With  a  zippy  processor,  3-D 

I  01 1 T*  O I  t~  h  F*  graphics,  and  a  full-color  screen, 

l-yji-VL  \JL  Lll\^  the  N-Gage  plays  sophisticated 

Y^^m^^SkfW^  games  installed  via  memory 


cartridges  that  will  be  sold  in 
retail  locations. 


MUSIC  ON  THE  MCPC 

A  built-in  FM  radio  and  MPS 
let  the  N-Gage  take  the  plaaj 
Walkman.  A  $50  memory 
can  store  4  to  8  hours  of  dii 
tunes.  But  reviewers  find  tl 
interface  a  bit  clunky. 
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^e  that  has  yet  to  yield  profits.  But  as 
jn  Finns  see  it,  they  have  no  other 

ice.  Nokia  is  the  longtime  leader  in 
cbile  communications,  with  a  39% 

)al  market  share.  But  intense  rivalry  is 
liiicking  profits.  Although  Nokia  is  on 
;])( [k  to  sell  12%  more  phones  this  year 
in  2002— an  amazing  170  million 

ts— price  pressure  will  likely  erode  its 
errall  handset  revenues  by  1.4%,  to 
le.».3  billion,  figures  Merrill  Lynch  &  Co. 


Heavy  spending  for  the  N-Gage  launch 
and  losses  in  Nokia's  mobile-networks 
business  will  trim  overall  profits  by  1.6%, 
to  $3.8  billion.  Investors  smell  a  com- 
modity trap  and  have  driven  Nokia 
shares  20%  down  since  December. 

That's  why  it's  so  essential  for  the  com- 
pany to  keep  pushing  out  innovative 
products.  Nokia  aims  to  sell  at  least  6  mil- 
lion N-Gage  consoles  in  the  next  two 
years,  which  could  yield  it  more  than  $1.2 


bilhon  in  revenues  with  estimated  gross 
margins  of  45%,  higher  than  Nokia's 
overall  40%  average.  Yet  Merrill  Lynch 
figures  Nokia's  total  handset  revenues 
will  sag  another  5%  in  2004. 

Hardware  sales  are  only  part  of  the  pic- 
ture, though.  Nokia  also  has  its  eye  on 
some  luscious  royalties.  Analyst  Stuart 
Jeffrey  of  brokerage  Lehman  Brothers 
Inc.  in  London  figures  that  10  million  N- 
Gage  owners  buying  an  average  of  three 


lOlNGUP 


)th  short-range  radio  lets 
nore  players  in  a  room 
te  against  each  other  By 
;f  304,  they'll  also  be  able  to 
er  the  air  with  buddies 
town  or  in  another  country. 


GETTING  AROUND 

Digital  navigation  buttons  let 
players  move  around,  jump,  and,  of 
course,  fire  their  weapons.  But 
game  purists  complain  the  digital 
controls  lack  the  finesse  of  an 
analog  joystick. 


TALK  TO  ME 

Oh  yeah— it's  a  phone,  too.  The 
N-Gage  offers  voice  calling  and  text 
messaging  on  GSM  networks  and 
supports  GPRS  data.  But  critics 
dislike  its  ergonomics.  Most  users 
will  likely  opt  for  an  ear  bud. 


GLITCHES 

Critics  fault  the  N-Gage's  small 
screen  and  $299  price.  Most  of 
all,  they  dislike  having  to  open 
the  back  and  remove  the  battery 
before  installing  a  game 
cartridge. 
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games  a  year  would  spin  out  $150  million 
amiually  in  royalty  income.  Plus,  Nokia 
starts  selling  its  own  games  next  year, 
which  could  earn  twice  as  much  per  unit. 
Also  next  year,  Nokia  and  third  parties 
may  start  selling  software  from  an  online 
site  to  N-Gage  users,  everything  from  up- 
grades to  new  game  characters.  "We're 
building  a  whole  new  business  system," 
says  Nokia  Chief  Executive  Jorma  Ollila. 
The  N-Gage  is  Nokia's  boldest  move  to 
date  in  its  strategy  to  target  different  con- 
sumers—novices, fashion  ma/ens,  busi- 
ness execs,  and  so  on.  On  Sept.  26,  Nokia 
went  further,  sphtting  into  four  major  di- 
visions: mobile  networks,  general  mobile 


figures  there  are  miUions  of  people  age  18 
to  35  who  have  outgrown  their  Game 
Boys  but  still  want  to  play  while  commut- 
ing or  hanging  out.  ^ 

FIERCE  CRITICISM 

WHAT  SETS  N-GAGE  apart  from  all  pred- 
ecessors—no surprise— is  its  ability  to 
communicate.  Thanks  to  built-in  short- 
range  radio  technology  called  Bluetooth, 
it  is  the  first  handheld  that  lets  gamers 
play  each  other  wirelessly  across  a  room. 
"This  is  v^dthout  a  doubt  a  major  im- 
provement on  all  the  games  available  on 
mobile  phones,"  says  Marco  Zanon,  a  19- 
year-old  university  student  who  tried  out 
the  N-Gage  in  Milan.  But  mobile  net- 
works aren't  fast  enough  yet  for  real-time 
game  playing  with  a  buddy  across  tovvTi. 
That  will  have  to  wait  for  3G. 


Oof!  Pow!  Splat! 


Reviewers  weigh  in 
on  early  N-Gage  titles 


TOM  CLANCY'S 
SPLINTER  CELL 

Gameloft 

This  stealth  game  sports 
snazzy  graphics.  To  win, 
you  have  to  cooperate. 
What  a  concept! 


TONY  HAWICS 
PRO  SKATER 

Activision 

Reviewers  predict  their 
popular  skateboarding 
action  game  will  be  the 
"must-have"  N-Gage  title. 


phones,  wireless  entertainment  devices, 
and  mobile  business  products,  each 
aimed  at  vastly  different  market  opportu- 
nities. "Strategically,  Nokia  is  doing  the 
right  thing  in  trying  to  expand  its  ad- 
dressable markets,"  says  analyst  Tim 
Luke  of  Lehman  Brothers  in  New  York. 

Nokia  has  already  proven  it  can  master 
new  businesses.  Since  mid-2002,  it  has 
sold  more  than  5  million  digital  camera 
phones  in  Europe,  where  people  are  now 
hooked  on  snapping,  storing,  and  e-mail- 
ing  images  with  a  handset.  Thaf  s  a  feat 
that  No.  2  phonemaker  Motorola  Inc.  is 
only  just  now  trying  to  emulate,  with  de- 
cidedly mixed  results.  And  it's  not  hard  to 
figure  out  why  Nokia  picked  gaming  as  its 
next  frontier.  With  $30  billion  in  annual 
sales,  the  business  dwarfs  Hollywood— 
and  is  growing  a  whole  lot  faster.  Nokia 


TOMB 
RAIDER 

Eidos 

More  action  adventures 
with  the  heroic  Lara 
Croft.  Reviewers  think  it 
could  be  a  hot  seller. 


The  criticism,  however,  is  plenty  fierce. 
"Trying  to  put  high-quality  games  on  a 
cell  phone  is  like  adding  a  TV  to  your 
washing  machine,"  snipes  Alan  Caron,  a 
21-year-old  Milan  deliveryman  who 
sports  five  studs  in  his  hps  and  has  a 
Game  Boy  at  home.  And  game  makers 
grumble  that  N-Gage  players  have  to  turn 
it  off  and  take  off  its  back  cover  to  put  in  a 
new  game.  Nokia  defends  the  design,  but 
has  already  modified  it  in  a  second  ver- 
sion of  the  N-Gage  expected  before 
Christmas,  2004,  according  to  sources. 

Such  skepticism  doesn't  faze  Nokia. 
"It's  a  tradition  to  be  criticized  when  you 
enter  this  market,"  says  Stefan  Lam- 
pinen,  Nokia's  European  games  director, 
who  joined  up  three  months  ago  from 
No.l  game  software  maker  Electronics 
Arts  Inc.  of  Redwood  City,  CaHf.  Back  in 


1998,  Nokia  started  bundling  a  su" 
"time  wasting"  application  called  Sr 
into  its  phones.  In  2001,  it  also  be 
making  phones  that  played  sir 
games  vmtten  in  the  popular  Java 
guage.  With  N-Gage,  however,  N 
has  decided  to  sell  the  games  on  ren 
able  memory  cards  rather  than  via  o 
the-air  dowTiloads.  "The  publis 
wanted  physical  distribution  for  bt 
control,"  says  Ilkka  Raiskinen,  se 
vice-president  of  the  entertainment 
media  unit. 

This     innocuous    technical     ch 
changed  the  N-Gage  story  forever.  I 
lowed    publishers    to    develop    la 
games,  and  charge  $30  to  $40,  vs.  t 
cal  prices  of  $5  for  downloaded  , 
games.  But  Nokia's  tactic  was  a  blo'^ 
carriers,  who  are  enjoying  a  boon 
Java  game  sales, 
though  they  can  | 
N-Gage     titles 
their  stores,  op< 
tors   can't   rakej 
charges  from  do^ 
loading  games. 
Then  there's 
competition.    Si| 
1989,  Nintendo 
has  sold  some 
million  Game  B^ 
of  which  about! 
million  are  stillj 
use.  Its  newest, 
Game  Boy  Adva 
SP,  features  a  cIj] 
shell   design   rei 
niscent    of    moM 
phones  and  is  a  cl| 
attempt  to  move : 
yond  the  traditic 
under-15  male  Ga 
Boy  audience. 
Gage  won't  affect  us,"  says  Kyoto-ba 
Nintendo  spokesman  Ken  Toyoda. 
not  a  mass  market  product."  Of  grei| 
concern  is  Sony  Corp.,  which  pla 
launch  a  PlayStation  Portable  in  Japa 
the  end  of  2004. 

Yet  even  the  N-Gage's  fiercest  crii 
concede  it  will  change  the  gaming  indj 
try.  N-Gage  will  not  only  populail 
wireless  Unks  among  players,  it  will  al 
spur  development  of  a  new  generatiorj 
multiplayer  titles.  Some  doubters 
Nokia's  innovations  are  more  likely  tc 
successfully  exploited  by  Sony  and 
tendo.  But  don't  tell  that  to  Ollila.  "Wej 
in  this  for  the  long  haul,"  he  says.  Spol 
like  a  true  video-game  action  hero. 

-By  Andy  Reinhardt  in  Helsii 
with  Eric  Sylvers  in  Milan  i 
Irene  M.  Kunii  in  Tok 


PUYO 
POP 

Sega 

The  N-Gage  version  of  this 
popular  Japanese  puzzle 
game  adds  wireless 
multiplayer  support. 
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I  INTRODUCING  Drive  Free"  at  AVIS. 

|<   Rent  three  times  from  September  through  December  and  get  a  free  weekend  on  us. 
|!  That's  right,  it's  on  us  and  it's  yours  to  enjoy  all  the  way  up  until  May  15th. 


Ilick  on  avis.com  for  more  details 

I-  call  1-800-722-5909  to  sign  up. 


AViS 


har<^e^- 


r  valid  when  customer  registers  for  promotion  at  avis.com  or  by  calling  Avis  at  800-722-5909.  Renter  must  have  three  qualifying  paid  rentals  betv/een  9/1/03  and  1 2/31/03.  Qualifying  paid  rentals 
lire  a  minimum  of  tv/o  consecutive  days.  Customer  must  have  a  Wizard  Number  to  register/qualify  for  promotion.  The  award  of  two  consecutive  free  weekend  days  applies  to  the  base  rental  time 
ges.  Customer  is  responsible  for  optional  products,  applicable  taxes,  surcharges,  concession  recovery  fees,  and  customer  facility  charges  (SlO/contract  in  CA).  Certificates  are  redeemable  at 
icipating  Avis  locations  in  the  United  States  except  in  the  metropolitan  New  York  area.  Redemptions  apply  on  4-door  compact  through  4-door  full  size  car  classes  and  must  be  redeemed  betv/een 
:/03  and  5/17.'04  on  weekend  rentals.  Weekends  begin  betv/een  Thursday  noon  and  Sunday  noon.  Cars  must  be  returned  by  Monday  at  midnight.  Advance  reservation  required.  Redemption  of 
•:ii  certificate(s)  may  be  subject  to  vehicle  availability.  Blackout  periods  apply  which  include  but  are  not  limited  to:  Thanksgiving  weekend,  December  25-29.  President's  weekend  in  AZ,  CO,  FL  HI, 
UT  and  Easter  weekend  in  FL.  Minimum  age  is  25  but  may  vary  by  location.  Awards  not  applicable  to  one-way  rentals  and  cannot  be  combined  with  any  other  coupon,  promotion,  or  special 
12003  Avis  Rent  a  Car  System.  Inc. 

Avis  features  GM  vehicles  lil<e  Pontiac  Grand  Prix 


WHY  DO  WE  WORK? 


What  makes  grown  men  and  women  who  barely  know  each  other  aam  into  a  small  metal 
box  five  days  a  week?  Monthly  mortgage  payments  for  starters.  And  car  payments,  and 
credit  card  payments  too.  But  so  does  ambition.  The  PrincipaP  understands  that.  That's  why 
we're  dedicated  to  helping  you  get  more  out  of  work  than  just  a  paycheck.  It's  why  we're  the 
nation's  401  (k)  leader  It's  why  we  help  employees  protect  their  families  and  plan  for  their 
futures  with  solutions  that  meet  their  indi^/idual  needs.  Solutions  that  come  from  the  right 
combination  of  benefits  like  retirement  plans,  investments  and  insurance.  Solutions  that  help 
you  get  as  much  out  of  work  as  you  put  into  it.  After  all,  we've  been  in  our  share  of  tiny  metal 
boxes  too.  principal.com 


We  undastand  what  you're  working  lor  ^ 
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STANLEY  REED 


Tie  Labour  Party's 
)eep  Bench 

jving  two  leaders  gives  it  staying  power 


DNCE  AGAIN  the  British 
press  is  in  a  frenzy  over 
the  longtime  rivalry 
between  Prime 
Minister  Tony  Blair 
1  his  Chancellor  of  the 
:hequer,  Gordon  Brown.  At 
jour's  annual  conference  in 
Limemouth,  Brown  seemed 
e  to  challenging  the  battered 

r  with  a  rousing  speech  on  Sept.  29 

barely  mentioned  his  boss,  while 

mising  big  increases  in  public 

nding.  But  Blair  came  right  back  the 

t  day  saying  he  had  no  regrets  about 

ing  the  U.S.  in  the  war  against  Iraq, 

vowing  to  plow  ahead 

1  unpopular  reforms 

h  as  introducing  tuition 

•ritish  universities.  "I've 

got  a  reverse  gear," 

i  Blair,  echoing  the 

iservative  icon  Mar- 

et  Thatcher.  The  papers 

wed  a  glum-looking 

wn  apparently 

lining  to  applaud 

It's  speech. 

Jounds  tense.  But  what 
the  speculation  about  a 
pwn-Blair  feud  may 
ss  is  that  the 
Wry/partnership 
ween  these  two  heavy- 
ights  is  potentially  a 
1  source  of  strength  for  Labour.  The 
D  complement  each  other.  The 
irismatic  Blair  has  won  non-Labour 
:es  while  Brown  gets  much  of  the 
dit  for  Britain's  economic  success, 
I  ning  a  Labour  weakness  into  a 
3ng  suit.  And  if  Blair  cannot  recover 
m  the  furor  over  Iraq,  the  party  still 
5  a  viable  candidate  in  Brown  for  a 
rd  term  in  power. 


GORDON  BROWN 

His  economic 
success 
strengthens  Blair 


Of  course,  if  Browoi  is  to  succeed  Blair, 
he  will  have  to  ease  doubts  over  his 
abUity  to  win  votes  outside  the  old 
Labour  strongholds  of  the  North  of 
England,  Wales,  and  Scotland.  "Brown 
comes  at  his  pohtics  from  a  much  more 
radical,  progressive,  egaUtarian 
background,"  says  Peter  Kellner, 
chairman  of  the  YouGov  Ltd.  polling 
organization. 

Yet  it  would  not  be  such  a  huge 
change  for  Britain  if  the  dour 
Scotsman  becomes  Prime  Minister.  As 
part  of  a  deal  he  cut  vdth  Blair,  Brown 
already  runs  much  of  the  government 
through  his  control  of  the  Treasury's 
coffers.  He  has  kept  the  upper  hand  in 
the  debate  over  whether  Britain  should 
adopt  the  euro.  What's 
more,  Brovkoi  is  seen  as  a 
more  disciplined  politician 
than  the  oft-waffling  Blair. 
BrowTi's  other  challenge 
is  winning  over  Britain  Inc. 
True,  he  earned  the 
admiration  of  the  business 
Establishment— and 
international  investors— in 
his  first  term  as  Chancellor, 
when  he  engineered  a 
supertight  fiscal  policy  and 
ceded  the  power  to  set  interest 
rates  to  the  Bank  of  England.  But 
BroviTi  shifted  priorities  in  his 
second  term.  He  hiked  taxes  and 
ratcheted  up  public  spending  to 
revive  the  National  Health  Ser- 
vice, improve  schools,  and  shore  up  the 
decrepit  transportation  infrastructure. 

Still,  Brown  can  claim  major 
achievements.  The  economy  has  grovim 
in  every  quarter  since  Labour  came  to 
power.  Unemployment  is  just  5%.  If  the 
numbers  hold  up,  they  will  be 
impressive  credentials  for  whoever 
leads  Labour's  next  campaign.  That 
leader  may  well  be  Brov^m.  ■ 
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Help  your  employees  get  more  out  of  work. 
Call  1  -800-986-3343  (ext.  80080)  for  more 
information,  principal.com 
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INFORMATION  TECHNOLOGY 

GLOBAL  DESIGNS  FOR 
INDIA'S  TECH  KING 

Azim  Premji  is  taking  Wipro  beyond 
the  business  of  writing  source  code 


AT  4:30  A.M.,  A  LIGHT 
switches  on  in  Azim  H. 
Premji's  spacious  stone 
bungalow  in  the  southern 
Indian  city  of  Bangalore. 
The  57-year-old  chair- 
man of  software-services 
provider  Wipro  Ltd.  is  awake,  fueling  up  on 
coflFee  and  bombarding  managers  on  four 
continents  with  e-mails.  At  7,  Premji  walks 
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the  quarter-mile  to  his  oflBce  on  Wipro's  12- 
acre  campus.  There,  he  has  breakfast  with 
visiting  customers  or  government  officials. 
That's  followed  by  meetings  where  he  fo- 
cuses on  the  minutiae  of  the  business— the 
cost  of  airline  tickets  or  whether  frequent- 
traveling  Wipro  salespeople  should  have 
permanent  cubicles.  Before  the  sun  is  over- 
head at  noon,  Premji  has  already  worked 
seven  hours,  wdth  another  seven  to  go.  Fre- 


J'.'s 


quently,  Premji  ends  his  day  on  a  comm 
cial  flight— there  is  no  corporate  jet-  • 
Bombay,  San  Francisco,  Lx)ndon— ai' 
where  his  sales  team  needs  a  boost        ^ 
An  exhausting  routine,  followed  c 
after  day,  year  after  year.  And  Prei* 
doesn't  need  to  do  a  bit  of  it.  He  ow' 
84%  of  Wipro,  giving  him  a  net  worth  ^7 
$5.3  biUion.  That  makes  him  the  rich<i; 
person  in  India— and  one  of  the  wealtiF  ^ ' 
est  on  the  planet.  But  he's  not  even  thir'^ 
ing  of  buying  a  jet,  or  even  a  new  c! 
True,  Wipro,  with  its  blue-chip  roster  I- 
customers  such  as  Microsoft,  Sony,  a 
Nokia,  is  one  of  India's  top  compani^ 
The  fastidiously  frugal  chairman,  howev- 
er, figiu-es  those  accounts  must  be  zerf  - 
ously  guarded,  every  minute.  With  col  """^ 
petition  heating  up  as  never  before,  t  '"^ 
managers  have  to  "get  off  their  asses  aff^^ 
get  into  the  field,"  says  Premji. 

"EYEBALL  TO  EYEBALL" 

THAT'S  WHY,  FOR  ALL  his  success,  Prei' 
ji  seems  focused  on  just  one  goal:  ev( 
more  success.  Wipro  has  grown  fro 
small  producer  of  cooking  oil  founded 
his  father  in  1945  to  a  colossus  by  IndiJ*^'^ 
standards:  23,000  employees,  $902  it^k'^ 
lion  in  revenues,  and  $170  million  in  pnj-l-^  ^ 
its  for  the  fiscal  year  ended  in  March.  S; 
have  increased  by  an  average  of  25% 
year  and  earnings  by  52%  annually  o\ 
the  past  four  years.  Premji  "does  busine  - 
straight,  eyeball  to  eyeball,"  says  form' ■ 
General  Electric  Co.  chairman  and  CF 
John  F.  "Jack"  Welch,  who  has  worki^; 
with  Premji  as  a  partner  and  custom 
for  the  past  decade. 

Premji  isn't  slowing  down.  Just  a  fi 
years  ago,  Wipro  did  software  coding 
systems  maintenance.  Now  it's  expani  k 
ing  into  more  ambitious  areas,  such  :  ^ 
high- end   research   and   helping   cu 
tomers  design  their  IT  systems.  The  fir.Ki! 
has  added  8,000  new  employees  in  tt 
past  year,  expanding  its  call-center  ser 
ices  and  beefing  up  software  expertise 
health  care,  retail,  and  energy. 

For  the  growing  number  of  white-colL 
workers  from  Silicon  Valley  to  Sydney  wo 
ried  about  losing  their  jobs  to  low-waj 
software  experts  in  India,  the  ambitioii 
billionaire  is  a  serious  threat.  Yet  this  1 
mogul  faces  the  challenge  of  being  too  sui 
cessful.  The  issue  of  outsourcing  to  lo' 
cost  destinations  is  becoming  ever  moi 
controversial,  and  American  politicians  aij 
calling  for  restrictions  designed  to  make 
harder  for  companies  like  Wipro  to  wi| 
business.  On  Oct.  1,  the  number  of  visj 
the  U.S.  makes  available  to  foreign  profe 
sionals  fell  by  66%,  to  65,000.  The  mo> 


He's  on  the 
provA  for 
acquisitions 
in  lucrative 
tech 
consulting 


J  hit  Indian  companies 
1  as  Wipro  especially 
-a  jl,  since  diey  often  dis- 
h  engineers  from  India 

J.S.  customers'  offices, 
et  premji  isn't  scaling 
11  c  his  plans.  His  goal  is 
t1  ,Lim  Wipro  into  one  of 
;|]  Top  10  IT-service  com- 
iJi  lies  in  the  world.  Four 
u  s  ago,  he  moved  Wi- 
( is  tech  headquarters  to 
a  ta  Clara,  Calif.,  closer  to 
i  I  company's  customers, 
n  hired  Vivek  Paul,  a  former  GE  Medical 
n  Lems  manager,  as  chief  executive.  Now 
a    on  the  prowl  for  deals  that  will  arm 
Kj  >ro  with  expertise  in  the  lucrative  tech- 
;  suiting  business.  In  July,  2002,  Wipro 
a  ii  $90  million  for  India's  top  call-center 
rator,  Spectramind.  Last  November, 
ivo  became  the  first  Indian  IT  company 
aake  a  major  U.S.  acquisition,  buying 
^  |100-person  energy  practice  of  Boston- 
^  ^d  tech  consultant  American  Manage- 
n  ,it  Systems  Inc.  And  this  May  the 
J  ipany  bought  NerveWire  Inc.,  a  finan- 
-services  consultant  in  Newton,  Mass. 
big  IT  companies  are  starting  to  no- 
:  In  April,  W^ipro  beat  out  Oracle  Corp. 
)rovide  tech  services  to  Scandinavian 

0  TeliaSonera.  "The  Indians  are  getting 
i/  involved  in  these  big  deals,  so  there's 
fe  pricing  pressure,"  gripes  Oracle  CEO 
ivrencej.  EUison. 

jVipro's  acquisitions,  though,  cut  oper- 
^g  margins  to  about  24%  from  30%  in 

1  past  year.  That  has  taken  some  of  the 


sheen  ofFWipro's  stock  price, 
which  is  down  24%  since  Jan- 
uary in  trading  on  the  Bom- 
bay Stock  Exchange.   The 
workaholic  chairman  does 
not  lose  much  sleep  over  the 
fall.  "The  company  is  run 
to  deliver  its  long-term  and 
short-term  goals,  not  with 
any  view  of  the  stock  price," 
says  Premji.  Many  analysts 
think  he's  right  not  to  fret. 
"Though  Premji's  vision  of 
acquisitions    entails    some 
transitional  pain,  it  will  build  a  ftill-service 
firm  that  can  become  the  model  for  India's 
tech  fiiture,"  says  Ajay  Sondhi,  vice-chair- 
man of  Kotak  Mahindra  Capital  Co.,  a 
Bombay  investment  bank. 

OBSESSIVE  DRIVE 

PREMJI'S  TRACK  RECORD  suggests  no 
one  should  doubt  his  ability  to  fulfill  his 
strategic  vision.  His  father  dispatched 
him  to  Stanford  University,  where  Prem- 
ji—the  youngest  of  four  children— stud- 
ied engineering  in  anticipation  of  taking 
over  the  family  business.  Western  India 
Vegetable  Products  Ltd.,  or  Wipro.  In 
1966,  while  Premji  was  in  his  senior  year, 
his  father  died.  So  the  21-year-old  imder- 
grad  returned  home  to  the  dreary  task  of 
marketing  cooking  oil. 

Wipro  made  good  money,  but  Premji 
became  restiess.  Then  in  1977,  India's  so- 
ciahst  government  booted  out  IBM,  creat- 
ing an  opening  for  locals  to  get  into  com- 
puter hardware.  Premji  leaped  at  the 


A  FRUGAL  VISIONARY 


hzim  Premji 

e's  worth  $5.3  billion-but  still  drives  a  1996  Ford  Escort 


BORN  Bombay.  July,  1945.  His 
father  founded  Western  India 
Vegetable  Products  Co.,  the 
foundation  for  the  tech-services 
powerhouse  Wipro  has  become. 

EDUCATION  St.  Mary's  School. 
Bombay;  bachelor  of  engineering 
from  Stanford  University. 

CAREER  Took  over  vegetable-oil 
company  Wipro  when  his  father 
died  in  1966.  Expanded  into 
computer  hardware  in  1981  after 
IBM  was  booted  out  of  India. 
Started  software  in  1984. 

FAMILY  Married  to  wife  Yasmeen 


for  29  years;  two  sons,  Rishad,  25, 
Tariq,  24. 

ADMIRES:  Mahatma  Gandhi.  Jack 
Welch,  Bill  Gates.  Michael  Dell. 

MANAGEMENT  STYLE  Down  to 
earth.  Empowers  managers  and 
gives  them  autonomy,  makes  sales 
calls  with  marketing  team, 
welcomes  criticism  but  micro- 
manages  costs  and  is  parsimonious 
with  employee  stock  options. 

QUIRKS  Shops  at  discount 
retailers,  takes  auto  rickshaws  from 
airport,  does  his  own  laundry  while 
traveling. 
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opportunit}'.  In  1979,  he  began  develop- 
ing his  own  computer,  and  in  1984 
Wipro  jumped  into  software  with  a 
spreadsheet  and  word-processing  pack- 
age. It  failed  but  gave  Premji  his  first 
taste  of  the  software  world.  "I  don't  ag- 
onize over  failures,''  he  says. 

Premji  stands  out  among  the  arriviste 
engineers  who  dominate  the  tech  in- 
dustry, combining  the  obsessive  drive  of 
an  entrepreneur  with  a  merchant's  fm- 
galit\'.  "Premji  makes  Uncle  Scrooge 
look  like  Santa  Claus,"  remarry  a  Ban- 
galore tech  executive.  He  monitors  the 
niunber  of  toilet-paper  rolls  used  in 
Wipro  facilities  and  demands  that  em- 
ployees switch  ofiFthe  hghts  when  leav- 
ing their  offices;  Premji  himself  makes 
random  checks  on  the  Ughts  at  the  end 
of  the  day.  WTiile  on  the  road  he  does  his 
own  laundr}'  and  stays  in  three-star  ho- 
tels—and requires  his  employees  to  do 
the  same.  There  are  no  limos  awaiting 
Premji  when  his  flight  touches  down, 
and  he  often  takes  a  three-wheel  auto 
rickshaw  from  the  Bangalore  airport 
when  returning  from  his  travels.  His 
only  car  is  a  1996  Ford  Escort. 

RUPEE-PINCHER 

WHILE  SHAREHOLDERS  applaud 
Premji's  rupee-pinching,  workers  are 
less  interested  in  roughing  it— espe- 
cially since  they  get  Uttle  benefit  from 
the  boss's  stinginess.  Few  other  man- 
agers have  any  stake  in  the  company, 
and  stock  options  are  limited.  That's 
one  reason  employees  leave  Wipro  to 
work  for  rivals  or  launch  startups. 
"People  will  do  what  they  are  asked, 
but  maybe  not  more,"  says  a  Wipro  ex- 
ecutive. "If  you  create,  you  don't  get 
the  upside." 

Competing  with  rivals  that  have  long- 
standing, clubby,  boardroom-level  rela- 
tionships with  top  U.S.  and  European 
companies  is  tough.  Premji  knows  he 
must  move  quickly  into  the  lucrative 
consulting  area  and  win  business.  "I've 
learned  to  overrespea  the  competition," 
he  says.  Rivals,  meanwhile,  are  learning 
to  respect  Wipro.  Global  outfits  have 
awakened  to  the  high-quaUty  IT  services 
India  offers.  Accenture,  IBM,  and  Elec- 
tronic Data  Systems  are  moving  into  the 
country  aggressively.  That  will  allow 
them  to  offer  the  benefits  of  India's  low- 
er costs  to  customers,  just  as  Wipro  dot 
As  long  as  that  threat  remains,  Premji  i.^ 
likely  to  remain  sleepless  in  Bangalore— 
or  wherever  he  happens  to  be  doing  his 
laundry  that  night.  ■ 

-By  Manjeet  Kripalani  and 
Bruce  Einhom  in  Bangalore 


SHIPPING 


MONSTERS 

ON  THE  HIGH  SEAS 

As  China's  exports  swell,  Korea  and 
Japan  launch  mammoth  container  ship 


IN  THE  SPRING  OF  2000,  30 
managers  from  Samsung  Heavy 
Industries  Ltd.  gathered  at  the 
company's  shipyard  on  an  island 
off"  Korea's  south  coast  to  chart 
their  business  strategy.  After  a 
nine-hour  brainstorming  session, 
they  settled  on  a  big  idea:  The  huge  con- 
tainer ships  that  had  been  in  use  for  sev- 
eral years  were  feeling  a  bit  cramped. 
Why  couldn't  Samsung  offer  even  huger 
vessels  that  would  help  shippers  cut 
costs?  "So  we  launched  a  'jumbo  con- 
tainer' project,"  recalls  James  Yeon, 
Samsung's  chief  mar- 
keting plarmer. 

Their  hunch  was 
right.  Hong  Kong's  Ori- 
ent Overseas  Container 
Line  Ltd.  (OOCL)  soon 
ordered  eight  vessels  at 
$80  milhon  apiece,  each 
capable  of  carrying  more 
than  8,000  20-foot-long 
containers— replacing 
ships  that  held  5,000  to 
6,000  of  the  steel  boxes. 
Since  OOCL  signed  up, 
four  more  companies 
have  placed  orders  for 
Samsung's  megaships. 

This  fall,  the  super 
freighters  will  hit  the 
seas  in  force,  and  the  re- 
sult could  change  the 
face  of  shipping.  The 
vessels  are  so  big— more 
than  1,100  feet  long 
and  140  feet  wide— that 
many  ports  will  have  to 
upgrade  their  facihties  to 
ensure  that  their  har- 
bors are  deep  enough, 
docks  long  enough,  and 
cranes  tall  enough  to 


Supersizing 
C^urgo 

The  new  ships  are  so  big... 


THREE  FOOTBAU  HELDS  would 
fit  on  the  deck 


Fully  loaded,  they're  as  tall  as  an 
□GHT-STORY  BUILDING 


One  ship  could  carry  80  MILLION 
BARBIE  DOLLS 
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handle  them.  Even  so,  shipping  coir 
nies  have  ordered  nearly  100  from  si 
yards  in  Korea  and  Japan. 

PANAMA:  NO  WAY 

THE  REASON:  SHIPPING  GOODS 
vessel  that  can  carry  8,000  containe; 
25%  to  30%  cheaper  than  on  a 
that  carries  just  4,000,  accordinj 
Drewry  Shipping  Consultants  Ltd 
London.  "You've  got  to  have  big  ship 
keep  up  with  the  market,"  says  K 
Suk  Hoon,  a  general  manager  at 
rea's  Hanjin  Shipping  Co.,  which  ■< 
deploy  five  megas 
in  2005. 

Until  the  early  19 
there  was  littie  demtl 
for  such  freighters 
cause  they  are  too  bij 
fit  through  the  Pi 
ma  Canal.  As  U.S.-i 
trade    grew,    shippj 
didn't  mind  vising  1; 
er,  and  cheaper,  vi 
to  deUver  to  the 
Coast— skipping   t| 
canal.  "China's  role 
global  factory  is  resh; 
ing  transportation 
gistics,"      says     Yi 
Yong  Ho,  senior  vii 
president  at  shipmal 
Hjimdai  Heavy  Indi 
tries  Co.  Of  course,  t 
party  can't  last  fore-* 
in  the  cyclical  shippi 
industry.  But  for  nc 
ship  owners  are  hap 
to    cruise    full    ste; 
ahead,    stacking    e\ 
more  cargo  into  e\ 
wider  hulls.  ■ 

ByMoonlhlw 
in  Sec 
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ninate  boundaries  and  you  create  opportunity.  At  Nortel  Networks,  we  transform  networks.  Removing 
Tiers  to  efficiency,  productivity  and  growth.  Making  your  business  a  more  profitable  place.     
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France's  Economic 
Refonns:  Fizzling  Out? 


IS  ECONOMIC  REFORM  THE  LATEST  VICTIM  of  France's  deadly 
summer  heat  wave?  Only  three  months  ago,  Prime  Minister 
Jean-Pierre  RafFarin  and  his  center-right  government  were 
celebrating  their  overhaul  of  the  pension  system.  Another 
round  of  reforms  looked  set  to  get  under  way  soon.  But  now 


the  momentum  seems  to  have  evaporated. 
Raffarin  says  he  won't  offer  a  health-care 
reform  plan,  originally  scheduled  for  this 
fall,  until  late  2004.  He's  also  delaying  a 
plan  to  reorganize  the  education  system. 
And  while  RaflFarin  had  called  earlier  for 
trimming  30,000  jobs  from  the 
government  bureaucracy  in  2004,  the 
budget  proposal  he  unveiled  on  Sept.  25 
calls  for  only  4,500  job  cuts. 

An  Exodus  of  Support 

WHAT'S  SLOWING  RAFFARIN  down  is 
political  heat.  His  approval  ratings  have 
melted,  from  about  60%  in  January  to  less 
than  40%  in  recent  poUs.  Although  he  won 
plaudits  for  facing  down 
nationwide  strikes  to  win 
pension  reform,  the  fight 
cost  him  support.  The 
August  heat  wave  only  made 
things  worse:  Many  French 
say  Raffarin's  government 
bears  some  blame  for  an 
estimated  14,800  deaths 
because  pubUc  health-care 
facilities  were  understaffed, 
and  many  officials  were  on 
vacation  and  slow  to 
respond  to  the  emergency. 
Raffarin's  friends  say  he 

hasn't  lost  his  zeal  for  

reform.  "He's  really  deeply       "^^" 
involved  in  tlic  process," 
says  Jean-Paul  Betbeze,  chief  economist  at 
Credit  Lyonnais.  Raffarin,  while  pursuing 
some  reforms,  such  as  privatizing  state- 
controlled  companies,  has  resisted  making 
deep  budget  cuts  for  fear  of  plunging 
France's  economy  into  recession.  But  he's 
also  worried  about  local  and  regional 
elections  next  March.  Although  no 
parUamentary  seats  are  at  stake,  the  vote  is 
shaping  up  as  a  referendum  on  the 
government's  performance  since  it  took 


RAFFARIN 

Feeling  the 
political  heat 


power  in  Jvme,  2002.  Conservatives  fear 
that  if  they  push  now  for  changes  in  health 
care  and  education,  interest  groups  such 
as  doctors  and  teachers  could  whip  up 
antigovemment  sentiment.  The  public 
already  has  doubts:  A  recent  survey  by 
pollster  BVA  showed  that  two-thirds  of  the 
French  disapprove  of  the  government's 
economic  pohcies. 

Yet  Raffarin  can't  afford  to  wait  much 
longer  to  trim  France's  costly  welfare 
state.  Although  the  national  health-care 
system  is  supported  by  some  of  the 
world's  heaviest  payroll  taxes,  if  s  running 
a  deficit  of  nearly  $12  billion  this  year, 
with  spending  rising  6.4%  annually.  The 
government  has  proposed  a 
few  stopgap  measures,  such 
as  increasing  hospital 
patients'  out-of-pocket 
payments  and  reducing 
reimbursements  for  certain 
drugs.  But  that  will  save 
only  about  $3.5  billion.  To 
achieve  bigger  savings,  the 
government  would  need  to 
take  far  more  radical  steps, 
such  as  clamping  down  on 
generous  prescription- drug 
benefits.  France  already  faces  the 
threat  of  stiff  fines  by  the  European 
Union  if  it  fails  to  reduce  its  budget 
deficits,  which  for  the  third  year  have 
breached  the  3%  ceiling  set  by  the 
euro  stability  pact.  Just  as  important,  it 
risks  falling  behind  neighbors,  such  as 
Germany,  that  are  finally  getting  serious 
about  reform.  "There  is  political 
agreement  now  in  Germany  that  they 
really  have  to  do  something,"  says  Eric 
Chaney,  chief  euro  zone  economist  for 
Morgan  Stanley  in  London.  "So  far,  we 
don't  see  that  in  France."  For  Raffarin,  the 
hot  speU  isn't  over  yet.  ■ 

-By  Carol  Matlock  in  Paris 


GLOBAL 
WRAPUP 

EUROPEAN  AIRLINES: 
CONSOLIDATION  FEVEI 

AFTER  MARRYING  to  create 
Europe's  biggest  airline.  Air 
France  and  KLM  won't  have 
much  of  a  honeymoon.  In  a 
complex  deal  announced  on 
Sept.  30,  Air  France  will  take 
over  the  Dutch  carrier  for  ab 
$900  million.  The  two 
companies  predicted  the  linl] 
will  yield  up  to  $577  million 
cost  savings  over  five  years  a 
could  lead  to  a  wave  of  other 
cross-border  mergers.  But  th 
deal  could  face  close  scrutinj 
from  U.S.  antitrust  regulator; 
Air  France  shares  plunged  11 
as  investors  fretted  that  the 
combined  carrier  would  be 
saddled  with  excess  capacity: 
Unless  the  company  takes  a 
tough  line  on  efficiency,  it  is 
unlikely  to  heighten  competi 
pressure  on  other  carriers,  su 
as  British  Airways  and  Lufthait 
to  strengthen  alliances  with 
smaller  carriers. 


A  NEW  BID  TO  OUST 
VENEZUELA'S  CHAVEZ 

VENEZUELA'S  opposition  ha 
started  the  ball  rolling  yet 
again  to  oust  embattled 
President  Hugo  Chavez  before 
next  scheduled  elections  in 
2006.  On  Oct.  31,  opposition 
parties  will  launch  a  four-daj 
signature  drive  to  gain  suppc 
for  a  recall  referendum  on 
Chavez's  rule.  If  they  gain  th< 
support  of  at  least  2.4  miUior 
voters— 20%  of  the  electorate 
a  referendum  on  Chavez's 
presidency  will  likely  be 
scheduled  in  February.  That 
could  lead  to  a  presidential 
election  in  March.  Chavez  wi 
no  doubt  use  all  his  legal  and 
bureaucratic  powers  to  fight  i 
recall  vote.  But  he  faces  an 
uphill  battie.  More  than  60% 
Venezuela's  voters  say  they 
would  cast  their  ballot  againj 
the  president. 
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TODAY,  WE'D  LIKE 
TO  INVEST  IN  YOU. 


It's  your  choice. 


n 


$100 

IN  YOUR  ACCOUNT 

or  


25  FREE  TRADES 


Nothing  is  more  important  to  us  than  the  success  of  our 
customers.  That's  why  we  invest  in  them,  every  day.  And 
now  we'd  like  to  do  the  same  for  you.  Get  back  into  the 
market  and  choose  $100^  or  25  commission-free  online 
stock  trades^  when  you  open  a  Fidelity  Account^"^  with 
$10,000  or  more.  It's  a  great  way  to  get  more  from  your 
money  —  today,  and  every  day. 


1-800-FIDELITY 


Click    I     Fidelity.com/goto/offers 


Fidelity. 


po  Visit  a  Fidelity  Investor  Center  Location  Near  You 

Brea  •  Burlingame  •  Century  City  •  Glendale  •  Irvine  •  Marin  •  Mission  Viejo  •  Palm  Desert  •  Palo  Alto  •  Sacramento 
San  Diego  •  San  Francisco  •  San  Jose  •  South  Bay  •  Walnut  Creek  •  Woodland  Hills 


)fler  ailes  and  restncuons  to  receive  $100:  Offer  valid  only  for  indmdual  or  joint  Fidelit)  Accouiii.  personal  trust  accounLs,  and  business  accounts  Offer  is  not  \alid  for  retirement  ac^.ounl^ 
icluding  IRA,  Roth  1R.\,  SEP  and  SIMPLE.  401(k),  403(b).  etc.),  some  fiduciary'  accounts  (including  custodial  accounts,  estate  accounts,  etc.),  college  investment  trust  accounts,  529  account- 
id  accounts  managed  by  Strategic  Advisers,  Inc.  This  offer  entitles  eligible  accounts  funded  with  at  least  S  10,000  to  receive  S 100.  Customer  should  allow  up  to  seven  days  from  Fideliiys  receipt 
the  assets  for  the  SlOO  to  be  credited  to  their  accounts.  Account  must  be  established  no  later  than  12/31/2003.  Limit  one  per  household. 
.  )ffer  rules  and  restrictions  to  receive  25  free  trades:  Offer  valid  only  for  indi\1dual  or  joint  Fidelity  Account,  personal  UOBl  accounts,  business  accounts,  and  certain  retirement  accounts  (indud- 

^  g  IRA,  Roth  IRA,  SEP  and  SIMPLE).  Offer  is  not  valid  for  other  letirement  accounts  (including  employer-sponsored  retirement  plans  such  as  401  (k)  and  403(b)  plan  accounts  that  offer  self- 
necied  brokerage  through  Fidelity  BrokerageLink*),  some  fiduciar)'  accounts  (including  custodial  accounts,  estate  accounts,  etc.),  college  investment  trust  accounts.  529  accounts,  and  accounts 

-{4anaged  by  Strategic  .Advisers.  Inc  This  offer  entitles  eligible  individual  and  joint  Fidelity  Account  and  eligible  retirement  accounts  funded  with  at  least  SIO.OOO,  25  commission-free  US.  stock 
ides  up  to  1 .000  shares  placed  via  the  Web.  Commisaon-free  trades  must  be  used  within  12  months  from  when  made  available  to  the  account  and  will  e.xpire  without  notice.  Customer  should 
low  up  to  seven  days  from  Fidelity's  receipt  of  the  assets  for  the  25  commission-free  trades  to  be  credited  to  their  accounts.  Account  must  be  established  no  later  than  12/31/2003.  Free  trades 
)ply  only  to  the  account  opened  and/or  ftinded  for  this  special  offer  Limit  one  per  household.  Retail  value  of  25  commission-free  trades  is  between  S350  and  S748  75.  depending  on  commi.<;- 
Dn  eligibility  For  both  Fidelity's  25  free  trades  and  SlOO  offers,  new  account  applicants  must  submit  a  Fidelity  Account  application  within  30  days.  Accounts  must  be  maintained  for  a  mini- 

jjj  urn  of  6  months.  Existing  Fidelity  Brokerage  customers  must  deposit  at  least  510,000  in  assets  to  their  individual  or  joint  Fidelity  Account.  Assets  will  be  valued  at  the  time  Fidelity  receives 
em  Fidelity  resenes  the  nght  to  terminate  these  offers  at  any  time.  Offers  are  not  transferable  and  are  not  valid  in  conjunction  with  any  other  special  offer  Non-U.S  residents  and  employees 
Fidebty.  its  affiliates,  and  members  of  their  immediate  families  and  households  are  not  eligible  for  these  offers.  In  addition,  persons  working  for  another  NYSE  member,  finanaal  institution, 
!  AS  or  financial  information  media,  or  other  broker  or  dealer  in  securities,  commodiues.  or  money  instruments  as  defined  by  NY'SE  Rule  350  are  ineligible  for  the  25  free  trades  offer  .Assets  will 
:  valued  at  the  time  Fidelity  receives  them.    Fidelity  Brokerage  Semces,  Member  NTSE,  SIPC  ^^^l^O^ 
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Barry  Dlller  never  had  a  secret  plan 
to  take  over  Vivendi.  But  he  does  have  a 
not-so-secret  plan  to  rule  the  Web. 

BY  TIMOTHY  J.  MULLANEY  AND  RONALD  GROVER 


IT  LOOKED  LIKE  THE  DEAL  BARRY  DILLER  WAS  BORN  TO  MAKE.  ALL  SUMMER,  THE 

longtime  movie  and  TV  kingpin  was  rumored  to  be  maneuvering  to  make  his  next 
big  media  conquest— the  acquisition  of  Vivendi  Universal  Entertainment.  After  all, 
in  the  past  decade  Diller  had  made  a  play  for  CBS,  another  for  Paramoimt  Pictures 
Corp.,  and  twice  talked  merger  with  NBC.  But  with  the  Sept.  2  announcement  that 
General  Electric  Co.  was  near  a  deal  to  merge  Vivendi  Universal  into  its  NBC  imit, 
Diller  once  again  looked  like  the  odd  man  out. 

Yet  the  61-year-old  DiUer  insists  there  was  never  an^/thing  to  the  scuttlebutt. 
Sure,  he  had  skin  in  the  game.  His  company,  InterActiveCorp,  owns  a  5.4%  stake 
in  VUE,  and  he  personally  holds  an  additional  1.4%.  But  he  has  sworn  ofFTin- 
seltoviTi  for  what  he  thinks  is  a  far  more  promising  opportunity— selling  all 
manner  of  things  over  the  Internet.  "It's  unfortunate  people  don't  understand," 
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Everyone  thinks 
"^Hollywoodvs. 
this?  \ . .  Hollywood 
is  mostly  a  pain 
in  the  ass" 
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Expedia's  clout 
keeps  hoteliers 
in  line.  "They 
have  the  ability 
to  punish/'  says 
one  hotel  exec 


Diller  says,  rolling  his  eyes,  as  he 
paces  a  conference  room  at  his 
Manhattan  headquarters.  "Everyone 
thinks,  'HoUyw'ood  vs.  this?'  If  they 
understood  anything,  they'd  know 
this  is  interesting  and  Hollywood  is" 
—long  pause  for  effect— "mostly  a 
pain  in  the  ass." 

"This"  is  Diller's  baby,  InterAc- 
tiveCorp.  Thanks  to  a  two-year-long 

buying  binge,  lAC  is  becoming  the    

world's    largest    consumer    e-com-    "^^^^^^^^^^^~ 
merce   business.   With   an   eclectic 
combination  of  businesses,  ranging 

from  the  online  travel  powerhouse  Expedia  to  the  Net  dating 
service  Match.com,  InterActiveCorp's  revenues  are  on  track  to 
surge  34%  this  year,  to  $6.2  billion— which  would  make  it 
bigger  than  e-commerce  giants  Yahoo!,  eBay,  and  Ama- 
zon.com. lAC's  Expedia  and  Hotels.com  are  die  two  most 
profitable  online  travel  agencies.  Ticketmaster  gives  him  a 
dominating  90%  share  of  ticket  sales  for  concerts  and  sport- 
ing events.  LendingTree  Inc.,  an  online  mortgage-referral 
service,  also  provides  an  entree  into  real  estate.  His  cash  cow, 
cable-TV  retailer  HSN,  chums  out  profits  he  can  use  to  throw 
his  net  ever  wider  on  the  Web. 

And  this  relentless  dealmaker,  with  $5  billion  in  ca  'h,  is  still 
shopping.  On  Sept.  21,  he  announced  a  deal  to  buy 
Hotwire.com,  a  Priceline.com  Inc.  rival,  for  $665  miUion,  giv- 
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ing  him  3  of  the  top  10  most-visited  travel  sites 
cannot  imagine  the  year  will  end  without  our  mak 
an  acquisition  or  a  series  of  acquisitions  in  the  biUi 
or-so-dollar  range,"  he  says.  He  is  eyeing  acquisitii  C  C 
in  travel,  finance,  and  classified  ads— and  plans 
push  hard  overseas.  Ben  Tompkins,  an  investm  ^[\\ 
banker  at  Broadview  Associates,  says  one  attraa 
target  is  job-hunting  site  CareerBuilder.com. 
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THE  BIG  SQUEEZE 

BEHIND    THE    WHEELING    AND    DEALING    is 
shrewd  strategy  to  make  lAC  into  something  entii  \M 
new— a  powerftil  combination  of  businesses  focus    " 
solely  on  e-commerce.  For  this,  Diller  is  position 
himself  as  a  new  kind  of  cyber-middleman.  He  sti 
by  picking  highly  fragmented  industries,  such 
travel,  personal  finance,  and  local  entertairmient. ; 
companies  intermediate  between  travelers  and 
tels,  borrowers  and  banks,  music  lovers  and  cone 
halls.  Think  eBay,  not  Amazon.com  Inc.  Diller  d 
not  want  to  warehouse  products  like  Amazon, 
stead,  he  uses  the  immense  power  of  the  Web  to  ga 
er  boatloads  of  customers  and  deliver  them, 
masse,  to  sellers  of  products  and  services  a  la  eBa} 
What  makes  Diller  unique  is  his  wiUingness 
meld  the  ruthlessness  of  a  Hollywood  mogul  with  ■ 
power  of  the  Internet.  While  eBay  Chief  Execut 
Margaret  C.  "Meg"  Whitman  strives  to  keep  the  ( 
line  auction  site's  community  of  buyers  and  sell 
happy,  Diller  throws  his  weight  around  much  1 
Wal-Mart  Stores  Inc.— squeezing  suppliers  so  he  c 
take  a  bigger  sUce  of  the  pie.  He  grabs  extra  profits 
giving  prime  billing  on  his  Web  sites  to  suppUers  tl^^ 
oflFer  hhn  the  fattest  discounts,  from  flights  to  cone 
tickets.  "In  every  one  of  our  businesses,  we're  playi 
a  role  in  defining  the  economic  laws,"  he  says 

Consider  the  killing  he  makes  on  hotels.  A  c 
tomer  pays  $219  for  a  room  at  the  Radisson  Lexir 
ton  New  York  by  going  to  the  hotel's  Web  site.  Exj 
dia,  by  contrast,  demands  a  wholesale  rate  of  abc 
$151  and  then  charges  the  customer  $189.  The  ci 
tomer  saves  $30,  while  Expedia  pockets  a  25 
markup,  far  more  than  the  10%  travel-agency  co 
mission  that  was  standard  before  the  arrival  of  t 
Net.  Why  do  the  hotels  play  ball?  "Expedia  has 
miUion  unique  users  a  month— that's  himiongou 
says  Kurien  Jacob,  distribution  director  at  the  Rad 
son  Lexington,  which  fills  about  100  rooms  a  d 
with  Expedia  customers. 
What  happens  if  a  hotel  balks  at  heavy  discoimts?  It  m 
just  find  itself  at  the  bottom  of  Expedia's  fist  of  hotels.  Tha 
what  Jim  Young,  senior  vice-president  at  InterContinen 
Hotels  Group,  fears  would  happen  if  the  chain  didn't  pi 
along  with  Expedia.  "They  have  the  abiUty  to  pimish," 
says.  Diller  makes  no  apology  for  strong-arm  tactics  in  any 
his  nine  major  businesses.  What's  more,  he's  positioni 
them  to  feed  one  another,  shutthng  customers  and  coupo 
from  one  Web  fiefdom  to  the  next. 

If  everything  works  as  Diller  plans,  lAC  could  be  riding 
gusher  of  profits.  U.S.  Bancorp  Piper  Jaflfray  analyst  Sj 
Rashtchy  estimates  that  lAC's  net  income  will  nearly  quadruj 
next  year,  to  $660  miUion,  as  its  revenues  rise  21.4%,  to  $77  b 
lion.  That's  right  on  par  with  the  expected  profits  of  everybod; 
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ipILLER'S  INTERNET  EMPIRE 

;  VC  CEO  Barry  Diller  says  he's  putting  together  Internet  companies 
lat  will  help  sell  one  another's  services  and  boost  one  another's 
rformance.  Here's  how: 


=tai 


impanies 


2003  Forecasts 


'Lxpedia 

ISii        "^ 

jipb  travel  agency 


IISN 


/  and  Web  general  retailer 


$8.2 


bOlbn  sales" 


55% 


growth^ 


$2.2 


billion  sales 


Synergies 


Expedia  sells  event  tickets  for 
Ticketmaster,  and  it's  offering 
time  shares  from  Interval 
International,  an  exchange  for 
time  share  owners  that  lAC 
bought  last  year. 


Prospects 


Already  the  largest  online  travel 
player,  it's  rapidly  gaining 
market  share  as  it  extends  its 
technology  leadership 
and  pours  fast-rising 
profits  into  marketing. 


A 


14% 


growth 


Not  many.  HSN  may  promote 
lAC's  travel  businesses  on  the 
air. 


A  slower-growth  business  that 
has  boosted  profits,  partly  by 
moving  14%  of  its  business 
online.  It  also  churns 
out  cash  so  Diller  can 
acquire  Net  companies. 


B 


4lotels.com 

Iscount  hotel-reservation 
J  eb  site 


jcketmaster 


lephone  and 
nliline  ticket  sales 


1lotwire.com 

^!"iscount  travel  Web  site 


$14 


bUlion  sales" 


45% 


growth* 


Hotels.com  hopes  for  up  to 
$100  million  in  annual  sales 
from  putting  hotel  coupons  in 
Entertainment  Publications' 

local-discount  books. 


$719 


millbn  sales 


10% 


growth 


$700 


million  sales" 


25% 


growth* 


:itySearch/EPI 

n  online  city  guide,  plus 
eniiitertainment  coupons 


$269 


Sells  tickets  to  ball  games, 
concerts,  and  other  events  to 
vacationers  through  Expedia, 
but  the  joint  effort  got  off  to  a 
slow  start. 


It's  strong  now,  but  problems 
loom.  Hotels.com's  bare- 
knuckle tactics  have  angered 
hotel  chains,  which  may 
play  hardball  when  the 
economy  recovers. 


Limited,  at  least  at  first,  for 
Diller's  newest  acquisition. 
Expedia  and  Hotels.com  will 
likely  have  links  to 
Hotwire.com. 


Solid,  but  not  flashy. 
Ticketmaster  has  upped 
profitability  by  shifting  51%  of 
its  business  online. 
Next  up:  Online 
auctions  for  tickets. 


B 


miOim  sales'^ 


5% 


O  growth" 


.endingTree 


nline  marketplace  for 
ank  loans  and  realtors 


Jp-LO/ millbn 


Diller  has  high  hopes  for 
cooperation,  since 
Entertainment  Publications' 

discount  coupons  are  a  natural 
fit  with  CitySearch's  restaurant 
listings. 


Solid,  but  Diller  paid  a 
relatively  high  price 

considering  that  Hotwire.com 
is  growing  slower  than 
Expedia  or 
Hotels.com. 


B 


CitySearch  has  lost  about  $270 
million  since  2001,  but  paid 
search  ads  are  boosting 
results.  EPI  will  add 
$25  million  to  opera- 
ting profits  in  2003. 


C 


sales 


50% 


growth 


Execs  hope  to  bolster 
CitySearch,  Diller's  online  local 
entertainment  guide,  by 
referring  LendingTree 
customers  to  restaurants  and 
events.  But  the  link  is  tenuous. 


KI  ;s  bookings  "CitySearch  results  for  2003  include  nine  months  of  Entertainment  Publications  Inc.,  acquired  March  25.  Data:  U.S.  Bancorp  Piper  Jaffrey.  Goldman  Sachs 


Well-positioned  as  a 
middleman,  directing 
customers  to  banks  and 
realtors.  Could  take  a 
hit  if  mortgage 
refinancings  fall  off. 


B 
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CONSIGUERE 

"Barty  said  he 
wanted  his  own 
thing.  Now  he  has 
it,"  says  Kaufman 


favorite  Net  company  these  days,  eBay.  Sure,  DiUei^s  stock  price 
hasn't  reached  the  euphoric  levels  of  eBay's.  It's  trading  at  43 
times  this  year's  projected  earnings,  vs.  eBay's  72  (page  70).  But 
it's  still  an  investor  favorite.  lAC  stock  is  up  45%  for  the  year,  to 
about  $34,  compared  with  a  13%  rise  for  the  Standard  &  Poor's 
500-stock  index.  Its  market  capitalization  has  hit  $27  billion. 

But  the  script  for  InterActiveCorp  hardly  is  assured  of  a 
happy  ending.  The  company  faces  competition  in  nearly  every 
market.  And  the  most  serious  threat  may  come  from  InterAc- 
tiveCorp's  ovm  business  partners— hotel  chains,  airlines, 
banks,  and  others— who  want  to  rein  in  Diner's  ambitions, 
since  his  profits  often  come  out  of  their  pockets.  They  vow  to 
fight  back.  On  Sept.  8.  for  instance,  Mandalay  Resort  Group  in 
Las  Vegas,  a  casino  chain  that  owns  the  Luxor  Las  Vegas  Re- 
sort Hotel  &  Casino,  announced  that  it  had  pulled  its  top 
properties  off  Expedia  and  Hotels.com  sites  because  Expedia 
insisted  on  controlling  die  price  of  the  rooms  sold  on  the  Web 
site.  "For  people  in  the  hotel  industry',  it  was  like  crack  co- 
caine. We  give  them  rooms,  i^nd  they  91  them,"  says  John 
Marz,  Mandala/s  senior  VTice-py-esident.  'But  we  lost  control, 
and  that's  what  everyone  is  ti7,'ing  to  get  bh^±  "  For  now,  such 
efforts  show  litde  sign  of  slowing  down  Dii]  f  s  Web  express. 
But  if  he  botches  relations  or  sqMt-t^zes  partners  too  hard,  re- 
sistance could  grow. 

LEFT  COAST  NAPOLEON 

DILLER  ALSO  HAS  TO  CLEAR  UP  some  accountii  g  issues.  For 
years,  analysts  have  complained  about  the  coi  i^exities  of  his 
accounting.  Now  he's  fending  off" regulators  h  e  states  who 
say  Expedia  and  Hotels.com  haven't  been  ci  .  djig  enough 
taxes  on  their  transactions.  Expedia  and  Hotels'  im  pay  taxes 
on  the  amount  they  pay  hotels  for  the  room,  net  n  the  higher 
price  that  consumers  pay  them,  as  regulators  Wi  i.  In  a  worst- 
case  scenario,  the  bill  for  back  taxes  could  top  $li  J  million,  ac- 
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cording   to   Busin 
Week  calculations, 
too  much,  says  Dil 
who  says  he  has 
the  reserve  for  the 
sue  to  less  than  ; 
million  in  the  sect 
quarter  The  company  is  negotiating  the  ta 
with  Florida,  New  York,  and  Texas. 
.    For  now,  investors  don't  appear  concerr 
That  gives  Diller  time  to  avoid  a  qviick  and 
pensive  setdement.  Instead,  he's  throwing 
lawyers  into  the  fray,  hoping  they  can  strip 
underpinnings  from  the  states'  case.  The  lo} 
The  law  in  most  states  requires  hotel  operati 
not  travel  agents,  to  collect  the  tax.  Diller 
lieves  he  has  a  solid  chance  of  prevailing,  i 
Wall  Street  analysts  agree  with  him.  But  if 
legal  tide  turns  against  him,  Diller  has  ro 
than  enough  money  to  settle  before  the  issue 
fHcts  damage  on  investor  confidence. 

The  most  difficult  challenge  for  Diller  d 
turn  out  to  be,  well,  Diller.  For  his  far-fh. 
Web  conglomerate  to  click,  he  must  reci 
and  retain  top-flight  managers.  Yet  since 
took  over  ABC  at  the  tender  age  of  26,  he  ! 
been  a  Left  Coast  Napoleon,  determined 
dominate  with  his  sheer  force  of  persona 
and  self-admitted  proclivity  for  micromana 
ment.  In  the  previous  incarnation  of  his  company,  USA  ^ 
works,  he  churned  through  top  executives  like  so  many  ne 
ties,  parting  ways  with  a  half-dozen  high-profile  executi^ 
including  current  America  Online  Inc.  Chief  Execui 
Jonathan  Miller.  "You're  worthless  one  week,  then  you're 
greatest,  then  you're  worthless,"  says  one  exec  who  left. 


"WATCH  MOOr 

DILLER  ADMITS  THAT  HIS  TOUGH-GUY  STYLE  has  drawba 
For  help,  he  turned  earlier  this  year  to  retired  GE  CEO  Jack  Wn 
Acting  as  a  consultant,  Welch  helped  devise  a  structiu^  that } 
the  heads  of  Diner's  businesses  run  their  own  operations  dsci 
day  while  Diller  controls  major  issues  such  as  mergers  and  bu 
ets.  Since  Jime,  when  the  system  went  into  eflFect,  "he's  more  i 
watch  mode  than  a  micromanage  mode,"  says  Robert  Die 
president  ofHotels.com.  Although  Diller  admits  it's  sometimi 
struggle,  he  says  he's  keeping  hands  off"  the  businesses,  addi| 
"I  don't  have  the  time,  I  don't  have  the  focus,  and  I  don't  have 
depth  of  operating  knowledge  to  do  it." 

Diller  appears  to  be  well  on  his  way  to  becoming  a  gen 
Web  mogul.  lAC  is  primed  to  ride  the  huge  wave  of  Interf 
commerce,  which  is  expected  to  soar  from  $78  billion  in  2( 
to  $149  billion  in  2005,  according  to  Forrester  Research  1 
The  online  travel  business,  which  already  provides  40%  of  lA 
revenues  and  more  than  half  its  earnings,  is  growing  e^ 
faster— more  than  30%  a  year.  Says  J.  William  Gurley,  a  part 
at  Benchmark  Capital,  the  venture-capital  firm  that  bad 
eBay:  "If  he  gets  leverage  across  the  businesses,  thaf  s  goinj^: 
be  pretty  damn  powerful." 

Music  to  Diner's  ears.  He  has  aimed  for  the  top  since  his  t 
ly  days,  when  he  set  his  sights  on  being  a  Hollywood  big  si 
He  grew  up  in  a  family  of  homebuilders  in  Beverly  Hills,  wh 
his  neighbors  included  Danny  Thomas  and  Dean  Martin 
latched  on  to  a  job  in  the  mailroom  of  talent  agency  ^^^ 
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ji|  aking  important  decisions  is  your  job.  Delivering  the  insight  to  help  you  nnake  smarter  decisions  is 

irs.  With  business  applications  and  services  from  financial  management  to  customer  relationship 

lieanagement,  we  have  the  experience  and  resources  to  help  you  succeed  in  an  ever-changing 

stisiness  world.  To  get  more  information,  visit  us  at  microsoft.com/BusinessSolutions/lnsight 
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Morris  Agency  in  1961,  and  by  1966  he  had  landed  the  top  pro- 
gramming job  at  ABC.  Almost  overnight,  Diller  became  a  star. 
He  was  tapped  for  one  fix-up  job  after  another.  He  revived  Para- 
mount Pictures  in  the  mid-'70s,  headed  Twentieth  Century  Fox, 
then  ran  QVC  for  Comcast  and  cable-TV  kingpin  John  Malone. 

SOLD  ON  THE  WEB 

DILLER  ALWAYS  DREAMED  OF  BUILDING  his  own  empire.  In 
1994,  while  he  was  miming  QVC  Inc.,  he  launched  a  hostile  and 
vmsuccessftil  takeover  bid  for  CBS.  The  QVC  board  forced  his 
resignation  for  neglecting  to  ask  for  permission.  So  with  help 
from  Malone,  he  bought  the  Home  Shopping  Network  and  TV 
station  group  Silver  King  Commimications,  and  began  building 
a  media  conglomerate,  USA  Networks,  which  ultimately  owned 
a  handful  of  cable  channels  and  a  TV  prograrruning  studio.  But 
in  the  fall  of  2001,  six  years  into  building  USA  Networks  Inc.,  he 
took  stock  and  admitted  to  himself  that  he  owned  a  media  com- 
pany that  was  second-tier  at  best— and  always  would  be.  "We 
didn't  have  enough  scale  on  the  entertainment  side,  and  con- 
trary to  pubUc  opinion,  I  wasn't  driven  to  get  it,"  Diller  says. 

At  the  same  time,  he  was  drawn  to  e-commerce.  He  had 
awakened  to  the  potential  of  TV  retailing  in  1992  when  his  friend 
and  now  wife,  fashion  designer  Diane  von  Furstenberg,  sold 
thousands  of  scarves  in  one  morning  on  QVC.  And  talks  with  Mi- 
crosoft Corp.'s  WiUiam  H.  Gates  III  and  i^ple  Computer  Inc.'s 
Steven  P.  Jobs  had  ftieled  his  curiosity  for  online  retailing.  But 
these  interests  remained  a  sideline  until  July,  2001,  when  he 
bought  a  64%  stake  in  Expedia,  then  owned  by  Microsoft.  While 
other  investors  were  giving  up  on  the  Web,  Diller  believed  it  was 
his  best  chance  to  establish  a  powerhouse.  "They  were  inventing 
things,  building  things,  and  acquiring  things  that  were  not  even 


A  MOGUL'S  LIFE 


Barry  Charles 
DiUer 

He'll  take  Manhattan-and  Tinseltown, 
and  the  high  seas 


JOB  Chairman  and  CEO, 
InterActiveCorp. 

BORM  Feb.  2, 1942,  in  San 
Francisco,  to  Reva  and  Michael 
Diller 

RICH  GUrSLOnO  Sold  lAC's 

cable  networks  and  production 
studio  to  Vivendi  Universal  for 
some  $11.6  billion  last  year.  The  lAC 
stock  Diller  took  as  most  of  his 
payment  is  up  13%  since  then, 
while  Vivendi  is  reselling  the 
networks  and  st  djo  at  a  25%  loss. 

WORKING  STIFF     95  salary  is  a 

relatively  modest  $dC0,';'^O,  and  he 
hasn't  taken  a  stock  optic    '-•om  lAC 
since  1997.  But  he  took  $2'/ .  ijljion 
in  stock  to  run  Vivendi  Univeii., ! 
Entertainment  for  less  than  a  ear. 
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out  of  the  oven,  and  that,  for  me,  was  very  exciting,"  he  says 
he  sold  his  entertainment  businesses  to  "Vivendi  for  $11.6  billii 
almost  three  times  the  $4  billion  he  paid  for  them,  cemen 
his  reputation  as  one  of  the  world's  sharpest  dealmakers. 
Dmer  now  straddles  two  worlds.  His  office  in  LA  sits  n^ 
Le  Dome  restaurant,  a  popvilar  hangout  with  a  view  of  the  H| 
lywood  Hills.  His  Manhattan  conference  room,  by  contrast 
anti-gUtz.  The  view  is  of  New  Jersey  condos,  and  the  bigg 
decoration  on  the  wall  is  a  map  of  the  U.S.  Yet  Diller  is 
longer  conflicted  over  which  way  to  go.  "Barry  said  he  warn 
his  own  thing.  Now  he  has  it,"  says  Victor  Kaufman,  Dilli 
longtime  consigliere  and  now  vice-chairman  of  lAC. 

Still,  Diller  wants  more  of  his  own  thing,  and  his  clearest  s 
at  dominating  an  entire  industry  is  in  travel.  Since  the  Septe 
ber  11  attacks,  hotels  have  been  stuck  with  a  glut  of  er 
rooms,  which  they're  willing  to  sell  through  Expedia  and 
tels.com  on  a  wholesale  basis.  At  the  same  time,  Expedia  is 
panding  into  the  corporate  travel  business,  in  hopes  that  it 
gain  the  same  kind  of  leverage  over  the  airlines.  The  result: 
two  sites  will  likely  build  on  their  combined  23%  share  of 
online  travel  business,  says  market  researcher  PhoCusWrij 
Inc.  And  that's  even  while  online  travel  bookings  double  &•( 
their  2002  levels,  to  $65  billion,  by  2005,  or  30%  of  all  U.S. 
el.  Says  PhoCusWright  President  Phihp  C.  Wolf:  "They're  go: 
to  be  the  largest  travel-distribution  brand  on  the  planet." 
Hotel  owners  are  complaining,  but  they  lack  firepower, 
big  hotel  chains— Marriott,  Hilton,  Starwood,  Six  Contine: 
and  Hyatt— banded  together  to  start  rival  site  Travelweb.c 
last  year,  but  TYavelweb's  monthly  Web  audience  is  barely 
tenth  the  size  of  Expedia's,  and  about  a  quarter  of  Hotels.co: 
Even  the  hoteUers  doubt  that  they'll  be  able  to  roll  back 
dia's  gains.  "I  have  never  beUeved  this  will  go  away,"  says 

Hankin,  president  of  the  electronic  dis 
bution  imit  at  Starwood  Hotels  &  Reso 
Worldwide.  The  airlines  haven't  been  al 
to  combat  Expedia,  either.  It  keeps  g 
ing  market  share— even  at  the  expense, 
the  No.  3  travel  site,  Orbitz  which  the  a  it  I* 
lines  created  as  an  Expedia  killer. 

Now  Diller  is  attempting  to  gain  t 
same  kind  of  clout  in  other  business 
His  next  target:  real  estate  lending  a 
referrals.  LendingTree,  which  attracts 
million  visitors  every  month,  is  angh 
for  slices  of  the  $3  trillion-a-year  mo 
gage  market  and  the  $60  billion  a  ye 
that  real  estate  agents  collect  in  housi:  otn 
sale  commissions.  In  lending,  it  roul 
each  customer's  loan  application  to  fo 
different  banks  and  makes  an  average 
about  $500  when  the  loan  closes.  In  n 
estate,  it  collects  a  fee  for  matching  up  °8 
customer  with  a  real  estate  agent.  Len 
ingTree  takes  one-third  of  the  standa 
6%  real  estate  commission,  or  up 
$3,530  on  the  median  existing  U.S.  hor 
sale  in  Jime  of  $176,500. 

Dillefs  strategy  is  based  on  the  noti 
that  Web  middlemen  can  profit  han 
somely  simply  by  bringing  buyers  a; 
sellers  together.  Changes  in  real  est£ 
shopping  patterns  strongly  suggest  1 
plan  will  work.  A  survey  by  the  Natioii^^^ 
Association  of  Realtors,  released  in  Ju  Jjesi 


HOBNOBBING  With  Diane  Sawyer 
and  Susan  Sarandon  (above) 

HITCHED  Married  to  long-time 
friend,  clothing  designer  Diane  Von 
Furstenberg. 

MOVIE  NIGHT  Catches  the  latest 
flicks  in  a  $1.8  million  screening 
room  lAC  built  at  his  Beverly  Hills 
home. 

WEEKENDS  Passionate  skipper  of 
his  yacht,  the  Arriva. 

ON  HIS  OFFICE  BOOKSHELF 

Mostly  art  and  architecture  books, 
with  no  business  or  movie  tomes  in 
sight. 

ON  MEDIA  TALES  OF  HIS 

TEMPER  "I  kind  of  like  this 
apocryphalityof  mylife." 
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br  the  environment. 


Now  you  can  hug  corners  while  you  hug  Mother  Nature. 

sii^ota's  revolutionary  new  Hybrid  Synergy  Drive*  combines  a  gasoline  engine  with  a  powerful  electric  motor  that  never  needs  to  be 

,  igged  in.  The  result?  Super-efficient,  super-charged  performance.  This  groundbreaking  yet  affordable  technology  hits  the  roads  this  fall 

;£  he  next  generation  Prius.  Prius  achieves  nearly  2.5  times  the  average  fuel  efficiency  of  conventional  vehicles  and  close  to  90%  fewer 

ijji  Dg-forming  emissions  -  all  while  accelerating  from  0  to  60  mph  in  20%  less  time  than  its  competitor." 

^  yond  Prius,  Hybrid  Synergy  Drive  will  be  available  in  more  and  more  Toyota  products  -  including  SUVs. 

Ja 

J   h  Hybrid  Synergy  Drive,  we're  helping  save  the  planet.  Faster. 

ota.com/tomorrow 

iti(  ufacturer's  testing  for  2004  est.  city  &  combined  mpg.  0-60  mph  for  comparison  only.  Obtained  with  prototype  vehicle  by  professional  using  special  procedures.  Do  not  attempt.  ©2003 
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showed  71%  of  shoppers  begin  their  real 
estate  search  online,  up  from  41%  in 
2001.  And  a  study  by  the  California  As- 
sociation of  Realtors  says  23%  appUed 
for  a  loan  pre-approval  before  picking  a 
house,  meaning  LendingTree  is  Ukely  to 
get  a  crack  at  millions  of  customers  be- 
fore they  see  a  real  estate  agent. 

Even  as  business  booms.  Diner's  leg- 
endary nastiness  sometimes  spUls  out. 
Earlier  this  year  at  a  meeting  of  studio  ex- 
ecutives, Diller,  as  part-time  ceo  of  Viven- 
di Universal  Entertairmient,  unloaded  in- 
vective on  Universal's  studio  chief,  Stacy 
Snider,  when  she  fumbled  some  numbers, 
say  two  people  who  were  at  the  meeting. 
Vivendi  Universal  CEO  Ron  Meyer  later 
persuaded  Diller  to  call  Snider  and  apolo- 
gize. "It  was  a  moment  of  misstatement 
and  fatigue  that  he  seized  upon,"  says 
Snider,  who  adds:  "It  doesn't  represent 
the  other  90%  of  my  relationship  with 
Barry  Diller."  Diller  admits  he  sometimes 
goes  too  far.  "I  can't  say  there  haven't 
been  occasions  where  people  have  been 
humiliated,"  he  says. 

Now,  at  least,  he  responds  to  sugges- 
tions. This  siunmer,  his  business  chiefs 
asked  him  to  discontinue  one  of  his  tradi- 
tions: much-hated  weekly  executive-team 
conference  calls  where  he  would  invite  op- 
erating unit  heads  to  critique  one  anoth- 
er's strategies.  Diller  would  jump  in  with 
barbed  comments.  When  the  meetings 
were  canned,  "there  were  cheers  from  the 
countryside,"  Diller  says  rueftdly. 

Is  this  old  Hollywood  hound  learning 
new  tricks?  It  certainly  appears  so.  On  the 
strategy  front,  he  seems  to  be  learning 
from  the  mistakes  of  his  past.  For  years  af- 
ter he  bought  Home  Shopping  Network  in 
1995  and  began  trying  to  build  his  ovm 
company,  Diller  never  articulated  a  clear 
vision  of  how  all  of  the  businesses  would 
become  more  than  the  sum  of  their  parts. 
That  only  fed  speculation  that  he  would 
chuck  it  all  to  make  another  rtm  at  a  Hol- 
lywood studio. 

These  days,  though,  Diller  seems  sold 
on  the  Internet.  "How  could  anybody  not 
look  at  this  as  a  great  piece  of  extraordi- 
nary luck?  I'm  at  an  age,  in  a  time,  in  a 
world,  with  a  business  with  real  growth  in 
the  most  interesting  sector  of  hfe  and  of 
business,"  he  says. 

In  a  sense,  Diller  gets  to  enjoy  the  best 
of  both  worlds.  He  still  goes  to  the  Oscars, 
still  hangs  out  at  the  Cannes  Film  Fesd- 
val,  and  still  gets  his  calls  to  Hollywood 
returned,  pronto.  And  he's  in  a  business 
with  nearly  triple  the  growth  and  profit 
margins  of  a  movie  studio.  Why  work  h\ 
Tinseltown?  For  Barry  Diller,  it's  shov  - 
time  on  the  Web.  ■ 


COMMENTARY 


BY  TIMOTHY  J.  MULLANEY 


How  Diller  Can 
Win  Over  Wall  Street 

Three  moves  to  bolster  InterActiveCorp's  stock 


mm/    STREET 

m  /m  /  LOVES 

m/  m/      Barry 
▼      ▼       Diller,  but 
not  enough,  as  far  as  he's 
concerned.  Even  though 
InterActiveCorp  stock  has 
risen  45%  this  year— and 
even  though  the 

company  has  higher  revenue  and 
more  cash  flow  than  such  leading 
e-commerce  players  as  Amazon.com, 
eBay,  and  Yahoo!— it  isn't  as  highly 
valued  as  those  companies.  Its  price- 
earnings  multiple  of  43  pales  next  to 
eBay's  72,  Yahool's  100,  or  Ama- 
zon.com's  86.  But  that's  partly  Deer's 
fault:  lAC's  stock  is  held  back  by 
investor  concerns  about  its  financial 
complexity,  shareholder  dilution,  and 
corporate  governance. 

Diller  could  strengthen 
the  markef  s  trust  in  him 
and  in  lAC  with  a  few 
bold  strokes.  He  should 
carve  out  a  litde  time 
from  dealmaking  to 
simplify  those  reports, 
improve  corporate 
governance,  and  do  a 
large  stock  buyback  to 
offset  the  247  million 
new  shares  issued  in  this 
year's  acquisition  spree. 
Here's  what  to  do: 

GIVE  CLEARER  FINANCIAL  REPORTS 
lAC  gives  skeptics  ammimition  by 
emphasizing  pro  forma  earnings  as 
opposed  to  earnings  under  generally 
accepted  accounting  principles. 
Diller's  quarterly  earnings  analysis 
emphasizes  a  measure  he  calls 


Ifspartly 
Diller's  fault 
if  investors 
remain 
skeptical 
about  lAC 


adjusted  net  income,  which  exclude 
expenses  such  as  amortization.  lAC 
earnings  under  Generally  Accepted 
Accoimting  Practices  are  fine:  Wall 
Street  estimates  for  2004  range  up  ti 
$660  million.  There's  no  need  to  j 
up  the  story. 

IMPROVE  CORPORATE  GOVERNAN 
Diller  runs  lAC  as  a  personal  fiefdo 
His  11-member  board  is  dominated  1| 
people  who  have  had  close  business 
and  personal  ties  to  Diller,  includini 
his  wife.  One  nettlesome  sign  of 
Diller's  control  is  that  lAC  pays  half 
the  maintenance  on  his  Los  Angeles 
house— more  than  $200,000  a  year- 
though  lAC  is  based  in  New  York. 
lAC  needs  a  more  independent 
board  that  will  rein  Diller  in  when 
necessary— and  assure  investors  tha 
lAC  is  their  company,  too. 

BUY  BACK  SHARES  TO  OFFSET 
DILUTION  lAC  's  big  Wall  Street 
problem  of  late  is  the  stock's  16%  dn 
since  Aug.  5,  when  Diller  explained 
how  many  shares  he  h 
issued  to  make 
acquisitions.  Investors 
decided  there  were  too 
many  shares  to  be 
supported  by  lAC  's  ne; 
term  earnings.  To  fix  it, 
Diller  should  buy  back 
$15  billion  of  lAC  stock 
boost  the  company's 
earnings  per  share. 

These  reforms  will  g: 
lAC  higher  earnings 
quality  and  end  questio 
about  whether  Diller's  company  is  tc 
incestuous.  Even  then,  lAC's  stock 
won't  get  an  eBay  or  Yahoo-like 
multiple:  They're  growing  faster 
because  lAC  owns  slower-but-steady 
Ticketmaster  and  cable-TV  retailer 
HSN.  But  at  least  these  steps  will  let 
lAC  be  judged  purely  on  its  merits.  I 
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Wiseview""  is  the  new  vision  of  TFT-LCD 


^CD  Monitor  Mobil 
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"  iness  leaders  all  over  the  world  are  turning  to  Samsung's  wiseview^  - 

-LCDs.  With  the  most  vivid  viewing  experience  imaginable,  Samsung's  SAMSUNG  DIGIL/V 

wiseview'"  now  accounts  for  one  out  of  four  TFT-LCDs.  To  learn  more  everyone's  invitei 

about  the  wiseview™  advantage,  visit  us  at  www.samsungTFTLCD.com  www^amsung.com 
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perdte  your  supply  chain  in  real  time. 
Not  behind  the  times. 


PeopleSoft  Manufacturing.  Respond  to  changes  in  supply  and  demand  in  real  time. 

Only  PeopleSoft  Manufacturing  with  Pure  Internet  Architecture   synchronizes  your  entire  supply  chain. 
Collaborate  online  with  customers  and  suppliers.  Manufacture  products  anywhere,  anytime.  Bring  products  t 
market  faster.  Delivercustomer  orders  on  time.  Reduce  obsolete  inventory.  It's  your  supply  chain  running  at 
its  leanest  and  most  responsive.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-827 
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a  Few  years  back,  companies  using 
supply  chain  management  (SCM) 
technologies  seemed  to  be 
channeling  Henny  Youngman:  "Take 
my  vendor-please!"  Disappointment 
with  the  benefits  produced  by  SCM 
solutions  (especially  those  designed 
For  planning)  had  certain  manuFacturers 
and  retailers  blaming  software  vendors 
For  everything  From  missed  sales 
targets  to  Falling  stock  values. 

But  then  a  Funny  thing  happened. 
While  the  economy  struggled,  businesses 
disinclined  to  spend  on  technology 
rethought  their  business  processes, 
cleaned  up  their  data,  and  Focused  on 
the  mechanics  oF  their  supply  chains. 
With  this  internal  housekeeping  under- 
way, SCM's  true  value  emerged:  helping 
companies  execute  by  automating 
routine  ordering  and  inventory  manage- 
ment tasks,  electronically  sharing  inFor- 
mation  and  collaborating  with  supply 
chain  partners,  and  optimizing  eFFicien- 
cies.  "Having  adapted  to  their  supply 
chain  systems,  endured  lengthy  imple- 
mentation processes,  and  scaled  back 
their  expectations,  many  executives 


are  now  satisFied  with  the  beneFits 
delivered  by  SCM,"  says  Larry  Lapide, 
vice  president  oF  research  For  AMR 
Research,  Inc. 


v 


ai 


MMM 


^OJ(AXxm^a7 


The  lessons  learned  by  early  adopters 
are  critical  For  businesses  using  or 
considering  buying  SCM  today.  By  under- 
standing what  went  wrong  with  early 
implementations,  companies  can  not 
only  avoid  common  pitFalls  but  also  maxi- 
mize the  present  value  oF  their  supply 
chain  systems.  It's  a  punch  line  that  brings 
a  smile  to  everyone's  Face.  » 
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Supply  Chain 
Technologies  continued 

How  did  the  disappoint- 
ment in  5CM  begin?  In  the 
mid-19905,  vendors  began 
promoting  planning  soft- 
ware over  traditional 
execution  applications. 
Supply  chain  execution 
(5CE)  software  helps  com- 
panies reduce  costs  and 
improve  processes  in 
focused  disciplines  such 


(( 


Technology  alone 
is  not  a  panacea- 
pure  business 
skills  make  the 
difference  between 
success  and 
failure.  7  7 


as  fulfillment,  inventory 
management,  and  logistics. 
Supply  chain  planning 
(SCP)  solutions  tend  to 
focus  on  the  big  picture, 
such  as  preparing  for  the 
next  cycle's  demand- 
and  companies  were  told 
to  expect  even  bigger 
benefits. 

"Because  these  were 
brand  new  applications, 
there  was  an  ove,  >:vima- 
tion  of  benefits  an: 
underestimation  of 
time  it  would  take  to 
cute,"  explains  Lapide. 


"The  average  deal  size 
was  up  to  $2  million;  busi- 
nesses spent  the  money  up 
front  and  then  had  soft- 
ware implemented  over 
time.  It  was  the  perfect 
recipe  for  disappointment." 

Today,  as  companies 
look  for  certain  value, 
the  tables  have  turned. 
SCE  software  makes  up 
63%ofall5CM  license  rev- 
enue. AMR  Research 
(Boston)  projects  that  the 
market  for  execution  soft- 
ware will  grow  10%  over 
the  next  five  years,  with 
SCP  software  growing 
only  half  that  much.  "Com- 
panies are  no  longer  buying 
suites  of  planning  applica- 
tions, but  rather  single 
applications  to  address 
specific  supply  chain  prob- 
lems," Lapide  writes  in 
The  Supply  Chain  Manage- 
ment Applications  Report, 
2002-E007. 

Execution  software 
fills  that  role  well.  SCE 
applications  can  be  imple- 
mented incrementally, 
tackling  such  trouble  spots 
as  inefficient  order  fulfill- 
ment or  bloated  .vare- 
houses-processes  that 
tend  to  naturally  slash 
inventories,  reduce  supply 
chain  costs,  and  qenerate 
predictable  benefits. 


Often,  the  sav- 
ings generated  from 
a  single  SCE  initiative 
can  partially  or 
completely  fund 
subsequent  implemen- 
tations. Perhaps  most 
important  for  gun-shy 
buyers,  execution  pro- 
jects tend  to  create 
payback  in  short 
timeframes-nine 
months  is  not  unusual. 


More  Than 

Technology 

With  this  shift 
toward  execu- 
tion tasks  in 
mind,  how  can 
companies  wring  the  most 
value  from  their  SCM  initia- 
tives? To  begin  with,  execu- 
tives must  recognize  that 
it's  a  business  problem  first 
and  foremost.  "Technology 
alone  is  not  a  panacea," 
says  Bob  Ferrari,  director  of 
product  marketing  for  SAP 
(Walldorf,  Germany).  "To  get 
results,  companies  need 
powerful  supply  chain  solu- 
tions combined  with  good 
business  processes,  clean 
data,  solid  project  manage- 
ment skills,  a  phased-in 
implementation,  and  a 
strategic  long-term  direc- 
tion. These  are  the  pure 
business  skills  that  make 


the  difference  between 
success  and  failure." 

Moreover,  organiza- 
tions need  firm  buy-in 
from  executive  management 
down  to  the  user  communi- 
ties who  will  ultimately 
use  the  SCM  tools.  "Supply 
chain  projects  touch  every- 
thing in  the  enterprise," 
explains  Bill  Michael,  vice 
president  of  marketing  For 
Roadway  Express,  a  sub- 
sidiary of  Roadway  Corp. 
in  Akron,  Ohio.  "You  need 
to  have  senior  management 
pushing  it,  but  you  need 
everyone  to  buy  in." 

Companies  then  must 
create  a  strategy  that 
identifies  objectives  and 
sets  expectations.  Brown- 
Forman,  a  Louisville,  Ky. 
manufacturer  of  wines  and 
spirits  and  consumer 
durables,  was  careful  to 
establish  its  objectives 
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It  doesn't  matter  how  sound  your  plan  is;  if  the  execution  falls  short,  you've  got  a  problem. 
On  the  other  hand,  if  you've  got  mySAP™  Supply  Chain  Management,  you  can  have  fully  integrated 
planning  and  execution.  So  your  forecasts  are  built  on  historical  buying  behavior,  production 
capabilities  and  distribution  requirements.  Plus  you've  got  real-time  visibility  into  your 
operations,  so  you  can  react  to  unexpected  demand  quickly  and  with  greater  flexibility.  Visit 
sap.com/scm/integration  or  call  800  880  1727  for  details  -  and  some  relief. 
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before  embarking  on  an 
implementation  oFSAP 
supply  chain  software. 
"We  were  laser-focused 
on  reducing  our  finished 
goods  inventories,"  says 
Jim  Hutchinson,  senior  vice 
president  and  director  of 
supply  chain  integration. 
"We  saw  the  problems 
companies  have  when  they 
start  out  with  multiple, 
conflicting  objectives." 

Rethinking 
Processes 

Organizations  must 
re-evaluate-and  often 
1  change- 
I  their  business 

processes 
|1'  in  light  of 
';  these  objec- 
tives. Brown- 
Forman  had  inventory  in 
60  warehouses  around  the 
world,  yet  the  company's 
visibility  into  stock  receipts 
and  withdrawals  was 
extremely  limited.  Extensive 
corporate  resources  were 
dedicated  to  developing 
forecasts,  yet  they  provided 
almost  no  real  value. 
Brown-Forman  revamped 
its  processes  to  close  the 
visibility  gaps  and  improve 
its  forecasting.  Now  in  its 
second  year  of  a  three-year 
plan,  the  company  is  com- 
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Working  with  a  ven- 
dor on  system  design 
during  the  bidding 
process  can  help 
everyone  better 
understand  the 
company's  needs 
and  create  a  more 
relevant  solution.  7  7 


fortably  hitting  its  inven- 
tory reduction  goals,  and 
the  sen  technology  is 
meeting  expectations. 

Reviewing  the  effec- 
tiveness of  existing 
processes-and  modifying 
them  when  necessary-is 
critical  to  gaining  real  bene- 
fits. "There's  no  secret  to 
why  supply  chain  inefficien- 
cies exist,"  agrees  Pallab 
Chatterjee,  president  of 
solutions  operations  for 
\Z  in  Dallas.  "Standard 
business  processes  may  not 
be  the  most  efficient.  For 
supply  chain  improvement 
to  succeed,  companies 
must  define  their  processes, 
identify  inefficiencies, 
and  set  up  the  software 
to  enhance  the  processes. 
Ifyou  merely  automate 
existing  processes,  you'll 
simply  make  the  wrong 
decisions  faster." 


Cybex,  a  manufacturer 
of  fitness  equipment,  was 
aware  that  major  business 
process  changes  would  need 
to  take  place  when  it  rolled 
out  new  5CM  technology 
from  PeopleSoft  (Pleasanton, 
Calif).  "Our  old  sales  sys- 
tems would  accept  orders 
without  complete  informa- 
tion," says  Brian  Lyman, 
manager  of  business  sys- 
tems at  the  Medway,  Mass. 
company.  If,  for  example,  an 
order  for  weight  benches 
did  not  specify  the  buyer's 
desired  color,  Cybex  person- 
nel had  to  chase  down  that 
information.  If  the  paint 


order  lead  times  by  over 
50%.  Other  process  changes, 
combined  with  the  efficien- 
cies delivered  by  the  People- 
Soft  applications,  helped 
boost  on-time  shipments  to 
97%,  increase  the  order  rate 
15%  with  no  additional 
staffing,  and  decrease  the 
bill  of  materials  count  from 
15,200  to  200. 

The  more  experienced 
a  company  Is  with  its  own 
supply  chain  practices,  the 
betterthe  results  of  an 
5CM  initiative  typically  are. 
A  recent  survey  of  75 
supply  chains  conducted  by 
Waltham,  Mass.  manage- 


was  not  in-house,  the 
company  had  to  order  it. 
"This  resulted  in  countless 
headaches,  insufficient  inven- 
tories that  were  not  aligned 
to  actual  demand,  and— 
most  harmful  of  all— missed 
delivery  times,"  he  says. 

By  changing  the  process 
to  require  complete  informa- 
tion, Cybex  cut  its  build-to- 


ment  consultant  PRTM  found 
that  companies  with  mature 
supply  chain  practices 
were  3B%  more  profitable 
than  organizations  with 
less  mature  practices. 
When  an  automated  supply 
chain  planning  system 
was  used  in  these  compa- 
nies, profitability  increased 
another  27%. 
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Slice  and  Dice 

Once  business  processes 
have  been 
refined, 
companies 
can  begin 
designing 
the  new  system-often  with 
the  help  of  prospective  ven- 
dors. In  Tact,  some  software 
providers  incorporate 
design  into  the  bidding 
process  to  help  companies 
get  up  and  running  faster. 
"Working  with  a  vendor  on 
system  design  during  the 
bidding  process  can  help 
everyone  better  understand 
the  company's  needs  and 
create  a  more  relevant  solu- 
tion," explains  John  Carr, 
president  of  global  supply 
chain  for  BAX  Global  in 
Irvine,  Calif  "With  that  task 
complete,  we  can  reduce  the 
buildup  timeframe  before 
the  solution  is  implemented." 

Indeed,  overly  long 
implementation  phases  have 
been  at  the  heart  of  many 
cases  of  5CM  heartburn. 
"You  can't  expect  people  to 
work  on  projects  and  not  see 
benefits  for  three  years 
or  more,"  says  Lapide.  The 
alternative  is  to  implement 
the  5CM  initiative  incremen- 
tally-paying  for  each  piece 
in  turn,  gaining  benefits 
overtime,  and  allowing 


Web  Sites  To  Watch 

BAX  Global 

http://www.baxglobal.com 

People  Soft 

http://www.people5oft.com/realtime 

SAP 

http://www.5ap.com 

Yellow  Freight 

http://www.myyellow.com 

those  benefits  to  fund  sub- 
sequent projects. 

"Even  if  it  is  a  very 
large  investment,  busi- 
nesses can  go  live  in  pieces 
along  the  way,"  explains 
Michael  Hall^n,  president 
and  CEO  of  IFS,  headquar- 
tered in  Linkoping,  Sweden. 
"Incremental  implementa- 
tion helps  you  to  see  results 
as  quickly  as  two  to  three 
months.  It  also  reduces 
the  risk  of  missing  your  tar- 
get. Think  of  it  this  way:  if 
you  set  out  a  goal  and  it 
takes  two  or  three  years  to 
achieve  it,  by  then  your  goal 
has  probably  changed." 

Tying  it 
All  Together 
One  of  the  most  common 
challenges  is  integration. 
Although  Web-enabled  soft- 
ware has  simplified  inter- 
application  communications, 
integration  can  still  give 
experienced  implementation 
teams  pause. "Everyone 
assumes  that  integration 
issues  are  not  to  be  worried 
about,  but  they  are  always 


the  biggest  problem,"  says 
Vincent  Gulisano,  senior 
vice  president  of  sales, 
marketing,  and  solutions 
engineering  for  APL  Logis- 
tics in  Oakland,  Calif. 

For  some  companies, 
buying  5CM  software  from 
their  ERP  vendors  simplifies 
the  integration  issue.  How- 
ever, some  businesses  need 
richer  functionality  that 
only  point  solutions  can 
provide.  "Not  everyone  can 
get  all  that  they  need  from 
one  vendor,"  says  Lapide  of 
AMR  Research.  "So  it's  still 
a  big  challenge  to  bring 
these  systems  together." 

Imagistics  Interna- 
tional, a  $630  million 
distributor  of  office  equip- 
ment, asked  its  logistics 
provider,  BAX  Global, 
to  meet  with  two  of  its  other 
vendors  for  nearly  six  weeks 
to  design  the  integration 
needed  to  make  the  three 
systems  work  together. 
"There  were  many  meetings 
and  calls  where  we  reviewed 
all  of  the  integration  points 
throughout  the  system," 


remembers  Tom  Bryant,  vice 
president  of  global  supply 
chain  for  the  Trumbull,  Conn, 
company.  "But  when  we  went 
live,  we  encountered  very 
few  problems." 


(  (  People  don't 
respond  well  to 
mandates.  To  get 
maximum  leverage 
from  a  supply 
chain  initiative, 
companies  need  to 
acknoMledge  that 
change  manage- 
ment is  a  critical 
success  factor  and 
act  accordingly.  /  7 


The  Human  Touch 

Technology  is  not  the 
only  challenging  aspect. 
Managing  the  change  intro- 
duced by  supply  chain 
technologies-and  how  it 
impacts  the  people  who  use 
it-is  more  important  than 
most  businesses  realize. 

"Strong  communication 
is  essential  to  help  people 
understand  why  they're 
being  asked  to  change  the 
way  they  work,"  explains 
Valerie  Bonebrake,  executive 
vice  president  and  chief 
operating  officer  for 
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Small  businesses  aren't  just 
surviving.  They're  growing 
—and  hiring.  BY  PETER  COY 


DURING  THE  EXPLOSIVE  '90s, 
M.  Ann  Padilla  got  orders  for 
thousands  of  temporary  office 
workers  from  such  pillars  of 
the  Denver  business  community 
as  AT&T,  Qwest  Communica- 
tions International,  and  Adolph 
Coors.  But  those  aren't  her  most  important 
clients  anymore;  they've  cut  thousands  of  workers 
locally.  Now,  Padilla  says,  smaU  business  is  what's 

keeping  her  Sunny  Side  Inc./Temp  Side  going.  Orders  are 
coming  from  companies  wdth  10  to  100  employees:  construc- 
tion contractors,  distributors,  nurseries.  And  they're  picking 
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up  speed.  "For  the  past  two  years,  the  orders  were  short- 
term,"  says  Padilla,  who  owns  the  company.  "Now  they  keep 
extending  them." 

You  wouldn't  know  it  from  reading  the  headlines  about  cor- 
porate downsizing,  but  across  the  U.S.,  small  business  is  quiet- 
ly holding  its  owna— and  in  some  cases  even  thriving.  Small 
businesses  have  several  things  going  for  them.  First,  they're 
concentrated  in  the  service  sector  of  the  economy,  which  is 
healthier  than  manufacturing.  Second,  they  have  picked  up 
work  from  big  companies  that  are  outsourcing  peripheral  fimc- 
tions  in  order  to  save  money  and  focus  on  core  businesses. 
Third,  many  of  the  Bush  tax  cuts  benefit  small  biz.  Fourth,  easy 
money  from  the  Federal  Reserve  has  lowered  the  cost  of  1-  to  3- 
year  bank  loans,  which  many  small  businesses  depend  on.  And 
finally,  small  business  is  benefiting  fit)m  the  growth  acceleration 
of  the  overall  U.S.  economy. 

The  good  news  for  small  business  is  reflected  in  the  op- 
timism of  owners.  The  National  Federation  of  Independent 
Business  says  that  in  August,  its  Index  of  Small  Business 
Optimism  reached  its  highest  level  since  monthly  readings 
began  in  1986.  Fifteen  percent  of  small  businesses  expect- 
ed to  add  employees  over  the  next  three  months;  only  7% 
expected  to  cut  them.  By  contrast,  a  July 
survey  by  the  Business  Roundtable  of 
some  of  the  nation's  very  largest  compa- 
nies found  that  only  16%  planned  to  in- 
crease U.S.  employment  in  the  next  six 
months,  while  42%  planned  to  cut  jobs. 
Says  William  J.  Dennis  Jr.,  a  senior  re- 
search fellow  at  the  independent  business 
federation:  "Things  are  clearly  looking 
better.  By  the  end  of  the  year,  we  expect 
very  good  things  to  be  happening." 


Outsourcing 
can  be  a  mixed 
blessing,  but 
there's  money 
to  be  made 


HEALTHY  HEALTH  CARE 

SMALL  BUSINESSES  ARE  in  the  right  place 
at  the  right  time.  Take  single-family  home 
construction,  which  has  been  thriving.  Ac- 
cording to  the  Small  Business  Administra- 
tion, 87%  of  employment  in  the  sector  is  in 
companies  with  fewer  than  100  employees. 
Or  take  ambulatory  health-care  services,  in- 
cluding doctors'  offices.  It's  the  fastest-grow- 
ing part  of  the  health-care  business,  which  is 
thri\'ing  as  a  whole.  Some  58%  of  the  jobs  in 
the  subsector  are  in  companies  with  fewer 
than  100  employees.  In  real  estate,  65%  of  all 
jobs  are  in  such  outfits. 

Meanwhile,  relatively  few  small  busi- 
nesses occupy  the  hardest-hit  niche  of  the 
economy,  heavy  manufactiuing.  In  trans- 
portation-equipment production,  which  in- 
cludes autos,  only  8%  of  the  jobs  are  in  com- 
panies with  fewer  than  100  employees.  For 
primary-metal  manufacturing,  including 
steel,  the  figure  is  12%.  Another  slow-growth 
sector  with  few  small  businesses:  utilities, 
such  as  electricity  and  water  companies, 
where  just  9%  of  workers  are  employed  by 
small  companies. 

Outsourcing  also  plays  into  the  hands  of 
small  outfits.  Big  companies  long  ago  began 
ditching  functions  such  as  maintenance,  food 
service,  and  seciuity.  In  recent  years  they've 
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Why  Many 

Small 

Businesses 

Are  Faring 
WeU... 


POSmONING  Small  businesses 
are  prevalent  in  the  fastest- 
growing  sectors  of  the  economy, 
such  as  health  care.  They're  scarce 
in  hard-hit  manufacturing. 

OUTSOURCING  Big  companies  are 
turning  over  peripheral  functions 
to  small  companies. 

RESOURCES  Low  interest  rates  and 
an  ample  labor  supply  make  this  a 
good  time  to  start  a  business. 

GROWTH  More  orders  are  coming 
in  the  door  as  the  overall  economy 
gathers  speed. 
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b^un  turning  over  more 
tral  functions,  such  as  te 
support,  public  relations,  le 
and  accoimting,  all  of 
have  heavy  small-business  i 
resentation.  Robert  I.  Fer 
dez,  who  runs  a  four-per 
Fort  Worth  accounting 
says  his  business  is  booming 
^^^mm^m^^^m  part  because  of  work  picked  1 1 

fijom  TXU  Corp.,  the  big  ] 
based  electric-utility  hole 
company,  which  has  laid  oflFmany  of  its  accountants  in  a  cost- 
ing move.  He's  looking  to  hire  another  accountant  to  handle  tJ 
influx  of  work.  Says  Fernandez : "  Last  year  was  our  best  year  evi 
and  this  year  will  siirpass  [it]." 

Outsourcing  is  a  mixed  blessing.  Big  companies  don't  p. 
top  dollar:  After  all,  their  goal  is  to  cut  costs.  And  they  can  yai 
business  without  warning.  But  there's  still  money  to  be  mai 
by  performing  fimctions  more  efl5ciently  than  large  companii . 
can.  Small-biz  gum  David  Birch  says  his  own  small  outfit,  Coj ' 
netics  Inc.  ofWaltham,  Mass.,  took  over  the  marketing  functic 
for  several  large  companies,  setting  up  td 
marketing  programs  and  checking  out  poss 
ble  customers.  "It  probably  adds  a  Uttle  bit  i 
volatility,  but  on  balance,  if  s  been  good,"  sar 
Birch,  whose  company  has  since  been  bou^ 
by  French  advertising  giant  Publicis  and  n 
named  Arc  Anal>tics. 

Two  parts  of  the  Bush  tax-cut  program  a 
especially  advantageous  to  small  busines 
Most  small  companies  are  sole  proprieto 
ships  or  Subchapter  S  corporations,  so  thi 
pay  taxes  at  individual  income  tax  rat 
which  have  been  slashed.  Also,  businesses  a 
allowed  to  deduct  fi-om  taxable  income  up 
$100,000  of  new  equipment,  up  fi-o:l 
$25,000.  That's  trivial  to  giants  but  a  maj 
incentive  for  small  fiy. 

At  the  same  time,  loans  are  cheap  and  r 
atively  easy  to  get.  Greenwich  Associates 
consulting  firm  for  financial  institutions 
Greenwich,  Coim.,  says  that  in  a  July  svirvi 
27%  of  small  businesses  cited  easier  ere 
conditions,  while  19%  reported  tighter  creel 
it  conditions.  A  year  earUer,  the  responses  i 
the  same  question  were  almost  exactiy  tl| 
opposite.  Banks  are  getting  credit  to  sm; 
businesses  more  rapidly  by  using  online  dai 
about  them,  combined  with  credit-sco 
software  similar  to  whaf  s  used  for  appro 
home-mortgage  loans.  Wells  Fargo  &  Co.,  ft| 
instance,  offers  unsecured  lines  of  credit 
up  to  $100,000,  without  requiring  finand. 
reports  or  tax  returns.  The  business  owni 
personally  guarantees  the  loan. 

Of  course,  small  businesses  can't  thri\ 
with  the  rest  of  the  economy  in  the  tan 
That's  why  their  owners  take  heart  from  tt 
long-awaited  growth  pickup.  Gross  dome 
tic  product  grew  at  a  3.3%  annual  rate  in  th 
second  quarter  and  is  expected  to  expand ; 
a  rate  of  4%  to  5%  in  the  second  half.  An 
while  consumer  sp)ending  has  sustained  tt 
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II. 


a  higher  plane 
of  communication 


T  ACTION  is  what  Jenny  Craig  had  in 
d.  More  and  more,  Jenny  Craig's  clients 
ited  to  talk  to  weight  loss  consultants 
where,  anytime.  To  serve  them  all,  a 
imunications  system  was  needed  that 
dependable,  expandable,  simple  to 
ail  and  manage.  Plus,  it  had  to  go 


everywhere  from  local  centres  to  corporate 
offices.  Well,  no  sweat.  In  the  state  of  Avaya, 
our  IP  Office  solution  ships  pre-configured 
to  every  location's  needs.  So  everything 
works  and  everyone  saves  time.  All  while 
getting  a  solution  Jenny  Craig  says  "will 
work  for  us  today  while  positioning  us  for 


the  future."  No  wonder  small  and  medium- 
sized  businesses  in  the  U.S.  have  made 
Avaya  solutions  the  #1  choice  for 
communications  systems.  Ask  about  our 
0%  financing  and  customer  rebates  on 
selected  products.  Call  866-279-0720 
or  go  to  avaya.com/jcl. 


IP    Telephony 


Contact   Centers 


Unified    Communication 


Services 


Jenny  Craig  became  a 

LEAN  MACHINE 

with  Avaya  voiee  &  data  ^yUeim  that  run 

RIGHT  OUT  OF  THE  BOX. 


O  2003.  Avaya  Inc.  AH  nignis  Resefved 
Avaya.  me  Avaya  Logo,  and  all  ifademarhs  identified  by  9  or  ™  are  trademartis  c(  Avaya  Inc  am  ms. 
be  tegisiered  in  certain  jurisdidicns.  All  other  Irademarlis  are  ttie  property  oi  Itieir  resctectiv^ 


SMALL  BUSINESS 


SOFTWARE 


Small,  Yes-But  With 
A  Big  Back  Office 


Subaru  of  New  England  Inc.,  an 
independent  supplier  of  Subaru 
parts,  used  to  track  orders  from 
dealers  with  pen,  paper,  and 
guesswork.  It  often  sent  its 
customers  parts  that  they  didn't  need;  in 
fact,  returns  averaged  80%.  No  longer.  The 
Norwood  (Mass.)  company,  with  45 
employees,  uses  Web-based  software  to 
track  what  dealers  need  and  when.  Now 
retums  are  less  than  1%. 

Such  Web-based  software  is 
transforming  small-business  functions 
from  cash-flow  management  to  marketing. 
The  jobs  are  done  electronically,  often  on 
the  Web  and  typically  for  a  monthly  fee. 
"Small  companies  are  getting,  in  essence, 
a  virtual  planning  department,"  says  Eric 
Hinkle,  CEO  of  Atlanta's  Servigistics  Inc., 
whose  software  Subaru  of  New  England 
uses. 

Champions  of  Web-based  software 
envisioned  it  as  a  way  for  big  companies  to 
decentralize,  letting  remote  units  use 
software  at  the  home  office.  But  the  big 
companies  were  reluctant  to  let  back-office 
functions  operate  outside  their  firewalls. 
And  they  wanted  lots  of  customization. 
'Small  companies  are  happy  to  forgo  the 
bells  and  whistles,"  says  Julie  Giera,  a 
research  fellow  at  consultant  Forrester 
Research  Inc.  "They're  getting  the  back- 
office  functions  of  an  IBM-without  paying 
$250  million  a  year." 

Small  businesses  often  find  that  paying 
suppliers  is  a  headache.  So  New  York- 
based  TradeCard  Inc.  provides  Web-based 
software  that,  among  other  things, 
compares  what's  received  against  what 
was  ordered,  and  releases  payment  if  the 


two  nnatch.  It  enables  Hi-Tec  Sport  USA,  a 
hiking  boot  company  in  Modesto,  Calif., 
with  70  employees,  to  pay  suppliers  on 
time  and  track  boots  for  shipment  from  its 
factories  in  China. 

Web-based  software  isn't  the  only  new 
technology  being  embraced  by  small 
business.  When  Patricia  C.  Sibley  started 
MediaSolutions,  a  media-buying  company 
in  Atlanta,  10  years  ago,  she  needed  two 
staffers  per  account.  Now  one  staffer  can 
handle  four  accounts.  One  key  is  a  media- 
buying  program  called  SmartPlus.  Says 
Sibley:  'What  technology  has  done  for  us  is 
unbelievable." 

Small  companies  can  rarely  compete 
head  to  head  with  behemoths.  But  the  lat- 
est generation  of  information  technology  is 
making  the  playing  field  far  more  level 
than  it  has  ever  been  before.  ■ 

-By  Charles  Haddad  in  Atlanta 


Helping  small  biz  look  big 


SOPHISTICATED 
MARKETING 

Database  tools  devised  for 
large  marketing  and 
advertising  firms  now  help 
small  companies  target 
newciistcers, 


AUTOMATED 
ACCOUNTING 

Simplified  paperless 
accounting  systems 
enable  small  businesses  to 
order  and  pay  for  suoplies 
online. 


INVENTORY 
CONTROL 

Low-cost  Web-based 
inventory-control  software 
cuts  costs  by  tracking 
items  down  to  the  smallest 
screw. 

Date  SusnessWeefi 
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economy  until  now,  business  investmt 
is  finally  accelerating.  Thaf  s  good 
small  businesses  that  mainly  sell  to  od* 
businesses. 

Business  is  far  from  booming,  b 
least  there  are  signs  of  progress.  "E 
one  was  in  a  maintenance  mode  for  i 
longest  time,"  says  Keith  M.  Parent,  C 
of  Court  Square  Data  Group  Inc 
Springfield  (Mass.)  information-techn 
gy  consultancy.  "Fm  starting  to  see  peo 
loosen  up  on  the  purse  strings."  David 
Bland,  president  of  Trivis  Inc.,  a  Birmii 
ham  (Ala.)  company  that  advises  nude 
plant  operators  on  how  to  deal  with 
spent  fiiel  rods,  also  sees  a  pickup 
spending.  "People  are  still  cautious,  I 
they  can't  wait  forever,"  he  says.  "Wei 
had  60  to  90  days  of  pretty  good  orde 
beUeve  the  economy  has  turned." 

SNAP,  CRACKLE,  POP 

EVTEN  IN  MANUFACTURING,  some  SI 
companies    are    managing    to 
Wolverine  Proctor  &  Schwartz  Inc.,  i| 
leading  maker  of  ovens  for  dry  cei 
was  foimded  in  1930  and  developed  i| 
process  that  puts  the  snap,  crackle, 
pop  in  Rice  Krispies.  But  it  was  so  hes 
ly  in  debt  by  2001  that  it  couldn't 
standby  letters  of  credit  against 
tomers'  deposits  on  the  ovens  they 
buying.  That  year,  Parthenon  Capi| 
LLC,  a  Boston  investment  firm,  tool 
over  and  paid  oflF  its  obUgations.  Si 
then,  revenue  has  risen  20%  and  ea 
ings  have  doubled. 

In  some  ways,  the  resilience  of  sr 
business  during  this  recovery  fits  in 
the  trends  of  the  past  two  decades.  In  l| 
early  1980s,  the  output  of  companies  wj 
fe^^er  than  500  employees  was  4%  l<f 
than  the  output  of  businesses  larger 
that,  according  to  an  analysis  of  Co:j 
merce  Dept  and  Internal  Revenue  Ser 
data  by  Joel  Popkin  &  Co.,  a  WashingtcF 
based  economic  consulting  firm.  Sir| 
then,  though,  small  business  has    r 
bounded  and  produces  about  15%  m( 
than  the  big  guys,  according  to  the  Popl 
report,  which  was  pubUshed  in  July  by  t  ~* 
Small  Business  Administration. 

Advocates  for  small  business,  inclt  ^  ■ 
ing  the  SB  A,  like  to  argue  that  the  sec 
accoimts  for  the  vast  majority  of  U.S.  j  f 
growth.   That's   usually  an   oversta 
ment— there  are  times  when  big  bu  nc  ^ 
nesses  account  for  the  hon's  share  of  j 
growth.  However,  what  small  business  ^jf 
do  provide  is  a  relatively  stable  empk 
ment  base.  They  hold  on  to  workers 
hard  times  because  they  know  they'll 
hard  to  replace  when  good  times  retu 
What's  more,  small  businesses  are  flexiil  t^ 


I 

"I  love  knowing  that  I've  helped  someone." 


a  Anderson 

ms  Specialist 


heresa's  customers  don't  just  need  help  filing  their  disability  claims 

'^  -  sometimes,  they  need  someone  to  talk  to.  Losing  the  ability  to 

irn  a  paycheck  because  of  sickness  or  injury  can  be  a  frightening 

;  cperience.  Theresa  and  her  co-workers  listen  to  their  customers  — 

■a 

bt  id  let  them  know  that  they  aren't  alone.  Want  to  know  more? 

^all  1-866-491-8108  orvisitwww.unumprovident.com. 


UnumProvidenx^ 


Making  a  difference.  One  person  at  a  time. 


3  92003  UnumProvident  Corporation.  All  rights  reserved.  Insurance  products  underwriaen  and  sold,  and  services  provided,  by  the  subsidiaries  of  UnumProvident  Corporation.  Not  all  companies  do  business  in  all 
jurisdictions.  In  New  York,  insurance  products  are  offered  by  First  Unum  Life  Insurance  Company,  Provident  Life  and  Casualty  Insurance  Company  and  The  Paul  Revere  Life  Insurance  Company.    PA-017 


SMALL  BUSINESS 


and  innovative.  Small  companies  often  initiate  products  and 
services  that  are  later  perfected  by  big  companies,  from  the 
helicopter  and  air  conditioning  to  the  personal  computer  and 
the  heart  valve.  "There's  this  romantic  notion  that  we  need 
lots  of  small  business  to  generate  jobs.  What  we  need  is  a  mix 
of  small  and  large  businesses,"  says  Robert  E.  Litan,  a  senior 
fellow  at  the  Brookings  Institution  and  vice-president  for 
research  at  Ewing  Marion  Kauffman  Foundation  in  Kansas 


City,  Mo.,  which  promotes  entrepreneurship  and  educatij 

Small  businesses  can't  make  it  all  by  themselves.  But 
kept  their  heads  above  water  during  the  hard  times.  And 
they're  doing  more  than  their  share  to  get  the  U.S.  econc 
gro\^ing  again.  II 


HusiiicssWeckoiilmc 


For  continuous  coverage  of  small-business  issJ 
visit  our  Small  Business  channel  at  www.businessweek.com/smallbiz/l 


HEALTH  CARE 


Throwing  a  Line  to 
Uninsured  Workers 


Yankee  Fleet,  a  50-person  charter 
boat  company  out  of  Gloucester, 
Mass.,  had  wanted  to  buy  health 
Insurance  for  its  employees 
since  the  mid-1980s,  when 
rising  premiums  forced  it  to  drop  coverage. 
But  it  was  stopped  by  carrier  requirements 
that  at  least  80%  of  eligible  employees  sign 
up.  Yankee  Fleet  had  too  many  who  couldn't 
afford  it,  making  the  whole  company 
ineligible. 

Then  in  2000,  Yankee  Fleet  joined 
Massachusetts'  Insurance  Partnership 
program,  which  subsidizes  the  employee 
share  of  health  insurance  premiums  for  low- 
wage  workers.  Now,  about  30%  of  Yankee 
Fleet's  employees  get  a  subsidy,  and  the 
company  offers  health  insurance  to 
everyone.  "We  would  have  lost  some  of  our 
key  people  if  we  couldn't  get  the  insurance," 
says  CFO  Tom  Conley. 

SMALL  COMPANY.  BIG  PROBLEM 

It's  not  just  the  chatter  fleets  of 
Massachusetts.  Across  the  country,  heads  of 
small  businesses  rank  the  cost  and 
availability  of  health  insurance  as  the 
biggest  problem  facing  their  businesses.  No 
wonder-their  deductibles  are  on  average 
twice  as  high  as  those  at  big  companies,  and 
their  costs  are  rising  faster  Last  year 
premiums  at  companies  with  fewer  than 
200  employees  jumped  an  average  of  16%, 
compared  with  13%  at  big  companies, 
according  to  the  Henry  J.  Kaiser  Family 
Foundation.  Many  small  businesses  simply 
give  up:  Of  the  roughly  44  million  Americans 
without  health  insurance,  half  work  for  a 
small  company  or  depend  on  someone  who 
does,  according  to  the  Employee  Benefit 
Research  Institute. 

Dozens  of  state  and  local  governments 
are  trying  to  help.  The  range  of  approaches 
is  wide:  California  and  New  York  City  have 


purchasing  pools  to  make  health  insurance 
affordable  for  small  businesses.  Other 
places,  such  as  San  Diego,  Oregon,  and 
Rhode  Island,  have  subsidies  similar  to  the 
Massachusetts  program.  In  a  few  Michigan 
counties,  the  government  subsidizes  both 
small  companies  and  their  employees. 
Of  course,  when  it  comes  to  health 
insurance,  good  intentions  aren't  enough. 
One  question  is  whether  these  programs 
can  attract  small  businesses.  The  other  is 


how  to  fund  them  when  money  is  tight.  At 
various  times,  for  instance,  Massachusetts' 
Insurance  Partnership  has  scratched  up 
money  from  federal  matching  Medicaid 
funds,  the  state  budget,  and  tobacco 
settlement  money.  To  qualify  for  the 
Massachusetts  program,  small  companies 
must  pay  at  least  half  their  workers'  health 
insurance  premiums.  Individual  employees 
tan't  make  more  than  twice  the  federal 
poverty  guidelines,  or  $36,800  for  a  family 
of  four.  The  program  has  enrolled  4,500 
bi.  sinesses  and  13,000  people  since  1999. 
oy  contrast.  New  York  City's  HealthPass 


program  offers  no  subsidies,  instead  aiming 
to  ease  small  companies'  administrative 
burden.  Employees  can  choose  from  26 
plans  offered  by  five  insurers,  but  the 
business  owner  writes  just  one  premium 
check.  Those  with  questions  get  an  in- 
person  consultation.  The  mayor's  office  has 
given  $3.8  million  to  HealthPass,  but  the 
program  now  covers  80%  of  its  costs 
through  fees.  Executive  Director  Mitch 
Zaretsky  says  HealthPass  will  break  even 
when  about  18,000  people  enroll-which  he 
hopes  will  happen  by  the  end  of  2004.  Since 
1999, 1,600  businesses  and  12,000 
employees-62%  of  whom  had  no  health 
insurance  before-have  signed  up. 
HealthPass  cut  premiums  25%  for  law  firm 
co-owners  Justine  and  Gabriel  Marous,  by 
letting  them  buy  just  coverage  they  needed. 
Another  approach  comes  from  Michigan's 
Muskegon  County 
Community  Health 
Project,  which 
subsidizes  health-care  \ 
costs  for  employees 
and  employers  at 
small  companies  with 
a  median  wage  below 
$11.50  an  hour.  In 
addition  to  using 
some  Medicaid 
money,  the 
organization 
contracted  with 
doctors  directly, 
convincing  many  to 
lower  their  rates.  Their 
plan.  Access  Health, 
covers  care  only 
within  Muskegon  county,  but  97%  of  the 
county's  health-care  providers  participate. 
After  2'/2  years,  it  covers  1,500  people  at 
400  companies. 

Optimists  say  these  initiatives  could 
show  the  way  for  federal  programs.  "We'd 
argue  to  members  of  Congress  that  they 
ought  to  take  a  close  look  at  the  variety  of 
models  out  there,"  says  Vondie  Moore 
Woodbury,  director  of  the  Muskegon  County 
Community  Health  Project.  Small 
businesses  should  do  their  research,  too. 
They  might  be  pleased  by  what  they  find.  ■ 
-By  Kimberly  Weisul  in  New  York 
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p"  flat  beds    gracious  service    privacy    a  better  sleep  in  business  class      BRITISH  AIRWAYS 


Upgrade  from  a  power  nap 
to  a  good  night's  sleep. 


ce  and  Technolo£V  Enen 


Japan's  Power  Play 

NEC,  Toshiba,  and  Sony  are  developing 
ever-smaller  fuel  cells  to  replace  batteries 


HE  JAPANESE  ARE  A 
tough  lot  to  please  when  it 
comes  to  gadgets.  So 
when  NEC  Corp.'s  stand  at 
the  WPC  Expo  computer 
trade  show  in  mid-Sep- 
tember started  to  draw 
crowds  like  Tokyo's  Shinjuku  Station  at 
rush  hour,  it  was  clear  something  extra- 
ordinary was  on  display. 

It  turned  out  to  be  a  fuel-cell-powered 
laptop.  The  4y2-lb.  computer  can  go  five 
hours  before  its  cell  needs  to  be  refilled 
with  methanol.  That 
performance  beats  all 
but  the  hardiest  of  lap- 
tops running  on  regu- 
lar batteries.  NEC  plans 
to  sell  an  even  lighter 
fiiel-cell  machine  late 
next  year,  and  a  year  af- 
ter that  says  it  will  re- 
lease a  model  that  can 
operate  40  hours  on  a 
single  fill-up.  Thanks 
to  NEC's  advances  in 
nanotechnology, 


CHARGING  UP 


MILLIONS  OF  DOLURS 


Data:  Allied  Business  InteMgence 


"We're  confident  that  fiiel  cells  will  become 
the  main  power  source  for  mobile  de- 
vices," says  Yoshimi  Kubo,  the  senior  re- 
search manager  overseeing  the  develop- 
ment of  NEC's  new  laptop.  "It'll  be  a  very 
big  and  lucrative  market" 

Japan  seems  determined  to  dominate 
that  business.  NEC,  Toshiba,  Sony,  and 
dozens  of  other  Japanese  companies  are 
working  feverishly  to  create  ever-smaller 
cells  to  replace  the  rechargeable  batteries 
in  laptops,  cameras,  cell  phones,  and 
other  gadgets— now  a  $4.8  billion  global 
market.  In  2005,  Tol^o 
Gas  Co.  plans  to  start 
outfitting  thousands  of 
homes  with  affordable 
fiiel-cell  units  that  gen- 
erate hot  water  and 
energy.  Toyota  Motor 
Corp.  and  Honda  Mo- 
tor Co.  already  have 
nearly  two  dozen  fuel- 
cell-powered  cars  on 
the  streets,  and  there 
are  nine  filling  stations 
in  three  Japanese  cities 


ROAD  WARRIOR 

FedEx  makes  Tokyo 
deliveries  in  a  fuel- 
cell-powered  vehicle 


where  they  c 
tank  up.  Even  Ge 
eral  Motors  is  he 
providing  Fed 
Japan  in  July  wi 
its  HydroGenS  car  to  make  deliveries 
Tokyo.  "Japan  is  a  key  area  for  developi 
and  positioning  fuel- cell  cars  for  coi 
mercialization,"  says  Raymond  Grig 
chairman  and  CEO  of  GM  Japan  Ltd 

Fuel-cell  advocates  say  the  devices  a 
the  future  of  energy.  They  produce  eli 
tricity  through  a  chemical  reaction  tJ" 
combines  oxygen  with  hydrogen.  T 
oxygen  comes  from  the  air,  and  the  \ 
drogen  can  be  produced  in  a  cell  fi-c 
methanol  or  natural  gas.  Or,  as  is  the  cz 
in  most  fuel-cell-powered  vehicles,  pv 
hydrogen  can  be  pumped  into  the  cet 
and  only  water  comes  out  of  the  tailpij 
The  downside  is  that  hydrogen  is 
sive  to  produce  and  diflBcult  to  store 


STICKER  SHOCK  AHEAD 

MANY  INITIATIVES  ARE  also  imder  w 
in  Europe  and  North  America.  Motorc, 
Inc.  is  testing  a  methanol  cell  for  phor 
and  handhelds.  And  others  are  working 
devices  for  homes  and  cars.  But  Jap 
stands  out  for  its  variety  of  commercial  a  c 
plications.  In  10  years,  the  global  marl 
for  fuel  cells  could  hit  $18.6  billion,  a '- 
Japan  will  account  for  as  much  as  a  third 
that,  according  to  market  researcher  Alii 
Business  Intelligence  Inc.  "Japan  has  cle 
advantages,"  says  Atakan  Ozbek,  AUiei 
director  of  energy  research.  The  big  mor; , 
ey— if  the  technology  matures  enough 
vdll  almost  certainly  be  in  cars  and  bus  *er :: 
The  Japanese  government  wants  to  s 
50,000  such  vehicles  on  the  road  by  20J  ^"  • 
and  5  million  a  decade  later.  ^ 

Plenty  of  hurdles  remain— not  leastl  '*^- 
which  is  sticker  shock.  The  cars  cost  nei  j^^ . 
ly  $1  million  to  build.  Prices  will  cob 
down  if  engineers  can  replace  the  expfl  jj^^ 
sive  platinum  used  in  today's  cells  wi 
less  costly  alternatives.  But  there's  anotb  *r:-e 
large  obstacle:  bviilding  enough  filling  si 
tions  to  supply  hydrogen  for  all  those  ca 

Fuel  cells  are  just  what  a  resourc 
poor  country  like  Japan  needs— a  clea 
efficient  source  of  energy  that  doesn't  i 
quire  huge  imports.  So  this  year,  the  gc 
emment  has  set  aside  $280  nuUion  3Ve 
fimd  fuel-cell  projects,  up  40%  ov 
2002.  Ultimately,  though,  Japanese  cor 
panics  will  have  to  wean  diemselves  frol 
state  support  and  make  fuel-cell  produl 
tion  profitable.  If  they  can,  there  will  b«| 
double  dividend:  a  new  stream  of  prof  I 
for  Japan  Inc.  and  cleaner  air  over  tj 
nation's  cities.  ■ 

-By  Irene  M.  Kimii  in  Tok 
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printers.  ROI  as  impressive  as  the  output. 


hen  you  upgrade  your  old 
nter  to  a  new  HP  printer,  you 
]y  actually  save  more  money 

in  you'll  spend.  HP  innovation  has 
to  new  enhancements  in  printing  that  can 
)  dramatically  reduce  your  operating  costs, 
nany  coses,  you  may  save  enough  in 
ver,  consumables  and  support-related  costs 
lompletely  pay  for  an  upgrade.  Combine 
with  special  rebate  incentives,  and  it's 
y  to  see  how  a  new  HP  printer  can  lead  to 
lificont  savings  for  your  company, 
t  more  with  HP  printers. 


Installed  base 

V 

.— —     _ 

^- 

^ 

1^            1 

•   ^=bT 

FINANCIAL  ROI 

Losedet  Series  III 

U  3330mfp 

U  2300n 

U  4200n 

U  4300n 

,V:- 

■  iDsts  include  hardware  36-nonffi  waronty  upgrode  anc  cperahrg  cos^ 
n..T.  r.:- .  „.~enity  offered  36-nx)nlh,  0%  fMV  lease'  speaol  orid  Value  Promotior  rebates 

2,000 

$71 

$73 

sw 

SMT 

$80 

3,000 

$106 

SW 

$89" 

$80" 

$91" 

5,000 

J170 

sisr 

$130" 

$106" 

$113" 

"GetonlNSlANTROI 

PRODUCTIVITY  ROI 

Speed 

uptoSppm 

upftolSpfam: 
OS  fast 

upto25ppni: 
Pnnis  3  times 
as  fast 

up  Id  35  ppm: 
Prints  4.5  limes 
(osier 

uplo45ppfn: 
Prints  5.5  limes 

foster 

Memory 

1-5MB 

32-96MB 

48-3a4M8 

6il-416MB 

80-41 6MB 

Paper  capacity 

200  sheets 

2S0s)>ee«s 

35O-a50  sheets 

600-2/iOO  sheets 

600-2,600  sheels 

Monthly  duty  cycle 

20.000 

10,000 

50,000 

150,000 

200,000 

Print  resolution 

300  dpi 

1200  dpi 

1200  dpi 

1200 (^ 

1200  dpi 

Other 

Ge«4HcT>es 
ihe  functiooolity. 

Robust 

Robust 
networking 

Robust 
r>etworVing 

fVint,  cop/, 
scan,  fox. 

• 

management 
capabilities. 

manogefTtenI 
copobilities. 

management 
capabilities. 

HI^IHil 

C^il 


invent 


3ve  even  more  with  rebates  from  $50  to  $2,000 

over  40  different  models  of  HP  printing  and  digital  imaging  products. 


r  more  information  or  to  find  a  reseller  near  you,  call  1-866-625-1174 
visit  www.hp.com/go/getmore. 


3t  lease  rale,  assuntig  lessee  does  not  etenxe  a  fair  rnatket  value  punrttase  optnn  at  l^e  en^ 
s  payable  t)y  lessee  cOier  than  rent  payments  (su:^  as  taxes,  fees  and  stiipprig  ctiarges)  Lease  p(0(Uls  avai^ 
pply  Vis*  vww.tip.cotTi/gQ/hpfRnancialServices  a  call  888-277-5942  and  ask 

cal  usage  patterns  and  internal  testing  only  using  HP  Internal  standards  for  cost  o(  ownerehp.  There  are  currently  rx)  indus^ 
'emis  and  conditions  and  to  learn  more  about  printer  (tt)l  and  the  calculations  shown  In  the  ctiart  above.  HP/HPFSC  reserves  the  ngfit  to  cfwige  or  cancel  these  programs  at  any  time  without  notice  ©2003  Hewlett-Pacfafd  Development  Company,  LP 


SciTech  Develooments  to  Watch 


BY  CATHERINE  ARNST 


The  latest  advances  against  cancer  were  presented 
Sept.  21-25  at  the  European  Cancer  Conference  in  Copenhagen, 
where  updates  were  presented  on  cHnical  trials  and  basic 
research.  Here  are  several  of  the  noteworthy  findings. 


BIOTECH 


INNOVATIONS 


Patterns 
In  the  genes 

»ln  the  first  study  to  show 
such  a  link,  researchers  found 
that  women  whose  children 
develop  cancerous  tumors  by 
the  age  of  5  have  double  the 
risk  of  developing  breast 
cancer  in  the  first  10  years 
afterthe  birth.  A  research 
team  led  by  Dr.  Dong  Pang  at 
Britain's  Royal  Manchester 
Children's  Hospital  said  such 
mothers  are  at  even  higher 
risk  if  the  child  is  a  boy.  The 
link  only  showed  up  for 
children  with  solid  tumors, 
not  those  with  blood  diseases 
such  as  leukemia.  Pang  said 
abnormal  hormone  levels  in 


the  mother  during  pregnancy 
and  a  disruption  of  tumor 
suppressor  genes  could  be 
the  cause. 

» In  a  study  of  41  breast 
cancer  patients  treated  with 
radiotherapy,  Danish 
researchers  have  identified 
specific  ^nations  in  four 
genes  that  correlate  with 
different  types  of  radiation 
damage.  Dr.  Nicolaj 
Andreassen  of  Aarhus 
Universi^y  Hospital  said  the 
discovery  could  help  predict 
how  patients'  cancers  might 
respond  to  the  treatments. 


HORMONES 


WHY  DID  PROSTATE  CANCER 
DEATH  RATES  FALL? 


THE  OVERALL  U.S.  cancer  death 
rate  has  barely  budged  in  the 
past  two  decades,  but  there  is 
a  shining  exception:  prostate 
cancer.  After  slowly  rising 
during  the  1970s  and  '80s, 
prostate  cancer  deaths  fell  by 
one-third  in  the  '90s  for  men 
age  50  to  74. 

A  new  analysis  of  existing 
clinical-trial  data  attributes 
part  of  the  improving  oudook 
to  early  detection  and  prompt 
surgery,  but  mostly  credits 
follow-up  hormone  therapy. 
"Hormonal  treatment  as  a 
whole  works  ridiculously 
well,"  said  Sir  Richard  Peto, 
professor  of  medical  statistics 
at  Oxford  University. 
Prostate  cancer  is  usually 
treated  with  surgery  or 
radiation,  but  a  few  cancer 


VACCINES 

HARNESSING 
HEAT SHOCK 
PROTEINS 

PROMISING  EARLY  results  were 
presented  at  the  conference 
for  a  novel  cancer  vaccine 
that  makes  use  of  so-called 
heat  shock  proteins.  These 
proteins  help  repair  damage 
to  the  cell  caused  by  stress— 
an  unwanted  survival 
mechanism  in  cancer  cells. 

Antigenlcs'  Oncophage 
vaccine  is  created  from  heat 
shock  proteins  taken  from  a 
cancer  victim's  own  tumor. 
When  injected,  the  vaccine  is 
meant  to  prompt  the  immune 
system  to  attack  cancer  cells 


cells  may  remain  and  cause 
an  often-fatal  recurrence. 
Since  the  mid-'80s, 
oncologists  have  increasingly 
followed  up  with  either 
siu-gical  removal  of  the  testes, 
or  v^th  newer  anti-hormone 
drugs.  Peto  said  that  74%  of 
men  who  received  hormone 
therapy  were  still  ahve  10 
years  later,  compared  with 
62%  of  those  who  did  not. 


containing  those  same 
proteins.  In  a  Phase  1  trial, 
the  vaccine  was  given  shordy 
after  surgery  to  10  patients 
with  pancreatic  cancer.  This 
is  a  particularly  deadly 
disease,  with  an  average 
survival  time  following 
surgery  of  14.5  months.  Dr. 
Robert  G.  Maki  of  Memorial 
Sloan-Kettering  Cancer  Center 
in  New  York  reported  that 
two  of  the  10  patients 
were  ahve  and  disease- 
free  after  more  than  two 
years,  and  one  was  still 
alive  and  disease-free 
after  five  years.  He 
cautioned  that  larger 
studies  are  needed  to 
learn  if  it  would  be  possible 
to  treat  all  pancreatic  patients 
with  the  vaccine. 


DRUGS  THAT 
ARE GOOD  AT 
MULTITASKINI 


STUDIES  OF  A  NEW  generatioi 
of  targeted  therapies 
dominated  the  2003 
European  Cancer 
Conference.  These  drugs 
home  in  on  a  particvdar 
cancer-enabling  mechanis 
fovmd  in  a  variety  of  differeij 
tumors.  Thus  Erbitux, 
developed  by  ImClone 
Systems,  has  primarily  beei 
tested  against  colon  cancer, 
but  a  European  study 
indicates  it  may  also  be 
efiective  against  limg  cance^ 
A  team  led  by  Dr.  Rafael 
Rosell  of  Hospital  Germans 
Trias  i  Pujol  in  Barcelona 
tested  85  lung  cancer 
patients,  all  with  tumors  th 
expressed  high  levels  of  a 
growth-inducing  protein 
blocked  by  Erbitux.  Over  15 
weeks,  43  of  the  patients 
received  chemotherapy,  wl 
42  were  given  chemo  plus 
weekly  injection  of  Erbitux. 
Rosell  reported  that  the 
disease  was  reduced  or 
stabilized  in  58.4%  of  the 
patients  receiving  Erbitux, 
compared  with  29.7%  of 
those  on  chemo  alone.  "Thi 
combination  therapy  looks 
very  promising"  as  an  initia 
treatment,  he  said. 
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Here's  the  key  that  can't  be 
copied,  lost  or  stolen. 


'*f  Security  &  Safely 

Proven  Source.  Proven  Solutions. 


IP's  Recognition  Systenns'  HandKey'  HandReader  is  the  proven,  cost-effective 
biometric  that  outdates  all  other  access  control  systems.  In  less  than  a  second, 
the  HandReader  measures  the  unique  shape  of  a  user's  hand,  providing 
positive  identification  and  unparalleled  accuracy  to  grant  or  deny  access. 
IR's  Recognition  Systems  biometric  HandReaders  protect  thousands  of 
high-security  facilities  like  San  Francisco  International  Airport  and  U.S. 
nuclear  power  plants. 

IR  Security  &  Safety,  known  for  more  than  75  years  for  its  leading  brands,  is  the 
only  company  that  offers  the  full  spectrum  of  key  management,  from  mechanical 
and  patented  key  systems  to  electronic  key  control,  biometrics  and  software 
network  integration. 


(m/ Recognition  Systems"" 


An^^lngersollfland  business 


To  leam  more  about  IR  Security  &  Safety  solutions,  visit  irsecurityandsafety.com 
or  call  1-877-840-3621  to  contact  one  of  our  22  Security  &  Safety  Consultant^  offices. 
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MAKING  HIS  MARK 

Irntnelfs  ifiiti<itive 
IS  n  rultural  shift 
from  tfip  GE  of  old 


Will  Jeff  Immelt's  New  Push 
Pay  Off  for  GE? 

The  giant  is  gambling  that  helping  customers  beyond 
the  call  ofdutywill  reboot  growth.  BY  DIANE  BRADY 
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NOT  LONG  AGO,  KATH- 
erine  A.  Findlay  of 
Southwest  Airlines  Inc. 
noticed  a  change  in 
the  hard-charging  folks 
from  General  Electric 
Co.  Along  with  aggres- 
sively selling  and  servicing  her  jet  en- 
gines, they  suddenly  wanted  to  help  Lie 
overall  business.  "They  started  asking: 
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'How  can  we  help  you  be  more  efficient 
and  cost-efFective?'"  says  Findlay,  who 
handles  finance  and  contracts  in  South- 
west's  maintenance  vmit. 

But  when  GE  offered  to  send  over  a 
"black-belt"  specialist  from  its  Six  Sigma 
quality  program  to  work  for  several 
months  at  no  cost  on  a  problem  that  had 
nothing  to  do  with  GE  products,  South- 
west balked.  Who  wants  to  share  private 


tr 
information  about  one  suppher  with  aip. 
other?  And  few  at  the  airline  had  time  fi 
the  rigid,  almost  reUgious  dogma  associa  (c 
ed  with  Six  Sigma.  Much  as  they  liked  G 
that  kind  of  thing  didn't  fit  Southwest 
swashbuckling  culture.  "We  try  to  havejl^ 
Uttie  more  comic  relief,"  says  Findlay,  wl 
boasts  that  she  doesn't  own  a  blue  suit. 
Even  so,  in  mid-2000.  Southwest  exe 
utives  relented  and  allowed  Lori  L.  Kre 


i  Aircraft  Engines  to  come  in  to  help 
problems  with  a  component  made 
lother  company.  While  the  problem 
't  compromise  safety,  it  was  a  nag- 
headache.  Although  Kress  was  taken 
k  by  Southwesfs  balloons  in  the 
place,  executives  in  shorts,  and  a  wel- 
?-aboard  hug  from  Chief  Operating 
er  James  C.  Wimberly,  she  helped  fig- 
ut  and  fix  the  problem.  The  part  went 
having  10  failures  over  the  previous 
months  to  none— and  Kress  helped 
duce  Six  Sigma  concepts.  "Lori  even 
;ht  us  a  sandwich  or  two,"  says  Find- 
vhose  airUne  has  since  let  dozens  of 
•  GE  folks  work  on  projects,  including 
cial  analysis  and  invoice  flows, 
hile  Southwest  execs  are  still  more 
'  to  chat  about  their  weekends  than 
ull  diagrams,  they  claim  to  have  a 
appreciation  for  GE.  Says  Kress,  a  pi- 
r  in  what  ballooned  to  10,000  simi- 
rojects  last  year:  "The  more  success- 
our  customers  are,  the 
jssfiil  we  will  be." 


more 


KING  UP  THE  BEAST 

fS  CLEARLY  THE  BET  of  Chairman 
CEOjefirey  R.  Immelt.  Since  he  as- 
ed  to  GE's  top  job  two  years  ago,  Im- 
has  tried  to  turn  the  $132  billion  giant 
a  truly  customer-focused  organiza- 
in  part  by  sharing  its  best  practices, 
the  revolution  dubbed  "At  the  Cus- 
r.  For  the  Customer"— or  ACFC,  in  GE 
—isn't  just  frizzy  feel-good  rhetoric. 
(Bit's  push  is  changing  how  GE  oper- 
including  how  its  different  units  in- 
t  and  how  its  profit-driven  salespeople 
measured.  These  days,  everyone  must 
vev  up  the  line  exactiy  what  they've 
i  for  customers  lately.  Think  of  how 
rman  John  F.  "Jack"  Welch  shook  up 


lie  GE  Way 

imelt  hopes  to  improve  customers'  fortunes-and  win  their 
/alty-by  transferring  to  them  some  key  GE  concepts: 


Data:  General  Dectnc  Co. 


the  ranks  with  initiatives 
such  as  Six  Sigma  or  Work- 
Out,  which  got  employees 
from  all  levels  involved  in 
decisions.  While  Immelt 
himself  won't  quantify  the 
cost  or  payoff"  of  his  push  so 
far,  he  points  to  thousands 
of  projects  worldwide  and 
says  that  up  to  40%  of 
clients  already  want  to  be 
on  board.  As  he  puts  it: 
"There  is  not  one  person  in 
GE  who  is  not  going  to 
know  how  to  do  this." 

The  test  is  what  all  this 
love  is  going  to  do  for  the  ■ 

company.  With  GE  struggling  to  grow— 
its  earnings  fell  14%  in  the  second  quarter 
of  2003,  to  $3.8  billion,  on  flat  sales— Im- 
melt has  to  do  something  to  shake  up  the 
beast.  The  logic  is  simple:  In  an  age  when 
products  can  fast  become  commodities 
and  service  contracts  go  to  the  lowest  bid- 
der, companies  are  desperate  to  differen- 
tiate themselves  and  add  more  value  in 
serving  their  customers.  So  why  not 
make  yourself  indispensable  by  bringing 
your  best  people,  resources,  and  skills  to 
bear  on  customers'  problems?  As  analyst 
Nicole  M.  Parent  of  Banc  of  America  Se- 
curities argues:  "Most  companies  don't 
have  the  culture,  the  resources,  or  the 
processes  to  offer  this  kind  of  thing." 

True,  but  GE  is  operating  in  some  slow- 
growth  industries  where  it  may  be  tough 
to  grab  more  market  share.  And  it's  hardly 
the  only  company  reaching  out  to  cus- 
tomers. Rival  United  Technologies  Corp. 
says  it,  too,  is  trying  to  share  its  best  prac- 
tices with  customers.  Meanwhile,  Cardinal 
Health  Inc.  credits  its  customer  focus  with 
pushing  the  company  to  move  beyond 


THE  STATS 


40% 

Share  of 
customers  who 
want  GE's  quality 
and  productivity 
initiatives  in  their 
workplace 


JVCK  BELTS  FOR  ALL! 

)erts  share  secrets  about  productivity- 
lancing  innovations  such  as  the  massive 
Sigma  quality  initiative,  vi^hich  has  become 
gion  within  GE. 


^INTRUST 

'  stomers  can  tap  into  a  ton  of  data,  such  as 
irket  information  and  basic  research, 
lerated  by  GE  units. 


CULTURE  FOR  SALE 

GE  offers  training  in  its  trademarl< 
management  techniques-everything  from 
empow^ering  the  little  guy  through  "Work-Out" 
to  creating  a  "learning  culture."  And  don't 
forget  to  boot  out  that  bottom  10%. 

GOING  GLOBAL 

GE  is  sharing  its  global  expertise,  including 
free  chitchats  about  China  or  connections  in 
outsourcing  service  to  India. 


drug  distribution  into 
recordkeeping,  managing 
drug  dispensing,  and  even 
customizing  medical-sup- 
ply kits  for  surgeons.  "Our 
goal  is  to  be  an  essential 
partner  with  our  customers 
and  help  them  solve  their 
most  pressing  issues,"  says 
Chairman  and  CEO  Robert 
D.  Walter.  Cardinal's  armu- 
al  earnings  have  grown  in 
the  past  10  years  to  $2  bil- 
lion from  $47  miUion. 

Companies  from  IBM  to 
beleaguered  Xerox  Corp. 
^^^^^^m  have  also  tried  to  turn 
their  expertise  into  new  services  that  en- 
hance their  mojo  in  the  market.  Even 
Hewlett-Packard  Co.  is  hawking  its 
prowess  as  a  consolidator  and  rabid  cost- 
cutter  based  on  its  two-year  experience  in 
merging  with  Compaq. 

Still,  few  companies  have  a  history  of 
driving  management  initiatives  into  the 
bones  of  every  employee  the  way  GE  does. 
And  few  are  as  copied  when  those  initia- 
tives pay  off".  That  doesn't  mean  persuad- 
ing GE  troops  to  become  customer  advo- 
cates has  been  easy.  For  one  thing,  these 
are  people  whose  bonuses  and  careers 
have  been  tied  to  how  much  they  sell,  not 
how  much  they  help  their  fellow  man. 

INTERNAL  RESISTANCE 

IMMELT  SAYS  THAT  improving  cus- 
tomer productivity  is  now  a  critical  part  of 
performance  evaJuations.  But  even  he 
concedes  that  there  has  been  some  resist- 
ance to  offering  any  help  that  doesn't  im- 
mediately boost  GE's  bottom  line.  "The 
guys  in  our  financial-services  salesforce 
kind  of  said:  'You've  got  to  be  [kidding] 
me.  Six  Sigma?'"  he  recalls.  "It's  taken 
me  a  couple  of  years  to  say:  This  is  your 
day  job,  and  it  can  help  you  grow  faster 
and  it  can  make  you  more  money.' " 

Making  money,  after  all,  is  what  this  is 
all  about.  The  bulk  of  GE's  initiatives  fo- 
cus on  companies  that  matter  and  proj- 
ects that  can  be  directiy  measured  in 
terms  of  fewer  breakdowns  or  higher  cus- 
tomer profits.  Shareholders  such  as 
Michael  Holland  of  New  York  investment 
firm  Holland  &  Co.  aren't  worried  about 
the  investment  of  GE's  time  and  people. 
"There  are  some  incredibly  useful  things 
that  Jack  left  behind  that  can  be  packaged 
to  help  customers,"  he  says.  "And  I  bet 
if  s  all  priced  in." 

Tapping  into  the  knowledge  base  of  GE 
is  a  negotiating  tool  or  benefit  of  doing 
business,  not  an  end  in  itself  Bringing  cus- 
tomers to  GE's  research  and  development 
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centers  or  famed  txaining  facilities  in 
Crotonville,  for  example,  is  meant  to  im- 
prove productivity,  not  provide  free  field 
trips.  "We  have  to  make  sure  they  under- 
stand it  has  value  to  them,"  says  J.  Jeffrey 
Schaper,  GE's  chief  commercial  oJ0Bcer. 
"We  are  not  the  world's  most  philanthrop- 
ic company." 

Nor,  lately,  has  it  been  the  w^orld's 
most  profitable.  Despite  a  leadership  po- 
sition in  most  of  its  businesses,  GE  didn't 
crack  the  double-digit  earnings-growth 
bar  last  year,  growing  7%,  to  $15.1  biUion, 
while  revenues  inched  up  just  5%,  to 
$131.7  billion.  This  year  has  been  worse. 
Raising  prices  on  products  and  services 
simply  isn't  an  option  for 
many  companies.  Cus- 
tomers are  too  sophisticat- 
ed, and  competition  is  too 
great.  The  answer,  says 
Adrian  Slywotzky  of  Mer- 
cer Management  Consul- 
ting Inc.,  is  to  grab  extra 
share  in  slow-growth  busi- 
nesses, such  as  jet  en- 
gines, plastics,  or  power 
turbines,  by  enhancing 
one's  value  to  customers. 
"Ifs  not  enough  to  be 
customer-centric,"  says 
Slywotzky.  'You  need  to 
become  sophisticated 
about  your  customers'  ac- 


THE  STATS 


80% 

Share  of  GE 
diagnostic  and 
imaging 
equipment  in 
Tampa's  new 
heart-care  hospital 


Data:  Centra,  "ilectnc  to 


tivities  and  internal  processes." 
Few  CEOs  vmderstand  that 
like  Immelt.  The  former  Dart- 
mouth College  football  lineman 
and  fraternity  president  grew 
up  in  sales,  having  jiunped 
from  Procter  &  Gamble  Co.  to  GE's  mar- 
keting department  after  graduating  from 
Harvard  Business  School.  He  tested  those 
customer  skills  through  stints  at  GE  Plas- 
tics during  a  price  collapse,  GE  Appliances 
amid  a  massive  product  recall,  and,  most 
notably,  in  GE  Medical  Systems,  where  he 
first  pushed  the  notion  of  tapping  the  cor- 
poration's resources  to  give  customers 
more  bang  for  their  buck.  During  his 
teniue  from  1997  to  2000, 
Immelt  increased  the  serv- 
ice portion  of  the  medical 
business  from  25%  to  42% 
of  revenues  and  increased 
profits  threefold.  That 
helped  him  develop  a  repu- 
tation as  someone  who 
could  think  big  and  deliver 
the  niunbers— skills  that 
were  instrumental  in  the 
board's  decision  to  name 
him  CEO  in  late  1999. 

Not  surprisingly,  GE 
Medical  has  been  a  show- 
case for  the  customer-cen- 
tric approach.  Take  Univer- 
sity   Community    Health 


MEnANDGRBET 

Immelt  surprises 
customers  with  his 
level  of  involvement 


System  in  Tampa,  which  I 
long  bought  medical  equ 
ment  from  GE.  When  the  • 
ganization  decided  to  buil 
state-of-the-art  heart  hos 
tal  and  research  center  1 
year,  GE  joined  in  the  bidding  with  soi 
extra  enticements.  Not  only  did  GE  ex« 
offer  the  usual  equipment  and  servic 
they  helped  build  a  system  aroimd  te 
nology  GE  is  developing  that  isn't  even 
the  market  yet.  Hospital  execs  also  got 
vice  on  leadership  development,  woi 
place  design,  and  coordination  with  o 
units  of  GE  to  help  build  the  facility. 

STRATEGIC  PARTNERSHIP 

THE  PAYOFF  FOR  GE?  It  vdll  supply 
the  new  hospital's  clinical  informa 
technology  and  over  80%  of  its  diagno 
and  imaging  gear.  The  contract  will 
run  up  to  seven  years,  vs.  the  usual  one 
five  years  for  normal  pacts.  Other  biddi 
didn't  come  close  in  trying  to  forgel 
strategic  partnership,  says  COO  Brigi| 
Shaw,  adding:  "We  don't  have  the  ii 
lectual  capital  and  resources  to  make 
happen  on  our  own." 

It  wasn't  so  long  ago  that  GE  was  It 
endary  for  a  different  kind  of  eth 
University  of  Michigan  professor  a 
sometime  GE  consultant  Noel  Tichy  no' 
that  in  the  mid-'80s,  GE  was  knovm  ' 
being  "ass  to  the  customer,  face  to  1 
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revolutio 


It's  a  revolution  that's  already  delivering  higher  performance,  more  value, 
and  lower  IT  costs  to  75  percent  of  the  Global  2000. 

It's  making  it  easier  to  meet  business  goals — not  to  mention  IT  budgets. 

It's  making  it  easier  to  optimize  the  apps  your  people  and  customers 
use  everyday. 

It's  about  fixing  IT. 

It's  the  Business  Technology  Optimization  revolution. 

So  you  have  two  choices. 

You  can  wait  until  the  flag  shows  up  at  your  door,  or  you  can  join  the  revolution 
at  www.mercuryinteractive.com/bw 

Get  Optimized'." 


V|%y|"    MERCURY 
il^A.  INTER  ACT  I 


VE 


©  2003  Mercury  Interactive  Corporalk>n  Mercury  Interactive,  Gel  Optimized,  and  the  Mercury  Interactive  logo  are  tra<*emarks  or  registered  trademarVs  o*  Mercury  Interactive  Corporatton  in  the  United  Stales  and/ot  select  foreign  counlnes 


CorDoration  Strategies 


CEO."  While  Welch  himself  was  a  top 
salesman,  having  essentially  created  a 
market  in  what  seemed  to  be  the  dying 
plastics  industry  when  he  led  that  GE  unit, 
the  company  seemed  to  focus  as  much  on 
itself  as  it  did  on  customers  during  his 
tenure.  First  was  the  brutal  restructuring 
of  the  1980s,  in  which  GE's  workforce  was 
almost  halved  from  its  original  402,000. 
Then  came  such  initiatives  as  Work-Out, 
Change  Acceleration  Process  for  manag- 
ing change,  and  Six  Sigma.  While  all  ulti- 
mately had  an  impact  on  customers,  they 
dealt  mainly  with  the  way  GE  got  things 
done.  The  company  became  renowned  as  a 
management  laboratory  and  a  money- 
making  machine. 

In  some  ways,  GE's  size  and  reputation 
present  a  challenge  to  the  success  of  Im- 
melfs  push.  Nobody  is  more  infatuated 
with  what  GE  has  to  offer  than  the  folks 
who  work  there— and  that  can  breed  a  bit 
of  smugness.  It's  hard  to  really  listen  to  the 
customer  when  you're  the  one  with  the 
world-famous  expertise,  and  you're  used  to 
working  on  your  ovm  timetable.  Jim 


Current,  one  of  about  200  young  execu- 
tives picked  each  year  for  the  new  com- 
mercial-leadership program,  had  to  tell  his 
bosses  at  GE  to  back  oflF  on  closing  one 
project  because  the  customer  didn't  feel  it 
was  finished.  "I  had  to  push  back  at  GE," 
says  Current,  soimding  a  litde  surprised  by 
his  own  chutzpah.  Chief  Marketing  Officer 
Beth  Comstock,  who  is  running  the  lead- 
ership program  as  well  as  a  more  integrat- 
ed marketing  effort,  notes  that  the 
challenge  is  to  "cus- 
tomerize  GE,  not  GE-ize 
our  customer." 

After  all,  some  of  those 
customers  already  see 
more  than  enough  of  GE. 
If  you  have  a  quality-con- 
trol program,  for  exam- 
ple, who  needs  a  bunch  of 
GE  black  belts  running 
around?  Plus,  no  cus- 
tomer wants  to  get  in  bed 
with  just  one  suppUer. 
John  M.  Samuels  has  felt 
the  ftill  brunt  of  GE's  new 


WON  OVER  At 

first,  Southwest 
Airlines'  Findlay 
resisted  GE's  offer 
of  in-depth  help 


THE  STATS 


-14% 


GE's  second-quarter 
earnings  drop-one 
reason  it  needs  to  add 
value  for  customers 


customer  push 
senior  vice-presic 
for  operations,  p 
ning,  and  supj, 
at  Norfolk  South 
Corp.  Samuels 
predates  GE's  v. 
able  training  and  was  taken  aback  by 
time  that  was  devoted  to  the  railroac 
Immelt  himself  But  while  GE's  help 
programs  such  as  Six  Sigma  has  imp: 
his  profitability,  Samuels  says,  the  real 
remains  whether  GE  can  "main 
quality  product  at  a  competitive  prii 
What's  more,  he  adds:  "GE  would  d 
love  to  be  our  only  supplier,  and  that  is 
going  to  happen." 

HARD-PRESSED  CUSTOMERS 

MEANWHILE,  IT  CAN  BE  tOUgh  forJ 
employees  to  generate  enthusiasm] 
helping    customers   when   their 
house  is  burning.  Henry  A.  "Hs 
Reeves,  for  example,  is  president  of  | 
Plastics  Americas  at  a  time  wher 
grovmig  portion  of  plastics  manufac 
ing  is  shifting  to  spots  such  as  CI 
"My  core  processing  customers  are 
sentially  dying,"  he  says.  For  his  peo|l 
being  customer-centric  can  mean  hej 
ing  his  ovvTi  customers  relocate  to  anc 
er  part  of  the  world  where,  he  hopes,  ( 
er  parts  of  GE  can  get  the  business.  S'j 
his  hard-pressed  customers  aren't  as  | 
ceptive  to  GE's  help  as  they  were  in 
previous  job  at  GE  Mortgage  Insvu-a 
They're  just  trying  to  survive. 

If  Immelfs  baby  Uves  up  to  its  hj 
the  push  could  lead  to  less  business 
some  cases.  Take   GE   Fleet  Servic 
which  brought  some  of  its  best  practid 
to  a  large  utility  customer  and  foxmcj 
had  hundreds  of  excess  trucks  on  i| 
road.  GE  whittied  the  number  from  9,C 
to   8,000— saving  millions  of  doUaj 
some  of  which  would  have  gone  to  (| 
"We  used  to  try  to  get  as  many  cars 
trucks  out  there  as  possible,"  says  ul 
CEO  Kathy  V.  Marinello.  "But  the  focui| 
now   on   how   do 
make  them  succeed."! 
Good   question.   1 1 
GE,  of  course,  the  larjl 
question     is     whetll 
pouring  a  lot  more 
sources  into  customtj 
will  pay  off"  for  GE's  h\ 
tomline.  ■ 


Oali:  General  Electnc  Co 


For  an  interview  with  GE| 
CEO  Jeff  Immelt,  go  to 
www.businessweek.coml 
magazine/extra. htm 
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YOU'RE  LOOKING  AT  THE 

MOST  POWERFUL  ECONOMIC 

FORCE  IN  THE  COUNTRY: 

THE  AMERICAN  DREAM. 


And  who  dreams  this  dreainV  The  hai^dworkino-  and  trusted  American  homeowner. 
Through  strong,  disciphned  management  we  have  staved  focused  on  the  homeowner  from  the 
beginning.  In  fact,  this  is  the  core  of  our  business,  ^\e've  helped  put  more  than  50  milhon 
.American  famihes  into  homes  of  their  own.  This  in  turn  has  given  us  16  vears  of  "Strong- financial 
performance.  We  e.xpect  there  will  be  30  million  new  Americans  bv  2010.  .And  when  thev 
dream  of  owning  a  home,  we  11  be  there.  Because  as  the  .American  Dream  grows,  so  do  we. 


NYSE:FNM 


S  FannieMae 


The  Corooration  Performance 


Keep  the  Customer 
Satisfied 

That's  the  lesson  of  our  midyear  update 
of  the  Top  50  corporate  performers 


HE  TEST  FOR  SMART 
management  isn't  that  it 
doesn't  make  mistakes. 
It's  whether  it  knows  how 
to  fix  them.  In  2001,  con- 
sumer-electronics giant 
Best  Buy  Co.  paid  $685 
million  for  the  Musicland  chain.  This 
June,  after  watching  more  and  more  con- 
sumers defect  to  free  downloaded  music, 
Best  Buy  threw  in  the  towel.  Conceding 
that  the  synergies  it  saw  between  music 
stores  and  its  core  business  of  selling  au- 
dio systems,  DVD  players,  and  TVs  had 
not  materialized,  Best  Buy  sold 
Musicland  to  a  private  investment  firm 
for  no  net  cash. 

"RETAIL  IS  DETAIL" 

A  DISASTER?  NOT  BY  a  long  shot.  Now 
free  to  focus  on  its  core  retail  business, 
Best  Buy  kept  right  on  winning  market 
share  from  troubled  rivals  like  Circuit 
City  Stores  Inc.  by  keeping  customers 
happy.  "The  cliche  is  'retail  is  detail,'  and 
Best  Buy  does  thousands  of  things 
right,"  says  JeflFeries  &  Co.  analyst  Don 
Trott.  Best  Buy,  for  instance,  was  one  of 
the  first  big  electronics  retailers  to  devote 
significant  floor  space  to 
traffrc-driving  CDs  and  elec- 
tronic-game software.  It 
generated  75%  higher  oper- 
ating income  in  the  quarter 
ended  Aug.  30,  compared 
with  a  year  earlier,  and 
strong  5%  gains  in  same- 
store  sales  so  far  this  year. 
Investors  were  rewarded 
with  a  total  return  of  68.3% 
from  Mar.  19  to  Sept.  12. 
That  was  the  best  of  any 
company  on  our  Business- 
Week 50  Ust  of  top  perform- 
ers over  the  past  six  months. 
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(Best  Buy  was  added  to  the  BW50  in 
April,  after  Pharmacia  Corp.  was  ac- 
quired by  Pfizer  Corp.) 

That  kind  of  strong  consumer  focus 
was  evident  for  many  of  the  top  BW50 
companies  at  the  midyear 
mark.  Electronic  Arts  Inc. 
returned  52.6%  over  six 
months,  cranking  out 
video  games.  Analysts  say 
that  its  strategy  of  licens- 
ing marquee  names,  such 
as  football  pundit  John 
Madden  and  Harry  Potter, 
could  boost  fourth- quar- 
ter earnings  to  almost  as  much  as  it 
earned  in  all  of  fiscal  2002.  Another 
BW50  company,  Pulte  Homes,  generated 
a  31.3%  shareholder  return  by  riding  the 
housing  boom,  especially  homes  geared 
to  older  but  still  active  buyers.  In  fact,  the 
consumer  discretionary  sector  returned 
22.6%,  making  it  the  third-strongest  cat- 
egory—behind information  technology 
and  materials— in  the  Standard  &  Poor's 
500-stock  index. 

The  S&P  500  is  the  pool  from  which  we 
pluck  the  BW50  each  spring.  Companies 
are  ranked  on  growth  of  sales  and  earn- 
ings, and  shareholder  returns  over  one 
and  three  years,  and  year-to-year  growth 
in  net  profit  margins  and  return  on  equi- 


ty. The  result  is  essentially  a  growth  1 
But  because  the  three-year  period  t 
time  took  in  the  dot-com  downturn, 
2003  BW50  was  light  on  technology  cc 
panics.  That  explains  why  the  BW50  s 
group  underperformed  indexes  wh 
better  captured  this  year's  runup  in  tt 
stocks:  The  BW50  returned  only  12.59t 
the  six  months,  vs.  17.5%  for  the  S&P 
and  33%  for  the  Nasdaq. 

COMATOSE  BARBIE 

IT  DIDN'T  HELP  that  some  of  the  c 
panics  that  replaced  the  tech  stars 
into  their  own  holes.  Bringing  up  the 
in  terms  of  stock  returns  was  Mattel 
whose  shareholders  suffered  a  10%  I 
The  toymaker's  turnaround  appe 
have  stalled.  CEO  Robert  A.  Eel 
launched  new  toys  like  the  hip-i 
Flavas  dolls.  But  that  can't  make  up 
the  fact  that  little  girls  just  don't  I 
Mattel's  core  Barbie  like  they  used 
Says  Brean  Murray  Research  anali 
Margaret  Whitfield: " 
bie  remains  comatose.'] 

Drugmaker  Fo 
Labs  fell  back  from 
high,  returning  -5. 
And  insurer  Aflac  Inc. 
its  trademark  duck 
died  m  with  a  -4.7% 
turn.  While  Aflac's  \ 
Japanese  business  is 
strong,  investors  worry  about  flag; 
U.S.  sales  growth.  In  fact,  the  compi 
says  it  expects  no  growth  in  dome: 
new-premium  income  in  the  fourth  qi 
ter.  To  help  turn  things  around,  Aflac 
named  a  new  U.S.  head  of  sales. 

The  BW50  was  created  to  idem 
growth  companies  that  are  more  th 
flash   in   the   pan.  That  methodol 
knocked  some  companies  off  the  hst 
are  now  ffying  high  on  Wall  Street, 
rest  of  the  year  will  prove  whether 
will  sustain  that  pace— or  whether  t| 
BW50  can  catch  up.  ■ 

-By  Dean  Foust  in  Atlanta,  with 
Tsao  in  New  York,  Christopher  Palmei 
Los  Angeles,  and  Brian  Grow  in  Ch 
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In  every  field  of  endeavor, 

there  are  the  weak, 
and  there  are  the  strong. 
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iThere  are  the  faint  of  heart, 
sand  there  are  the  relentless.  % 
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and  there  are  the  tigers. 
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Who  are  the  tigers  in  your  industry? 

Would  you  count  your  company  among  them? 

At  a  time  when  most  companies  must  work 
even  harder  to  produce  growth,  Accenture  has 
aligned  all  of  its  knowledge  and  resources  to 
help  you  become,  or  remain,  a  high-performance 
business.  Drawing  upon  vast  experience  with 
leaders  in  every  industry,  we  have  identified 
those  characteristics  that  most  strongly  correlate 
with  high  performance. 

To  learn  more  about  high-performance  business, 
visit  accenture.com.  %qourse,  being  a  tiger 
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The  rise  and  fall  of  the  high-tech  investment  banker  who  was  a^v 
architect  of  Silicon  Valley's  financial  culture  BY  LINDA  HIMELSTHp 
Nobody  knew  it  at  the  time,  but  the  apex  of  the  Internet  rocket  riJ  | 
came  on  the  morning  of  Dec.  9, 1999.  Executives  of  computer  ma]^[ 
VA  Linux  Systems  Inc.  gathered  at  6  a.m.  in  the  trading  offices 
Credit  Suisse  First  Boston  on  the  17th  floor  of  a  San  Franci 
skyscraper  for  the  company^  initial  public  offering.  Among  tho|;| 
assembled  were  Larry  M.  Augustin,  the  chief  executive,  and  his  file 
Linus  Torvalds,  the  inventor  of  the  Linux  operating  system,  wdio  \^ 
dressed  in  his  customary  T-shirt  and  sandals.  Their  three  toddrf 


scampered  around  underfoot  while  the  adults  watched  in 
stunned  silence  as  the  stock  price  jumped  from  30  a  share  to 
more  than  200  within  minutes.  Augustin  nudged  Torvalds  and 
whispered:  "Did  you  ever  think  we'd  be  here?"  At  the  end  of 
trading,  the  company's  shares  were  worth  239.25  apiece,  up 
6975%,  making  it  the  best-ever  first-day  IPO  performance. 

The  person  they  had  to  thank  for  this  heady  experience  was 
Frank  Quattrone,  then  head  of  CSFB's  technology  investment 
banking  business.  During  more  than  two  decades  in  SUicon 
Valley,  the  working-class  kid  from  South  Philadelphia  had  har- 
nessed the  forces  of  capital  and  innovation  to  create  a  money 
machine  that  showered  the  Valley  with  fabulous  fortunes  and 
helped  drive  productivity  growth  in  the  U.S.  economy.  Think  of 
almost  any  household  name  in  technology,  from  Amazon.com 
Inc.  to  Cisco  Systems  Inc.,  and  Quattrone's  fingerprints  were  on 
it— whether  he  helped  the  company  raise  venture  capital,  took 
it  pubhc,  or  advised  its  CEO  on  strategy. 

Quattrone  not  only  stood  at  the  intersection  of  power  and 
wealth  in  the  high-tech  economy  but  was  also  one  of  its  chief  ar- 
chitects. He  put  the  deals  together,  controlled  who  got  in,  and 
helped  hand  out  the  bonanzas.  He  was  both  a  powerbroker  and 
a  rainmaker— a  highly  lucrative  combination.  Over  the  years,  he 


led  hundreds  of  IPOs  and  other  financings,  raising  $65  billioni  ^!vXv 
tech  companies.  But  it  was  the  tech  stock  boom  that  pumped!  IvlXy 
image  up  to  near-mythic  proportions.  The  ultracompetitive  Qti  );>;•;;•' 
trone  and  his  team  led  138  high-tech  IPOs  from  1998  to  20  va>v 
nearly  as  many  as  the  next  two— Goldman  Sachs  &  Co.  and  M  ^. 
gan  Stanley— combined,  according  to  market  researcher  Dealq  vivH; 

Today,  only  the  lawyers  are  getting  rich.  Frank  Quattrone,  !y 
pale  and  puffy- eyed,  occupies  a  chair  at  the  defendant's  tablt  '.i 
U.S.  District  Court  in  lower  Manhattan,  where  his  trial  on  f !  ■ 
eral  obstruction-of-justice  charges  began  on  Sept.  29.  Fede 
authorities  charge  that  he  interfered  vrith  an  investigation  i 
improper  allocation  of  IPO  shares  by  sending  an  e-mail  to  t 
employees  on  Dec.  5, 2000,  urging  them  to  purge  uimecess: 
documents.  He  insists  this  was  an  innocent,  routine  reminr 
of  company  procedures.  To  drive  home  this  point,  Quattroni 
expected  to  take  the  stand  in  his  ovm  defense.  It's  a  risky  sti 
egy.  But  Quattrone,  whose  powers  of  persuasion  helped  li 
scores  of  deals,  is  betting  diat  the  same  personal  touch 
swing  the  jury  to  his  side.  If  he's  convicted,  legal  experts  sa; 
could  serve  one  or  two  years  in  jail. 

Meanwhile,  Quattrone  faces  a  much  broader  inquest  by 
National  Association  of  Securities  Dealers  into  a  whole  rang( 
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alleged  rules  violations,  including  making  improper  IPO  share  al- 
locations and  offering  potential  clients  favorable  analysts'  cover- 
age—charges he  also  denies.  The  nasd  investigation  v^^as  triggered 
by  a  tip  about  stock  allocations  that  surfaced  the  day  of  Quat- 
trone's  triumphant  VA  Linux  IPO.  Roger  B.  Sherman,  the  NASD's 
senior  vice-president  for  enforcement,  testified  at  Quattrone's  tri- 
al. By  the  time  this  process  is  over,  much  of  Quattrone's  profes- 
sional life  wdll  have  been  laid  bare— and  thoroughly  picked  over. 
It  makes  for  a  remarkable  and  sobering  tale.  In  a  two-month 


fauM 
deaf' 


PEBBLE  BEACH 
Quattrone  (right) 
and  friends 


> 


VENTURE  CAPITALISTS 

Quattrone  personally  invested  in  several  venture  capital  firms,  including 
Redpoint  Ventures.  The  relationships  gave  him  rich  returns  and  detailed  info  on 
hot  tech  upstarts  in  the  VCs'  portfolios. 


> 


INVESTING  IN  STARTUPS 

Quattrone  and  his  firm  took  stakes  in  young  tech  companies  such  as  PC  maker 
eMachines  and  software  maker  Interwoven.  The  ties  helped  his  firm  win 
investment  banking  business,  topping  all  others  in  1999. 


> 


SCHMOOZING 

Quattrone  spirited  high-tech  leaders  away  on  weekend  outings,  skiing  in  Utah's 
Deer  Valley  and  golfing  at  Pebble  Beach.  One  time,  legendary  golfer  Gary 
Player  hobnobbed  with  the  guests.  These  friendships  would  pay  off  royally. 


> 


THE  SOFT  SELL 

Quattrone  was  the  master  of  marketing  gimmicks.  He  pitched  Amazon.com  by 
binding  his  presentation  into  a  book,  and  used  a  mule  with  a  bottle  of  wine 
around  its  neck  to  sway  Intraware's  CEO. 


investigation,  BusinessWeek  delved  into  Quattrone's 
empire,  turning  up  details  on  his  v^^eb  of  interwoven 
that  underpirmed  the  Internet  economy— and  the  greed  tha 
ele4  them.  Take  Quattrone's  pay  package.  BusinessWeek 
learned  how  Quattrone  used  his  clout  and  connections  to  i 
a  personal  fortune.  Quattrone's  t^ 
reaped  at  least  one-third  of  all  the 
enues  they  brought  in  above  an  an 
quota,  say  three  sources  familiar  v^itl 
arrangement.  In  1999  alone,  $600  mi 
poured  into  Quattrone's  outpost,  gi 
select  participants  in  his  group  an  • 
mated  take  of  nearly  $150  million, 
next  year,  the  team's  revenues  jumpe 
$1.4  billion,  says  an  ex-CSFBer,  lan( 
them  an  even  fatter  payday.  Quattii 
alone  pocketed  $200  million  bety 
1998  and  2000,  according  to  the  N/ 
Typically,  at  that  time,  top  managing 
rectors  in  investment  banldng  took  ii 
million  to  $10  million,  according  to  i 
mates  from  Wall  Street  compensa 
tracker  McLagan  Partners  Inc. 

Interviews  with  more  than  three  d( 
Quattrone  colleagues,  business  associi 
and  friends  reveal  how  he  pieced  toge 
his  empire.  With  the  blessing  of  his  si 
riors,  he  supervised  the  managers  of 
just  investment  bankers  but  also  stock 
alysts  and  brokers.  He  also  had  budge 
control  of  his  group— power  enjoye< 
virtually  no  other  managers  at  ci 
"The  deal  was  almost  like  a  joint  ven^ 
totally  independent,"  says  Willianj 
Bumham,  a  former  analyst  who  woi 
wdth  Quattrone  at  CSFB. 

That  independence  handed  Quatat 
more  power  and  control  than  anyonei  i 
in  tech  banking.  And  he  used  it.  His  ^ 
gifts  of  IPO  shares  to  potential  cli4f 
which  Quattrone's  defenders  say  wen 
gal,  were  good  for  business.  But  the  | 
drove  a  wedge  between  the  interests  ot 
dividuals  and  their  companies.  And' 
grand  paychecks  for  his  team  made  it  ] 
sible  for  CSFB  to  attract  top  produce 
even  though  critics  say  they  rewai 
bankers  for  the  sheer  nimiber  of  deals 
gardless  of  quality. 


> 


CREDIT  SUISSE  FIRST  BOSTON 

Quattrone's  authority  reached  beyond  investment  bankers,  to  analysts  and 
some  brokers.  The  NASD  charges  that  he  pressed  analysts  for  upbeat  reports 
on  current  and  potential  clients. 


> 


FRIENDS  OF  FRANK 

CSFB's  tech  group  doled  out  shares  in  hot  upcoming  IPOs  to  execs  at  other 
tech  companies,  a  practice  called  "spinning."  They  repaid  this  generosity  with 
banking  business,  alleges  The  NASD,  which  says  spinning  violates  its  gift  rules. 


TACTICS  ON  TRIAL 

WHILE  IT'S  QUATTRONE  who  is  fac 
justice  in  Manhattan,  a  vv^de  swath  of 
icon  Valley  stands  trial  as  well.  Qi 
trone's  banking  tactics,  many  of  whid 
pioneered,  were  adopted  by  other  bai 
ultimately  becoming  business-as-usua 
the  tech  industry.  This  snowball  ef 
helped  create  the  market  mania  of 
late  1990s  and  the  resulting  crash  of  N 
DAQ  stocks  that  cost  investors  more  tl 
$5  trillion.  If  Quattrone  is  found  gu 
the  high-tech  capital  of  the  world  r 
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I'd  rather  have  a 
cleaner  environment, 
but  I  can't  imagine 
me  without  my  car. 


' 


We  shouldn't  have  to  choose.  We  voluntarily 
introduced  cleaner  burning  low-sulfur  fuels,  six 
years  before  E.P.A.  nnandates.  These  fuels  help 
reduce  ozone  pollution  and  are  now  available 
in  over  40  U.S.  cities. 

It's  a  start. 


beyond  petroleum' 


bp.com 
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^^  "Silicon  Valley  has  to  grow 
MM  uj).  We  can  no  longer 
^^  tmnk  we're  this  cute  litde 
outlaw  place  where  we  make  our 
own  rules/'  says  Intuif  s  chairman 

face  increased  pressure  to  overhaul  its  tight-knit  culture. 

Even  in  the  face  of  the  market  collapse,  scandals,  and  greater 
regulatory  scrutiny,  Sihcon  Valley  today  cUngs  to  the  system 
that  made  Quattrone  the  most  pow^erful  high-tech  financier 
ever.  It's  one  that  locks  together  the  interests  of  venture  capi- 
taUsts,  bankers,  lawyers,  and  entrepreneurs,  much  like  Japan's 
keiretsu.  This  sharing  of  information  and  advice  often  improves 
the  performance  of  companies  and  hastens  innovations  to  mar- 
ket. Yet  the  system  creates  conflicts  of  interest.  Even  now, 
lawyers  continue  to  take  equity  and  sit  on  the  boards  of  client 
companies.  Banks  still  invest  in  startups  they  take  public.  And 
tech  executives  still  get  rich  off  the  money  they  sink  into  their 
venture  backer's  funds. 

A  whiff  of  reform  is  in  the  air.  "Sihcon  Valley  has  to  grow  up. 
We  can  no  longer  think  we're  this  cute  htde  outlaw  place  where 
we  make  our  own  rules,"  says  WiUiam  V.  Campbell,  chairman 
of  software  maker  Intuit  Inc.  and  adviser  to  startups.  But  in  the 
oflBces  and  cozy  limch  spots  along  U.S.  highway  101,  there's  also 
an  impulse  to  let  bygones  be  bygones,  and  to  let  Quattrone  off 
the  hook,  too. 

Quattrone  can  still  count  on  an  army  of  friends  and  former 
business  associates  to  come  to  his  defense.  They  contend  he's 
taking  the  fall  for  an  ambiguous  regulatory  system  that  failed  to 
restrain  behavior  that  became  commonplace  as  markets  and  in- 


vestors stampeded  out  of  control.  His  supporters  include 
eran  ventiue  capitalist  C.  Richard  Kramlich,  legendary  h 
tech  investment  banker  Sanford  R.  Robertson,  and  entre 
neur  James  Clark,  a  co-founder  of  Netscape  Communicat 
Corp.,  which  Quattrone  took  pubhc.  "The  whole  thing  is  a  t 
a  witch  hunt,"  says  Clark.  "Frank  has  been  caught 
squeeze  between  people  who  make  a  mark  by  prosecuting! 
pie  and  the  momentum  of  the  times." 

What  drove  Quattrone?  He  decUned  to  comment  for 
ry.  But  interviews  with  those  who  know  him  paint  a  pii 
a  man  who  started  ofFvnth  a  noble  mission:  to  help  buil( 
con  Valley  into  an  economic  powerhouse.  But  when  the  i\ 
kets  crested  so  frothily,  Quattrone  rode  the  wave  faster  an( 
ther  than  anybody  else.  He  became  less  tied  to  the  det; 
deal— and  more  focused  on  landing  the  deal.  He  was 
along  by  a  confluence  of  driving  ambition,  the  potential  ft 
told  riches,  and  the  willingness  of  investors  to  devour 
er  they  were  served. 

AFASaNATIONWnHRISK 

QUATTRONE'S  RELENTLESS  DRIVE  TO  BE  NO.  1  came  1 
on  the  streets  of  Philadelphia.  He  was  inspired  by  his  fal 
an  Italian  immigrant  who  worked  in  a  clothing  factory 
made  ends  meet  by  wallpapering  on  weekends.  Quatti' 
worked  hard,  too,  and  scored  in  the  99th  percentile  natio 
ly  on  a  scholarship  entrance  exam  to  win  entry  into  the 
boys  St.  Joseph's  Preparatory  School  in  inner-city  Philai  *  , 
phia.  One  thing  Quattrone  took  away  from  St.  Joe's  wal  "*^ ' 
intellectual  fascination  with  taking  risks.  In  an  essay 
Homer's  Odyssey,  he  focused  on  the  qualities  that  makt*^ 
strong  leaders.  "The  point  of  his  essay  was  that  real  leaden 
involves  danger  and  the  assumption  of  risk  without  asses.'^f 
the  pain  and  suffering  it  might  cause  the  leader,"  says  H.; 


•  Lm 


OF  FRANK  QUAHRONE 


Quattrone  lived  among  the  Vallej^'s  techies,  where  his  goal  was  to  build  a  vast  network  of  venture  capitalists 
and  entrepreneurs  whom  he  could  rely  on  to  pass  on  scoops  or  to  give  him  the  inside  track  on  landing  the  next  dt 


1981  Quattrone  joins 
Morgan  Stanley's 
corporate  finance 
department  in  San 
Francisco.  By  1986,  he 
heads  the  West  Coast 
Tech  Group,  advising 
Hewlett-Packard, 
Cisco,  and 
Apple. 


1995  In  what  many  mark 
as  the  start  of  the  tech 
frenzy.  Quattrone 
manages  Netscape's  IPO. 

The  stock  surges  150%, 
to  71,  on  its  first  day. 

1996  Quattrone, 
frustrated  by  his  lack  of 
control  at  Morgan,  bolts 
to  launch  Deutsche 
Morgan  Grenfell 
Technology  Group. 

1997  Deutsch's  tech 
group  enters  the  big 
leagues,  and  takes 
Amazon.com  public.  In 

2  years,  it  goes  from  zero 
to  $200  million. 

1998  Quattrone  jolts 
Silicon  Valley  again  by 
moving  his  team  from 


DMG  to  Credit  Suisse 
First  Boston.  Quattrone 
gets  juicy  profit-sharing 

with  CSFB  and  control 
over  tech  hiring. 

1998-2000  As  the 

Internet  craze  rages, 
CSFB  manages  138  tech 
IPOs,  including  VA  Linus 
andTiVo.  From  1998  to 
2001,  Quattrone  earns 
more  than  $200  million. 

2000  As  the  market 
begins  to  tank,  questions 
swirl  around  Quattrone. 
Critics  say  he  used  hot 
IPO  shares  to  buy 
business,  a  practice 
called  "spinning,"  and 
improperly  pressured 
research  analysts  to  write 


positive  reports  about 
companies.  Regulators 
begin  investigating  Wall 
Street,  including  CSFB. 

DEC.  5, 2000  Quattrone 
writes  the  now-infamous 
e-mail  urging  colleagues 
to  purge  unnecessary 
files.  Prosecutors  allege 
that  evidence  in  their  IPO 
probe  is  destroyed  as  a 
result.  Quattrone  denies 
the  charges. 

MAR.  4, 2003 

Quattrone  resigns 
under  pressure  from 
CSFB.  Two  days  later,  the 
NASD  charges 
Quattrone  with  spinning 
and  pressuring  analysts 
for  favorable  reports. 


Quattrone  denies 
wrongdoing. 

APR.  23, 2003 

Quattrone  is  charged  b|J 
New  York  prosecutors  ■ 
with  obstructing  justici 

The  criminal  allegation; 
stem  from  his  Dec.  5, 
2000,  e-mail. 

APR.  28, 2003  CSFB 

agrees  to  pay  $100 
million  to  settle  charges 
related  to  IPOs.  Among 
the  allegations:  that 
CSFB,  under  Quattrone' 
leadership,  improperly 
gave  out  shares  in  hot 
IPOstowinnewbusines 

SEPT.  29, 2003 

Quattrone's  criminal  trii 
begins  in  New  York. 
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Solutions  that  take  cost  out  of  your  business... 
...no  matter  where  your  company  does  business. 


Home  Based 
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Branch  Office 


he  Brother  Advantage 

Comprehensive  selection 
Increased  productivity 
Lower  acquisition  costs 
'■  Reduced  consumable  costs 
24/7/363  support  and  service 
Free  evaluation  program 
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Desktop  Laser  Solutions  Color  User  Solutions 


Mutti-t^unctton  Solutions 
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Network  Printer  Solutions 
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Fax  Solutions 


Brother  Printer,  Fax  and  Multi-Function  Center®  models  — 
designed  to  increase  productivity  while  decreasing  overhead. 

Considering  that  over  94%  of  Fortune  1000  company  employees*  work 
outside  corporate  headquarters,  equipping  them  with  a  cost-effective 
solution  is,  to  say  the  least,  a  major  challenge. 

That's  why  Brother's  Commercial  Division  is  committed  to  providing 
superior  and  reliable  imaging  solutions  that  increase  productivity  while 
reducing  costs.  This  enables  businesses  like  yours  to  effectively  address 
critical  organizational  goals  and  challenges. 

But  it  is  our  product  reliability,  coupled  with  a  responsive  nationwide 
support  and  service  network,  that  has  companies  like  yours  putting 
Brother  at  the  top  of  their  requisition  lists. 

Brother's  Commercial  Division  welcomes  the  opportunity  to  put  our 
resources  to  work  for  you.  Contact  us  today  so  we  can  show  you  how  we 
can  positively  impact  your  bottom  line  while  enhancing  your  performance. 

For  more  information,  call  1-866-455-7713. 

*  Purchase  Influence  in  Larger  American  Businesses  (Erdos  &  Morgan,  2001). 
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^k   Quattrone  can  count  on 
MM  an  army  of  friends  and 
^^  associates  to  come  to  his 

defense.  They  say  he's  taking  the 

fall  for  a  flawed  ^stem 

Bender,  who  taught  him  ancient  Greek.  "I  gave  him  an  A." 
Quattrone  got  a  chance  to  put  his  ideas  to  the  test  when  he 
launched  his  business  career.  Wall  Sireet  considered  SiUcon  Val- 
ley a  backwater  in  1981,  when  he  earned  an  MBA  from  Stanford 
University  Graduate  School  of  Business, 
after  graduating  summa  cum  laude 
from  the  University  of  Permsylvania.  No 
major  investment  bank  saw  a  reason  to 
even  put  an  office  there.  But  Quattrone 
became  obsessed  with  the  Valley's  nas- 
cent tech  industry  and,  against  the  ad- 
vice of  senior  investment  bankers,  decid- 
ed that  this  was  where  he  would  make 
his  mark.  After  landing  a  job  at  Morgan 
Stanley's  branch  office  in  San  Francisco, 
he  worked  tirelessly  to  master  the  tech 
fundamentals— attending  computer  in- 
dustry events,  such  as  the  Comdex  trade 
show.  Later,  he  moved  his  family  to  the 
Valley.  "I'm  sure  people  [on  Wall  Street] 
thought  he  was  out  of  his  mind,"  says 
Roger  B.  McNamee,  a  veteran  tech  in- 
vestor at  buyout  firm  Silver  Lake  Part- 
ners, "ft  was  like  Bob  Dylan  going  elec- 
tric, ft  was  radical  and  beyond  weird." 

Not  only  did  Quattrone  live  among 
the  Valley's  techies,  he  went  native.  His 
goal  was  to  buUd  a  vast  network  of  ven- 
ture capitalists  and  entrepreneurs  he 
could  count  on  to  pass  on  scoops  about 
up-and-coming  companies  or  give  him 
the  inside  track  on  landing  the  next  IPO. 
He  was  a  world-class  schmoozer,  im- 
mediately identifiable  by  his  mop  of 
brown  hair,  crew-neck  sweater,  and 
bushy  mustache.  By  the  time  he  became 
head  of  Morgan  Stanley's  West  Coast 
technology  practice  in  1986,  he  was 
inviting  the  Valley's  players  along  on  ski 
trips  to  Utah's  Deer  Valley  and  golf  out- 
ings at  Pebble  Beach,  Calif 


RIGHT  STUFF 

HE  USED  THE  EVENTS  to  show  the  Sil- 
icon Valley  crowd  that  he  was  just  like  them— and  that  he  un- 
derstood their  financial  needs  better  than  the  suits  on  Wall  Street. 
He  wasn't  afraid  to  be  a  regular  guy,  either,  charming  his  guests 
with  raucous  renditions  of  Rocky  Racoon  during  late  night  kar- 
ioke  sessions.  The  crowd  ate  it  up.  It  was  the  first  time  anyone 
from  a  big-name  bank  showed  real  interest  in  their  fledgling  in- 
dustry. "Tech  entrepreneurs  related  to  Frank,"  says  Harvey  Jones, 
former  CEO  of  Synopsis  Inc.,  a  chip  design  company  in  Mountain 
\^ew,  Calif,  that  Quattrone  took  public  in  1991. 


EUPHORIC  CLIENTS  Quattrone  and  his 
team  engineered  lucrative  IPOs  for  Jeff  Bezos 
(above)  at  e-tailer  Amazon.com  and  Jim 
Clark  at  Netscape  Communications 


The  formula  clicked.  He  combined  Morgan  Stanley's 
sources  and  stellar  reputation  with  his  own  rainmaking  s 
line  up  some  of  the  most  coveted  IPOs  of  the  time,  including 
icon,  Graphics  and  Cisco  Systems.  With  his  star  rising,  he  t 
over  Morgan's  Global  Technology  group  in  1991.  Even  tho 
his  responsibihties  spanned  the  globe,  in  1994  he  was  the 
to  put  an  investment  banking  office  in  the  Valley,  when 
transplanted  his  from  San  Francisco  to  Menlo  Park,  C; 
within  walking  distance  of  the  Valley's  venture-capital 

Collectively,  tiiese  moves  and  his  connections  helped  land 
Netscape  IPO,  a  seminal  event.  Getting  the  business  was  a 
dunk  for  Quattrone,  considering  Morgan  Stanley's  repu 
and  his  own  connections  with  key  players  like  Clark.  On  ti 
of  the  deal's  pricing  in  August,  1995,  he  urged  Netscape's 
agement  to  double  its  offering  prii 
28  a  share.  It  was  risky,  but  they  tool 
advice  and  saw  their  stock  rise  150 
its  first  day  of  trading,  the  biggest  j 
in  Wall  Street's  history  at  the  time,  ft 
the  begiiming  of  the  era  of  excess 
Quattrone  and  the  tech  economy. 

The  euphoria  surrounding  Netsi 
sent  Quattrone's  status  into  the  s 
sphere.  He  pushed  for  greater  com 
Morgan  Stanley,  stretching  his  lea 
ship  to  research,  where  analysts 
reports  on  the  financial  prosper 
companies.  That  had  always  been 
ditionally  managed  separately  all  al^ 
Wall  Street  to  avoid  conflicts  of  inte] 
When  his  Morgan  Stanley  bosses 
fused,  Quattrone  quit,  taking  eight  c 
leagues  with  him  to  start  up  a  new  tej 
banking  practice  for  Deutsche  Banki 
curities  Inc.,  which  gave  him  the  co| 
trol  he  craved.  Within  two  years, 
mid-1998,  he  had  defected  again,  for 
even  better  deal,  this  time  at  CSFB 
Quattrone's  goal  was  to  get  ever  1; 
er  sUces  of  the  huge  payday  the  Inte 
boom  offered,  according  to  former  i\ 
sociates.  At  CSFB,  he  cut  a  deal 
management  that  in  1999  gave  him 
his  employees  at  least  33%  of  the  rel 
enues  the  group  brought  in  over  $U 
milUon,  in  addition  to  their  salaries,  s| 
former  Quattrone  colleagues.  Th( 
banking  revenue  taUy  was  $600  millii 
that  year,  meaning  Quattrone  h; 
nearly  $150  miUion  to  diwy  up  amoi 
select  associates.  The  package,  say 
ics,  emphasized  near-term  results  ovi 
long-term  investment  returns.  On  t(  ~ 
of  that  payoff  were  profits  that  Qui 
trone  and  his  senior  bankers  were  ra 
ing  in  from  their  investments  in  venture-capital  firms  or 
startups,  such  as  Web-site  software  maker  Interwoven  and  I 
maker  eMachines.  CSFB  declined  to  comment  on  the  pay  pac 
age,  but  former  employees  say  Quattrone  made  it  rain  mom 
"It  was  a  nice  place  to  be,"  says  one  of  them  with  a  chuckle 

To  maximize  the  money  flowing  into  his  own  group.  Qua 
trone  had  created  a  distinctive  structure  that  helped  him  w 
the  greatest  number  of  deals.  The  chiefs  of  investment  bankin 
research,  and  private-cUent  services  reported  to  him.  That  wi 
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he  could  call  on— and  control— any  resource  required  and  pres- 
ent a  single  face  to  the  client.  When  he  or  other  bankers  pitched 
to  CEOs  to  manage  their  IPO,  they  would  take  a  team  with 
them:  investment  bankers  to  talk  about  how  much  money  they 
could  bring  in,  analysts  to  show  off  their  knowledge  of  the  com- 
petitive landscape,  and  client-services  people  to  offer  up  a  menu 
of  personal  investment  services.  In  other  cases,  commercial 
bankers  were  brought  along  to  discuss  raising  debt. 

The  structure  itself  didn't  break  any  laws,  but  Quattrone's  ac- 
cusers say  the  way  he  leveraged  it  violated  both  NASD  rules  and 
basic  business  ethics.  For  example:  More  than  300  accounts 
were  created  for  so-called  Friends  of  Frank,  people  who  might 
give  CSFB  banking  business  in  the  fiature,  and  they  were  hand- 
ed shares  in  upcoming  IPOs,  according  to  NASD.  A  senior  ex- 
ecutive at  eGreetings  Network  Inc.  was  given  1,000  shares  in  VA 
Linux,  for  instance— and  sold  half  of  them  a  day  later  for  a  prof- 
it of  more  than  $83,000.  A  week  later,  CSFB  took  eGreetings 
public  and  collected  $1.6  milhon  in  fees,  says  the  agency. 

Quattrone  has  denied  having  any  authority  or  influence  over 
IPO  stock  allocations.  His  defense  argues  that  CSFB's  compli- 


THE  IPO 


After  joining  CSFB  as  head  of  technology  banking  in  1998,  Frank 
Quattrone  catapulted  his  company  to  No.  1  in  managing  IPOs  in  1999, 
But  the  tech  IPO  market  collapsed  two  years  later. 
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ance  department  reviewed  tech's  private-chent-services  struc- 
ture and  deemed  it  legal  and  appropriate.  Moreover,  his  defense 
says  that  CSFB's  leadership  worked  to  avoid  conflicts  between 
business  units  by  having  the  chiefs  of  brokers  and  researchers 
also  report  to  the  heads  of  their  respective  divisions.  Several  for- 
mer DMG  and  CSFB  analysts  defend  Quattrone's  integrity.  J. 
William  Gurley,  formerly  of  DMG  and  now  a  venture  capitalist, 
says  Quattrone  backed  him  when  he  issued  a  tough  report  on 
Netscape  and  gave  a  thumbs-down  to  the  At  Home  Inc.  IPO.  As 
a  result,  DMG  lost  investment  banking  business.  "These  are  real 
world  examples  where  I  made  decisions  with  a  huge  negative 
impact  on  banking  and  was  supported  in  full,"  he  says. 

FACING  THE  MUSIC 

AS  THE  MARKET  FRENZY  INTENSIFIED,  though,  some  in  Sili- 
con Valley  lost  faith  in  Quattrone.  They  say  that  instead  of  being 
driven  by  the  region's  entrepreneurial  spirit,  he  was  consumed  by 
a  thirst  for  power.  An  early  indicator  was  a  now-infamous  letter 
he  sent  to  clients  in  1998  when  nmiors  circulated  that  he  might 
leave  DMG.  "We  are  here  to  stay.  Please  trust  us,"  he  pledged.  Yet 
four  months  later,  Quattrone  and  \irtually  his  entire  team 
jumped  ship  to  CSFB.  "For  him,  it  was  all  about  getting  a  better 
deal,"  says  Richard  E.  BeUuzzo,  then  CEO  of  high-performance 
computer  maker  Silicon  Graphics  Inc.,  which  was  in  the  midst  of 
a  Quattrone-managed  spin-off  of  chip  maker  MIPS  Technologies 
Inc.  Robert  A,  Chlopak,  a  spokesman  for  Quattrone,  says  that  the 


WW  Quattrone's  accusers  s 
MM  tne  way  he  leveraged 
^^  CSFB's  investment  b 
structure  violated  both  NAS 
rules  and  basic  business  ethic 


move  to  CSFB  was  prompted  by  vmexpected  changes  ■ 
Deutsche  and  that  most  of  Quattrone's  clients  came  with  h 
people  didn't  trust  him,  that  wouldn't  have  happened, 
Chlopak.  Deutsche  declined  comment 

When  the  going  was  good,  there  was  little  Quattrone ' 
not  do  to  win  business.  Peter  H.Jackson,  CEO  of  software 
pany  Intraware  Inc.,  recalls  that  when  he  was  preparing  t 
his  company  pubhc,  in  late  1998,  he  told  CSFB  bankers  t 
was  tired  of  being  "dragged  around  to  meetings  like  a  n 
The  next  morning,  a  hve  mule  was  dehvered  to  the  \o\ 
Jackson's  office  building  in  Orinda,  Calif.,  ^ 
botde  of  vrnie  tied  around  its  neck.  "Stop  f 
like  a  mule  and  pick  CSFB,"  said  the  note  si 
by  Quattrone.  That  touch  helped  CSFB  \r\ 
traware's  business.  ' 

But  when  the  bottom  fell  out  of  the  market, 
son  says  that  the  game  changed  abruptl; 
traware's  stock  plunged  from  a  peak  of  99  a  & 
early  2000  to  less  than  5  by  the  end  of  thai 
Jackson,  worried  that  his  company  might  go 
up,  was  looking  for  financial  aid  and  advio 
CSFB  had  already  written  him  off.  Ultimate 
traware  went  through  a  massive  downsizinj 
rowly  avoiding  bankruptcy.   Says  Jackso 
thought  these  guys  would  take  care  of  me 
thick  and  thin.  But  I  was  like  an  ex-wife  ai 
point."  Quattrone's  defense  says  he  was  not 
sonally  involved  in  Intraware  and  that  CSFB  did  help  tro 
companies,  such  as  Handspring  Inc.,  when  it  was  able  to  d 
It  wasn't  long  before  Quattrone  himself  was  everybody's 
the  stock  market  went  into  a  tailspin,  prosecutors  and  regul 
began  questioning  all  of  Wall  Street  Quattrone's  money  ma 
attracted  intense  scrutiny.  Although  CSFB  stuck  by  him  lo: 
ter  his  business  melted  away,  it  forced  his  resignation  on 
just  days  before  NASD  filed  charges.  Federal  prosecutors 
him  on  Apr.  23,  and  the  world  was  treated  to  yet  another  ca; 
ist  perp  walk  outside  a  Manhattan  courthouse. 

Now,  seated  at  the  defense  table  in  the  courtroom  of  J| 
Richard  Owen,  Quattrone's  days  of  wealth  and  power  in  Sil 
Valley  seem  a  long  way  off.  Legal  experts  say  he  has  a  res 
able  chance  of  being  cleared  because  the  criminal  case 
on  one  e-mail,  and  prosecutors  vvdll  have  to  prove  that  hi 
tended  to  hinder  their  probe.  But  it  will  be  harder  for  him  1 
cape  censure  by  NASD  because  of  the  pubhc  outcry  in  the ' 
of  corporate  scandals.  An  adverse  finding  could  result  in  hi 
ing  banned  from  the  banking  industry  for  life  and  heavily  1 
Like  Odysseus,  Quattrone  was  a  leader  who  was  not  afra 
take  risks.  And  now  he's  facing  the  consequences.  ■ 
-With  Steve  Hamm  in  New  York  and  Peter  Burrows  in  San 
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Finance  Coroorate  Governance 


Board, 
Interrupted 

New  SEC  rules  will  give  investors 
clout  with  companies  that  ignore  them 


will  likely  be  rare,  but  the  mere  thre  li^ni 
them  could  weigh  heavily  on  mar  Sfiai 
ment  decisions.  Opening  access  tc  lero 
proxy  will  boost  the  clout  of  instituti  kintc 
investors,  put  teeth  in  shareholder  i 


!Siz:i 


lutions,  and  shake  up  sleepy  boards.-  No  goo 


C  ledele 


TIME  WARNER  INC. 
dodged  a  bullet  earlier 
this  year  when  a  labor 
pension  fund  sought  to  in- 
ject a  jolt  of  democracy 
into  board  elections.  An- 
gered by  the  media  giant's 
accounting  scandals  and  troubled  2001 
merger  with  America  Online,  the  fund 
submitted  a  shareholder  resolution  to  let 
investors  nominate  directors.  Manage- 
ment blew  it  off,  citing  Securities  &  Ex- 
change Commission  rules  that  let  compa- 
nies control  board  contests. 

Not  for  much  longer.  By  next  year's 
proxy  season.  Time  Warner— and  a  host  of 
other  targets  of  activists,  from  Lockheed 
Martin  to  Maytag— v^dll  face  new  SEC 
rules  that  make  it  easier  for  shareholders 
to  get  their  candidates  on  the  official  bal- 
lot. "There  should  be  some  measure  of 
shareholder  participation  in  the  selection 
if  there  is  evidence  that  the  wishes  of  a 
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large  number  of  shareholders  are  being 
ignored,"  SEC  Chairman  Wilham  H.  Don- 
aldson told  senators  on  Sept.  30.  The  new 
rules,  expected  to  be  approved  and  put  out 
for  comment  on  Oct.  8,  are  potentially 
some  of  the  most  far-reaching  post-Enron 
reforms.  Says  Richard  H.  Koppes,  a  cor- 
porate governance  lawyer  at  Jones  Day  in 
Sacramento:  "This  goes  to  the  heart  of 
corporate  power." 

Challenges  to  official  director  slates 


casualties:     poison    pills    and 
takeover  defenses  that  investors  hat  to  a 
cause  they  depress  stock  prices.  '  Mc: 

TRIGGER  TIME  hm 

CORPORATE  AMERICA  is  fiercely  rtak 
posed  to  opening  up  the  proxy,  so  the  BoaL 
is  treading  carefully.  Under  its  plan,  ccmp 
tested  elections  are  likely  to  be  appn  isuci 
only  at  the  most  unresponsive  compa  iness 
The  agency  envisions  a  two-step  pro<  ft  sh 
requiring  a  trigger  that  shows  man  an& 
ment  is  ignoring  shareholder  wishes  antiii 
fore  activists  can  nominate  their  own 
didates.  A  vote  to  allow  outside  nomi  m 
or  a  big  vote  against  a  director  nomin  ; 
by  management  would  be  enough 
SEC  may  also  allow  elections  at  conjet^r 
nies  that  ignore  shareholder  propcair.; 
backed  by  majorities,  votes  that  are  mjiavi 
ly  advisory  now. 

Those  requirements  could  trip 
many  corporate  icons.  Lockheed  Ma 
Corp.,  for  example,  kept  former  Enror 
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Muscling  into  the 
Boardroom 

Some  major  companies  could  be  affected  by  new 
rules  the  SEC  is  now  finalizing.  The  changes  may 
allow  shareholders  to  nominate  company  directors 
under  certain  circumstances: 


:be: 


IShareholc  ^ 
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themselv^ 
right  to  nomin  pb, 
directors 


TIME  WARNER 

faced  with  sue 
an  attempt  by 
fund  this  year 
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Frank  Savage  even  after  an  im- 
e  28%  of  shareholders  voted  to 
m  off  the  board.  Boeing  Co.  has 
to  repeal  only  one  of  three  antl- 
er measures  that  shareholders 
Ace  voted  to  dump.  Overall,  few- 
a  dozen  of  the  record  155  gover- 
resolutions  from  investors 
this  year  have  been  adopted  by 
ements,  according  to  the  In- 
Responsibility  Research  Center. 


\ady,  some  companies  are  re- 
ng  to  the  heat.  Alcoa,  Tyco  Inter- 
al,  and  Hewlett-Packard  made 
sions  on  golden  parachutes  after 
olders  voted  to  curb  CEO  pay. 
larol  Bowie,  IRRC's  director  of 
ance  research:  "Ignoring  share- 
votes  isn't  a  viable  option  any- 
Nor  is  a  nonchalant  attitude  to- 
J  electing  directors.  The  plan  could 
:ompanies  to  be  more  careful 
:st  whom  they  pick. 
'Mts  fear  the  changes  will  put  them 
to  I  mercy  of  investors— and  could 
:jti  hem  to  adopt  poUcies  they  don't 
:rie  are  in  the  company's  best  inter- 
A  Mo  good  director  wants  to  run  in  a 
cited  election.  You  would  do  every- 
aii  to    avoid    it,"  says    Henry   A. 
c"  McKinnell  Jr.,  chairman  and 
f  Pfizer  Inc.  Studies  show  that  poi- 
Us  and  staggered  boards  result  in 
.T  ■  takeover  offers,  says  a  top  May- 
neficial,  explaining  why  its  board 
3,1  complied  with  shareholder  votes 
pn  ;h  such  measures. 
n  liness  will  lobby  hard  for  the  SEC 
IX  lit  shareholders'  ability  to  nomi- 
iB  candidates.  But  labor  and  public 
les  m  funds,  on  a  roll  after  helping  to 
m;    New    York    Stock    Exchange 
ail  man  Richard  A.  Grasso,  wiU  be  ag- 
in ;  just  as  vigorously  for  easier  ac- 
i  rhat  leaves  the  SEC  walking  a  fine 
fl  stween  empowering  investors  and 
xnting  business.  Shareholders  will 
niiave  to  clear  hurdles  to  get  their 
dates   on   the   ballot— but   they 
be  running  into  brick  walls.  ■ 
-By Amy  Borrus  in  Washington, 
with  bureau  reports 
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3  Management 
fails  to 
implement  a 
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by  shareholders 

BOEING  and  MAYTAG 

kept  anti-takeover 
poison  pills  that  were 
voted  down 


COMMENTARY 


BY  PAULA  DWYER 


Breaking  Up  Is 
Good  to  Do 

Fannie  and  Freddie  have  too  much  on  their  plates 


WITH  CONGRESS  ON  THE  VERGE  OF 
moving  oversight  of  Fannie  Mae  and 
Freddie  Mac  from  the  obscure  Office  of 
Federal  Housing  Enterprise  Oversight 
(OFHEO)  to  the  Treasury  Dept.,  efforts 
to  rein  in  the  two  housing-finance  giants  are  likely  to 
grov^.  Even  Federal  Reserve  Chairman  Alan  Greenspan, 
sources  say,  joined  the  chorus  of  Fannie  and  Freddie 


critics  last  month,  when  he  sought 
to  persuade  Treasury  Secretary  John  W. 
Snow  to  slow  the  two  companies' 
growth  by  calling  for  an  increase  in  a 
key  capital  standard. 

Snow  demurred.  But  he  did  open  the 
door  to  a  tougher  capital  rule  on  Sept. 
10,  when  he  asked  Congress  for  more 
flexibility  to  adjust  the  standard  if 
needed. 

Greenspan  may  have  lost  that  battle, 
but  he  should  continue  to  fight  the  war. 


While  boosting  capital  standards  is  a 
positive  move,  the  chairman  should  go 
a  step  further  and  push  Congress  to 
break  both  Farmie  and  Freddie  in  two. 

The  resulting  four  government- 
sponsored  enterprises  (GSEs)  would 
carry  on  the  traditional  mission  of 
increasing  homeownership,  especially 
for  low-income  and  minority  families 
looking  for  a  piece  of  the  Ainerican 
Dream.  Having  four  GSEs  would  lower 
the  risk  of  an  unexpected  financial 
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shock— and  a  government  bailout. 

Why  worry  about  a  bailout?  The 
rapid  growth  and  enormous  size  of  the 
two  GSEs  is  enough  to  make  a  regulator 
sweat.  With  investors  believing  that  the 
government  will  guarantee  their  debt, 
Fannie  and  Freddie  pay  about  0.30 
percentage  points  less  than  most  banks 
to  borrow.  So  they  borrow  like  crazy  to 
buy  mortgages  from  banks  and  thrifts, 
which  are  then  free  to  lend  again.  Then 
they  package  loans  into  mortgage- 
backed  securities  (MBS),  which  they 
guarantee  and  sell  to  investors.  They 
now  stand  behind  about  $2.65  trillion 
of  MBS. 


RISK  MAGNETS  But  that's  only  part  of 

what  they  do.  They  also  use  their  access 

to  cheap  money  to  hold  in  their  own 

investment  portfolios  the  very  mortgages 

that  they  securitize.  In  essence,  they're 

putting  their  eggs  into  their  ovm  baskets, 

and  concentrating  mortgage-lending  risk 

insteadofspreadingit,  as  they're  ^^^^^^^^^ 

supposed  to  do.  They  now  have  a 

combined  $1.6  trillion  in  such  investment  portfolios,  which, 

to  the  delight  of  shareholders,  historically  produce  higher 

returns  than  the  MBS  business. 

By  breaking  up  the  cozy  duopoly,  Congress  could  make  the 
GSEs  compete  more  for  mortgages— and  ensure  that  risk  is 
spread  more  Mddely.  Fannie  itself  is  the  product  of  a  breakup: 
In  1968,  Congress  split  the  Federal  National  Mortgage  Assn. 
into  today's  Fannie  and  Girmie  Mae,  a  government  agency 
that  guarantees  Federal  Housing  Administration  and 
Veterans  Administration  loans. 

However,  a  breakup  solves  only  half 
the  problem.  Together,  Faimie  and 
Freddie  run  a  $4  tiillion  book  of 
business  on  a  tiny  capital  base  of  $60 
billion.  Such  leverage  raises  the  specter 
of  a  crisis  like  the  one  in  the  1980s  when 
some  1,400  savings-and-loans  had  to  be 
closed  or  merged,  at  a  cost  to  taxpayers 
of  $200  billion.  "Any  problem  in  the 
capital  markets  affecting  these  firms 
could  become  very  large,  very  quickly," 
said  Wilham  Poole,  president  of  the 
Federal  Reserve  Bank  of  St.  Louis,  in  a 
March  speech.  Because  of  the  scale  of  their  obligations,  it 
could  happen  in  "a  matter  of  days,  or  even  hours." 

What's  really  got  the  Fed  worried  is  that  the  markets 
haven't  forced  the  two  companies  to  hold  more  capital  as  a 
cushion  against  unforeseen  shocks.  When  Freddie  forced  out 
three  top  executives  because  of  an  accounting  scandal  in  Jime, 
the  markets  barely  reacted.  And  credit-rating  agencies  did  not 
lower  their  ratings.  Says  a  Fed  economist:  "The  mechanism  of 
market  discipline  has  been  disabled  because  investors  believe 
the  government  will  step  in  and  save  them." 

Thaf  s  why  Greenspan  wants  the  GSEs  to  hold  more  risk- 
based  capital— the  amount  they  need  to  ride  out  adverse 
changes  in  interest  rates  or  a  sudden  inability  by  homeowners 
to  repay  loans.  Currently,  the  GSEs  must  have  enough  capital 
to  fimction  imder  severe  stress,  defined  as  a  sudden  75% 
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How  To  Fix 
Fannie 
And  Freddie 

These  steps  would  reduce  or 
spread  the  risks  posed  by  the 
two  housing  finance  giants: 

■  Split  them  each  in  two,  creating  four 
companies  of  roughly  equal  size 

■  Raise  the  minimum  risk-based 
capital  they  must  hold  against  lending 


■lo 

n 
fflit 


■  Improve  oversight  by  making  Treasury 
their  regulator 

■  Increase  transparency  about  their 
hedging  activities 


Their 

heddng 

neeos 

whipsaw 

the 

market 


increase,  or  a  50%  plunge,  in  rates, 
means  $18  billion  in  risk  capital  foi 
Fannie,  and  $4.7  bilUon  for  Freddie 
amounts  both  GSEs  easily  exceed. 
Fannie  Chairman  and  CEO  Franklii 
Raines:  "By  any  measure,  we  have ' 
more  capital  than  the  typical  bank  i 
the  risk  we  have." 

Critics  disagree,  arguing  that  cap 
standards  would  have  to  be  at  least 
higher,  and  up  to  50%  higher  for  rii 
mortgages,  to  match  those  of 
commercial  banks.  "The  GSEs  are  v|«i 
managed  by  smart  people,"  says  a  I 
economist.  "But  that's  not  the  same 
thing  as  having  adequate  capital." 

Farmie's  and  Freddie's  narrow 
specialty  gives  them  one  big  advanti 
They  have  built  up  more  expertise 
most  banks  in  managing  risk,  especl 
the  risk  that  homeowners  will  prepaj 
mortgages.  That,  Fannie  and  Freddif 
argue,  means  less  stringent  capital  t\ 
should  apply  to  them. 

Because  of  their  huge  borrowings 
Fannie  and  Freddie  must  do  massive  i  Jou 
amoimts  of  hedging  with  derivatives,  such  as  interest-rate  ibi! 
swaps.  Together,  they  held  more  than  $1  triUion  worth  in-  HLirs 
2002.  That's  more  than  10%  of  all  such  instnunents  in  usf  i&.to 
financial  institutions.  A  February  OFHEO  study  concludec  wtE 
not  only  might  the  GSEs'  demand  for  hedges  outstrip  suj 
in  the  near  future,  but  that  a  financial  problem  at  one  GSI 
could  quickly  spread  to  counterparties.  At  highest  risk  wc 
be  the  seven  largest  derivatives  dealers— J.P.  Morgan  Cha 
Citigroup,  Goldman  Sachs,  Deutsche  Bank,  Lehman  Brot 
Merrill  Lynch,  and  Morgan  Stanley— that  take  the  other  s^ 
60%  of  Fannie  and  Freddie  hedges.  And  in  an  August  stuc 
Fed  economists  concluded  that  the  hedging  needs  of  the  o| 
are  so  large  that  they  whipsaw  the  rest  of  the  market  and 
exaggerate  movements  in  interest  rates.  Says  a  Fed  source 
"Greenspan  thinks  Fannie  and  Freddie  are  causing  marke  ' 
distortions." 

FIONA  AND  FRANKIE  The  solution?  Congress  could  charte 
new  GSEs  and  give  them  seed  capital.  A  new  "Fiona  Mae 
would  get  half  of  Fannie's  assets  and  liabilities  and  half  i 
staff.  A  new  "Frankie  Mac,"  likewise,  would  inherit  half 
Freddie's  balance  sheet  and  expertise.  Divvying  up 
derivatives,  some  of  which  do  not  perfectly  match  the  ass 
being  hedged,  is  trickier  but  doable.  Congress  might  hav 
explicitly  guarantee  the  junior  GSEs'  debt  to  get  them  on 
their  feet.  And  while  the  junior  siblings  might  cause  som 
market  disruption  at  first,  their  benefits  would  soon  be 
apparent— more  robust  competition  for  mortgages  and  r 
spread  four  ways  instead  of  two.  That  way,  human  error  • 
fateful  management  mistake  at  one— exactly  what 
sophisticated  risk  models  can't  anticipate— wouldn't  draj^r 
dowm  the  others. 

Fannie  and  Freddie  are  clearly  too  big  to  fail.  But  their 
contribution  to  the  civic  good  is  also  too  important  to  lose  *^ 
Breaking  them  up,  and  forcing  them  to  hold  more  capital,  j^ 
would  reduce  notably  the  risk  of  an  unexpected  shock 
bringing  the  whole  system  down.  ■ 

-With  Rich  Miller  in  Washir 


nsion  Funds 


loving  Out  of 
he  Ivory  Tower 

lew  boss  is  overhauling  TIAA-CREF, 
ill  it  remain  a  shareholder  activist? 


EVEN  TOP  LIEUTENANTS 

replaced.  Fully  8%  of  the 

workforce  laid   oflF.   The 

rank-and-file     told    that 

much  about  their  firm  is 

about  to  change.  And  now, 

more    job    cuts    in    the 

ifc.  Sounds  like  the  sort  of  shakeup 

:  ill  Lynch  &  Co.  might  undertake? 

ell,  it's  happening  at  Teachers  Insur- 

&  Annuity  Association  College  Re- 

elient  Equities  Fund,  TIAA-CREF,  the 
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The  Merrillization 
ofTIAA-CREF 

Herb  Allison  is  using  his  old  company's 
playbook.  Heaimsto: 


JLOR  SERVICES  to  different  income  brackets  and 
len  50  storefront  offices  nationwide 


COSTS  by  firing  8%  of  staff,  unloading  surplus 
ice  space,  and  slashing  overlapping  support  services 


:pAND  product  UNES  by  offering,  for  example, 
inking  services  such  as  cash-management  accounts 


largest  provider  of  pension  plans  for  col- 
leges and  other  nonprofits,  which  man- 
ages $290  bilhon  in  assets.  New  Chair- 
man and  Chief  Executive  Herbert  M. 
AUison  Jr.  is  putting  the  money-manage- 
ment firm  through  the  wringer  in  order 
to  turn  it  into  a  sharp-elbowed  and  agile 
financial-services  outfit.  And  it  just  so 
happens  that  he  worked  at  Merrill  for  28 
years,  resigning  as  President  in  1999. 

Change  is  overdue.  For  decades,  the 
nonprofit,  renowned  as  a  champion  of 
good  corporate  gover- 
nance, was  run  like  one  of 
the  heavily  endowed  uni- 
versities it  serves,  with  ef- 
fectively tenured  employ- 
ees and  huge  ivory-tower 
oflBces.  As  its  costs  rose, 
its  rivals  gnawed  steadily 
at  its  market.  In  July,  New 
York  State  dropped  the 
firm  for  its  college-sav- 
ings plan.  Fewer  younger 
coUege  staflF  members  are 
signing  up  with  TIAA- 
CREF  because  schools 
also  offer  Vanguard 
Group  and  Fidelity  In- 
vestments as  options. 
And  even  those  that  pick 
TIAA-CREF  for  their  plan 
are  turning  to  banks  and 
others  for  investment  ad- 
vice. To  top  it  oflF,  the  eq- 
uity fiinds  that  the  firm 
began  offering  in  1997  in 
a  bid  to  become  a  major 
fund  outfit  have  per- 
formed poorly. 

Critics  charge  that  Alli- 
son is  on  a  mission  to 
Merrillize  TIAA-CREF, 
turning  it  into  a  typical  fi- 
nancial firm.  He  dismisses 
the  notion.  "This  is  a  dif- 
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Middleware  is  Everywhere. 


IBM,  DB2.  Lotus.  WebSphere,  the  e-buslness  logo  and  e,-t>usiness^on  demand  are  registered  trademarks  or  trademarlis  bUnU 
Gorporatloh  In  the  United  States  and/or  other  countries.  Rational  is  a  trademark  of  International  Business  Machines  Corpn 
Corporation  in  the  United  States,  other  countries  or  both.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  tt 
countries  Ottier  company,  product  and  service  names  may  be  trademarks  or  service  marks  of  others,  f  2003  IBM  Cor. 


KEY 

MIDDLE  W A  R  E .  It's  what  on  demand  business  demands. 
And  middleware  is  IBM  software  like  DB2?  Lotus?  Rational' 
and  WebSphere"  that  develops,  integrates  and  manages  your 
applications  and  systems.  Everything  is  efficient.  Seamless. 
Across  the  board.  Across  platforms.  Microsoft*  Oracle.  Sun. 
You  name  it.  IBM's  open  middleware  can  connect  it.  It's  instant 
business  benefit.  Instant  customer  satisfaction.  On  demand. 
^business  on  demand!^  Go  to  ibm.com/software/integrate 

1.  Instantly  admitting  patient. 

2.  Immediately  processing  claim. 

3.  Automatically  approving  procedure. 

4.  Constantly  tracking  treatment. 

5.  Directly  assessing  costs. 
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ferent  culture  with  a  diflferent  mission; 
comparisons  don't  have  much  value 
here,"  he  says. 

What  Alhson  is  doing  does  have  a  fa- 
miliar ring,  however.  He's  streamlining 
reporting  lines  and  slashing  costs;  nev- 
er before  had  the  firm  laid  off  employ- 
ees. And  he's  planning  to  offer  more 
comprehensive  financial  advice,  Merrill- 
style.  Instead  of  one-size-fits-all,  the  firm 
wiU  tailor  investment  advice  to  each 
market  segment,  firom  millionaires  to 
small  fiy.  Meantime,  its  mutual  funds 
will  be  sold  to  the  general  public 
through  other  financial-services  compa- 
nies. TIAA-CREF  is  even  considering  ex- 
panding into  cash-management  ac- 
counts—a banking  service  that  Merrill 
pioneered  in  the  1970s. 

Right  now,  the  odds  are  on  Alhson  to 
pull  off  his  revamp.  He  beheves  he  has 
the  right  strategy:  boosting  assets  by 
focusing  more  tightly  on  TIAA-CREF's 
core  market  of  academic  and  nonprofit 
institutions.  "We  know  that  market  bet- 
ter than  anybody,"  he  says.  He  has 
worked  hard  to  wui  over  employees,  an- 
swering dozens  of  e-mails  daily 
through  what  some  now  call  "Herb 
Mail."  The  board  is  behind  hun.  "The 
effort  of  management  is  to  make  TIAA- 
CREF  a  more  profitable  enterprise," 
says  former  Securities  &  Exchange 
Commission  Chairman  Arthur  Levitt,  a 
board  member. 

A  FINE  LINE 

Still,  Allison  is  walking  a  fine  line  be- 
tween expanding  the  business  and 
maintaining  its  above-the-fray  prac- 
tices. Soon,  he  wiU  face  these  issues 
without  revered  Chief  Investment  OflB- 
cer  Martin  Leibowitz,  who  retires  in 
February.  Already  there's  grumbling 
over  whether  TIAA-CREF's  signature  ef- 
forts to  improve  corporate  governance 
will  fade.  TIAA-CREF  watchers  are  scru- 
tinizing Allison's  every  move,  from 
whether  he'll  charge  marketing  fees  on 
mutual  funds  (his  predecessor,  John  H. 
Biggs,  thought  them  unseemly)  to 
whether  his  pay  package  meets  gover- 
nance guidelines  (it'll  be  revealed  in  No- 
vember in  the  proxy  statement).  At  the 
annual  meeting  Nov.  13,  dissident 
members  plan  to  press  Allison  to  boost 
the  commitment  to  shareholder  ac- 
tivism. But  Vanguard  founder  John  C. 
Bogle  remains  a  fan:  "They  are  still  the 
gold  standard."  If  Alhson  can  balance 
these  missions,  he'll  put  TIAA-CREF,  as 
well  as  members'  retirements,  on  a 
firmer  footing.  ■ 

-By  Emily  Thornton  in  New  York 


COMMENTARY 


BY  DAVID  HENRY 


FASB:  The  Devil 
Is  the  Details 

The  board  is  drowning  in  fine  print-once  again 


THE  FINANCIAL  ACCOUNTING  Standards] 
Board's  mavens  have  a  problem.  They  wi 
to  issue  clear,  broad  principles  that 
accountants  can  apply  to  the  books  of 
Corporate  America.  But  they  keep  getting] 
bogged  down  in  fine  print.  They  want  to  beUeve 
companies  will  abide  by  the  spirit  of  overarching 
standards,  but  they  know  that  finance  whizzes  will 
exploit  every  loophole.  In  September  alone,  FASB 

stumbled  over  three  key  issues.  It 
slowed  its  drive  to  compel  companies 
to  expense  stock  options;  it  wants  at 
least  another  three  months  to  work  out 
the  details.  It  proposed  five  more 
amendments  to  rules  on  ofif-balance- 
sheet  entities  that  had  already  been 
altered  five  times  since  January.  And, 
instead  of  fixing  pension-plan  rules  to 
stop  companies  from  distorting 
earnings,  it  produced  a  stopgap 
proposal  that  would  only  require 
more  disclosure. 

For  FASB,  the  devil  isn't  in  the 
details— it  is  the  details.  The  board 
says  if  s  hurrying  to 
emphasize  the  principles  in 
the  generally  accepted 
accounting  principles,  or 
GAAP,  that  U.S.-listed 
companies  must  follow.  In 
practice,  it's  reverting  to  its 
bad  old  habits  of  trying  to 
second-guess  every 
conceivable  trick  that  Wall 
Street  might  dream  up. 
That's  a  thankless  task  that 
creates  endless  delays  and  compUcated 
rules  larded  with  exceptions.  Board 
Chairman  Robert  H.  Herz  complains: 
"You  write  something  with  two 
conditions  and  [accounting  firms] 
think  of  a  third.  You  start  getting  rules 


Set  general 
principles; 
let  the  SEC 
sweat  the 
nitty-gritty 


begetting  rules  begetti 

rules.  We  are  trying  to 

avoid  that  at  all  costs." 

Herz  contends  that : 

hasn't  fallen  into  that  t 

with  its  amendments  t 

new  oflf-balance-sheet 

standard,  which  was 

supposed  to  be  a  mode 

its  slimmed- down, 

principles-based  edicti 

says  the  changes  are  minor.  But  th 

standard,  which  was  66  pages  lon| 

when  adopted  in  January,  will  groi 

about  20  pages  after  the  tinkering, 

Says  Lynn  E.  Turner,  accounting 

professor  at  Colorado  State  Univei 
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and  a  former  chief  accountant  at  the 
Securities  &  Exchange  Commission: 
"It  is  the  start  of  death  by  1,000  cuts. 
People  will  say  they  haven't  figured  it 
out  yet  so  why  don't  you  defer  it  for 
another  year." 

What  Herz  needs  to  do  is  keep  the 
board  focused  tighdy  on  setting 
general  principles  and  let  another  body 
decide  how  they  should  be  applied  to 
different  situations,  much  as  Congress 
defers  to  the  courts  to  interpret  the 
laws  it  passes. 

THE  PIECES  ARE  IN  PLACE  We  wouldn't 
have  to  create  an  accounting  court. 
That  idea  was  floated  over  40  years 
ago  but  has  gone  nowhere.  It  would 
likely  produce  only  rich  lawyers— and 
serious  delays  in  deciding  big  issues. 
Happily,  the  mechanism  for  doing 
what's  necessary  is  readily  at  hand: 
The  SEC  has  given  hundreds  of 
interpretive  opinions  over  the 
years.  Sometimes  auditors  and  CFOs 
ask  for  its  views  on  how  to  apply 
GAAP  to  their  specific  situations. 
Sometimes  the  SEC  spots  companies 
violating  the  spirit  of  good 
accounting  when  it  checks  their 
financial  reports. 

The  bvu-den  on  the  SEC  wouldn't  be 
all  that  great  At  present,  its  decisions 
are  mainly  kept  under  wraps, 
communicated  privately  to  the  parties 
involved.  They  need  to  be  published  so 
that  they're  readily  accessible  as 
guideposts  to  execs  and  accoimtants. 
Most  big  auditing  firms  have  their  own 
collections  of  SEC  rulings  and  some 
share  the  significant  ones  with  their 
peers.  But  the  decisions  are  too 
important  to  circulate  just  within  a 
tight  circle. 

Herz  insists  that  FASB  is  "on 
course"  toward  more  principles-based 
accounting.  But  he  wants  to  keep  a 
tight  hold  on  FASB's  oversight  of 
GAAP.  For  consistency's  sake,  he 
doesn't  want  to  give  up  the  option  of 
trying  to  anticipate,  and  answer,  any 
question  that  might  come  up  about 
how  to  apply  its  standards  to  all 
manner  of  transactions.  And  he 
bristles  at  the  idea  of  anyone  else 
interpreting  board's  principles,  e\'en  if 
it  eases  his  biu-den. 

The  move  to  prindples-based  from 
rules-based  accounting  was  alway-s 
going  to  be  tough— especially  in 
America's  litigation-prone  ciilture.  But 
by  refiising  to  budge  when  it  expec 
other  players  to  change  their  ways. 
FASB  will  prolong  a  difficult  process.   I 
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He  has  rejer'i.f: 
some  '90s  mo. 


Can  Sun  Weather 
The  Dark  Days? 

Even  before  its  huge  loss^  CEO  McNealy  | 
was  putting  in  place  a  comeback  stral 


AS  PROFIT  REPORTS  GO, 
this  one  was  a  doozy. 
On  Sept.  29,  giant  Sun 
Microsystems  Inc.  an- 
nounced that  in  the  first 
quarter  of  fiscal  2004, 
which  ended  the  day 
before,  it  would  record  a  net  loss  of  as 
much  as  $304  miUion,  compared  with 
the  $61  million  loss  that  Wall  Street  had 
been  expecting.  Ouch.  The  red  ink,  to- 
gether with  a  $1  billion 
noncash  charge  to  the 
previous  quarter,  sig- 
nals ominous  days 
ahead  for  the  once-her- 
alded irmovator. 

Boil  all  the  financial 
issues  down,  though, 
and  they  amount  to 
this:  For  the  last  two 
years,  CEO  Scott  G.  Mc- 
Nealy and  Sun  have 
had  difficulty  selling 
w^ict  customers  want— 
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low-cost  computing  based  on  o 
source  technologies  that  aren't  owm 
a  single  company,  such  as  Sun. 
company  became  one  of  the  behe: 
of  Sihcon  Valley  by  selling  six-fi;| 
computer  servers  that  run  Sun- 
software  on  Sun-made  chips.  But 
the  past  two  years,  the  industry's  hot 
ers  have  been  $2,000  to  $10,000  ser| 
that  nm  on  Intel  chips  and  low-cost 
ux  software  made  by  companies  sue 
Red    Hat   and    Sv 
While  Sun  shunnec 
tel  and  Linux,  its  r 
ket  share  tumbled, 
rivals    IBM,    Hew 
Packard,      and 
gained  ground.  "1 
just  missed  it,"  . 
analyst     S te^ 
Milunovich  of  Me 
Lynch  &  Co. 

But  don't  write 
McNealy  &  Co.  just 
Over  the  past  20  yt 


IBM      HP/COMPAQ 

•SECOND  QUARTER 
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Sun  has  floundered  two  other  times,  and 
the  CEO  has  managed  to  right  the  ship.  He 
still  has  a  chance  to  do  it  again.  The  irony 
of  the  recent  financial  hit  is  that  it  comes 
just  as  McNealy  has  finally  put  a  poten- 
tially winning  strategy  in  place  after  two 
years  of  missteps.  In  May,  Sun  introduced 
a  host  of  competitive,  low-cost  servers  that 
use  Intel  chips  and  Linux  software  from 
Red  Hat  and  SuSE.  That  should  help  min- 
imize customer  defections  to  low-end  ri- 
vals. The  company  also  is  making 
progress  in  its  push  into  softwa'-e,  which 
carries  much  higher  margins  than  the 
hardware  business.On  Sept.  16,  Sun  de- 
buted a  package  of  integrated  software 
with  simple,  flat-rate  pricing  that  could 
boost  revenues  and  profits. 

SPEED  AND  SIMPLICITY 

LONGER  TERM,  McNEALY  IS  continumg 
to  do  what  he  has  always  done— swing 
for  the  fences.  Despite  rising  criticism, 
Sun  is  maintaining  its  $1.9  billion  annu- 
al research-and-development  budget. 
Thaf  s  18%  of  Sun's  expected  revenues 
this  fiscal  year,  up  from  10%  in  2001.  Mc- 
Nealy wants  to  spend  big  on  new  ideas 
that  could  make  the  company  a  tech 
leader  again.  Sun  is  working  on  chip  re- 
search that  could  create  a  hundredfold 
jump  in  processing  speeds  and  software 
that  would  deliver  computing  power  as 
simply  as  electricity.  Either  of  those 
breakthroughs  could  brighten  Sun's 
long-term  prospects. 

No  question,  McNealy  still  has  much 
work  to  do.  Sun  has  lost  so  much  mo- 
mentum that  customers  may  be  reluctant 
to  buy  from  the  company  because  they 
fear  it  won't  be  aroimd  to  support  its 
products.  In  a  recent  survey,  Milunovich 
found  that  a  third  of  Sun  customers  are 
considering  moving  to  other  companies' 
products.  Customers  also  may  question 
McNeal/s  long-term  commitment  to 
Linux,  considering  his  llth-hour  conver- 
sion. And  he  still  needs  to  get  Sun's  costs 
in  line.  Although  Sim  eliminated  6,000  of 


43,000  jobs  over  the  past  two  years,  it  has 
not  cut  costs  as  deeply  or  aggressively  as 
rivals.  As  it  stands.  Sun  is  expected  to  lose 
$302  million  for  the  fiscal  year  ending  in 
June,  2004,  according  tdBanc  of  America 
Securities.  That's  on  $10.4  billion  in  rev- 
enues, down  from  a  peak  of  $18.2  bilUon 
in  fiscal  2001. 

Still,  some  customers  think  Svm  is  back 
on  track.  Mark  Dickelman,  chief  technol- 
ogy officer  at  Bank  One  Corp.  in  Chicago, 
says  Sun  is  taking  security  and  reUabihty 
more  seriously  than  its  rivals.  The  result  is 
that  Bank  One  is  considering  boosting  its 


spending  with  the  company. 
"They're  talking  about 
things  that  really  matter," 
says  Dickelman. 

Sun  may  be  getting  its 
strategy  together  at  the 
right  time.  While  corpora- 
tions have  kept  their  purse 
strings  tight  over  the  past 
three  years  as  the  economy 
has  sputtered,  they're  now 
starting  to  ramp  up  spend- 
ing on  tech  gear.  According 
to  the  Commerce  Dept.,  cor- 
porate tech  expenditures  rose  3.2%  in  the 
second  quarter,  the  largest  increase  since 
spending  began  to  tick  up  last  year. 

The  strategic  repositioning  has  meant 
wrenching  change  for  McNealy  and  Sun. 
In  addition  to  selling  Red  Hat  and  SuSe 
Linux  on  Sim-made  boxes,  McNealy  is 


Sim  has 

keptRSd) 

steady, 

though 

revenues 

have 

dropped 


protecting  his  flank  on  the  low  end  ll 
ing  Sun's  own  Solaris  operating  syst| 
cheap  servers  running  on  Intel  chif 
pride-swallowing  move  for  Sun, 
stopped  pushing  Solaris  for  Intel 
late  1990s  to  focus  on  its  own  chip  I 
Nealy,  not  someone  who  readily  ejj 
words,  admits  that  was  a  mistake! 
didn't  exactiy  jump  on  the  band\ 
he  said  at  the  product's  launch  in '. 
Making  Sun  a  serious  player  in  i 
has  been  no  easier.  Last  year,  after  ] 
half-hearted  efforts,  Sun  finally  1 
hard  work  of  improving  its  so-calle 
structure   software, 
acts  as  the  digital  founcj 
for  big  e-business 
The  strategy  made 
since  business  sof 
ries  gross  margins  nc| 
80%,  compared  with 
30%  for  most  hardwar| 
execution,  however, ' 
rible.  Going  into  this| 
Sun  was  a  distant 
IBM  and  BEA  Systen 
infi:astructure-softwa 
keL  And  Sun,  for  all  i 
selling  an  integratec 
ware  product,  didn't 
sure  aH  the  pieces  wJ 
well    together    until! 
summer. 

Now  all  those  so* 
pieces  are  tied  togetheij 
Sun  is  offering  a  si 
$100-per-employee 
that   it   believes    ca 
through  the  conftisic 
software    industry 
pricing  can  be  ba 
anything  from  a 
processing  speed  to  the  number  of 
using  the  software  over  the  Net 

So  there  may  yet  be  a  path  out 
woods  for  Scott  McNealy  and  Si 
Nealy  has  a  sohd  strategy  in  place 
he  has  to  make  it  work.  H 

-By  Jim  Kerstetter  in  San  Fra\ 


The  Fix-It  Plan 


Sun  Microsystems 
has  a  three-pronged 
strategy  to  reignite 
revenues,  which 
have  dropped  about 
50%  over  the  past 
two  years 


PROTECT 
THE  LOW  END 

Sun  has  been  bleeding  market 
share  because  it  has  had  few 
servers  in  the  $2.000-$10,000 
range.  In  May,  it  started  fighting 
back  with  cheap  servers  that  run 
on  Intel  chips  and  use  either 
Linux  or  Sun's  Solaris  software. 


INNOVATE 

ON  THE  HIGH  END 

The  company  is  maintaining  its 
$1.9  billion  R&D  budget  to  create 
cutting-edge  technologies.  It's 
working  on  chips  that  could  be  up 
to  100  times  faster  than  existing 
chips  and  software  to  manage 
utility  computing  projects. 


EXPAND  ITS 
SOFTWARE  BUSINESS] 

Sun  is  out  to  boost  software 
sales.  It  has  stitched  together  I 
products  and  debuted  simplif  | 
pricing.  Merrill  says  software 
could  rise  from  5%  to  9%  of 
revenues  in  two  years,  adding  | 
$400  million  to  gross  profits. 
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e  Split  Over 
chool  Vouchers 

ly  black  Dems  in  D.C.  are  defying 
ional  groups  to  back  a  pilot  program 


/IRGINIA  WALDEN-FORD, 
a  black  single  mother  of 
three,  felt  helpless  as  she 
watched  her  14-year-old, 
WiUiam,  fall  in  with  the 
wrong  crowd  at  Roose- 
velt High  School  in 
igton,  D.C.  It  was  more  self- 
nation  than  rebeUion,  her  son  ex- 
i;  his  new  friends  were  protecting 
the  violence-plagued  hallways, 
on    for   William    arrived   when 


neighbors  and  relatives  pooled  enough 
money  for  nearly  half  the  $5,000  tuition 
at  Archbishop  Carroll  High  School,  a 
nearby  private  school.  An  archdiocesan 
scholarship  made  up  the  rest. 

William  graduated  with  top  grades  in 
2000,  and  the  experience  got  Walden- 
Ford  thinking:  "While  we  are  working 
hard  to  reform  the  public  schools,  why 
not  give  other  parents  the  same  options?" 
She  went  on  to  form  the  3,000-member 
DC  Parents  for  School  Choice.  And  now 


Community  Divided 

ie  black  leaders  are  starting  to  endorse  the  use  of  public  funds 
snd  desperately  poor  inner-city  children  to  private  schools 


PONENTSSAY: 

)0L  REFORM  will  never  reach 
ising  low-income  students  trapped  in 
ghetto  schools. 

ATE  SCHOOLS  offer  a  safer  learning 
Dnment  and  could  help  break  the  cycle 
/erty  and  crime. 


OPPONENTS SAY: 

VOUCHERS  of  any  sort  deprive  public 
schools  of  money,  the  best  students,  and  the 
most  committed  parents. 

PRIVATE  SCHOOLS  lack  accountability  and 
standards:  For  instance,  they're  not  covered 
by  the  new  federal  student  testing  law. 


Data:  BusinessWeek 


they're  backing  a  Senate  plan  that  would 
provide  $13  million  in  federal  money  to 
D.C.  parents— enough  to  pay  for  $7,500 
scholarships  at  area  private  schools  for 
1,700  low-income  children  chosen  by  lot- 
tery. A  similar  bill  passed  the  House  by 
one  vote  in  mid- September,  and  an 
amended  voucher  bill  has  been  gaining 
support  in  Senate  debate. 

Those  prospects  have  made  the  na- 
tion's capital  the  latest  arena  for  the  de- 
bate over  vouchers.  They  are  also  casting 
a  spodight  on  a  widening  fissure  in  the 
African-American  community  over  what 
proponents  now  call  "taxpayer-spon- 
sored scholarships."  For  years,  black 
leaders  around  the  country,  most  of  them 
Democrats,  have  been  steadfast  oppo- 
nents of  vouchers.  But  a  growing  number 
are  frustrated  by  the  slow  pace  of  school 
reform.  So  they^re  signing  up  with  GOP 
stalwarts  to  endorse  vouchers  for  the 
worst  urban  schools.  Joining  them  are 
such  liberal  voucher  converts  as  Senators 
Dianne  Feinstein  (D-Calif )  and  Robert  C. 
Byrd  (D-W.  Va.). 

LOCAL  BACKERS 

THE  D.C.  VOUCHER  BILL  in  Congress 
has  split  the  black  community  as  never 
before.  Stumping  for  a  new  law  are 
Washington's  popular  mayor,  Anthony 
A.  WilUams,  D.C.  Board  of  Education 
President  Peggy  Cooper  CafHtz,  and  the 
chairman  of  the  city  council's  education 
committee,  Kevin  P.  Chavous— black  De- 
mocrats one  and  all.  Meanwhile,  D.C.'s 
Democratic  delegate  in  the  House, 
Eleanor  Holmes  Norton,  remains  fiercely 
opposed,  as  do  most  major  civil  rights  or- 
ganizations. "Vouchers  are  no  substitute 
for  a  quahty  program  for  all,"  says  the 
Reverend  Jesse  L.  Jackson,  president  of 
National  Rainbow/PUSH  Coalition.  "It  is 
a  rope  for  a  few  rather  than  a  net  for  all." 

Proponents  hope  the  support  of  some 
black  leaders  will  add  momentum  to  the 
stalled  voucher  movement.  Nearly  a 
decade  after  the  effort  got  going,  only 
Cleveland  and  Milwaukee  have  voucher 
programs  that  are  similar  to  the  D.C. 
scheme.  President  Bush  and  GOP  leaders 
in  Congress  have  been  trying,  with  Utde 
success,  to  push  a  national  voucher  plan, 
or  at  least  more  experiments,  ever  since 
the  Bushies  took  office. 

Now  conservatives  are  hoping  their 
black  allies  will  help  undercut  the  criti- 
cism that  vouchers  are  primarily  a  ploy  by 
the  Christian  Right  to  get  money  for  reli- 
gious schools.  Education  Secretary  Rod 
Paige  joined  Wilhams  at  a  recent  Nation- 
al Press  Club  speech  on  the  D.C.  bill,  and 
Senate  Majority  Leader  Bill  Frist  (R- 
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Term.)  appeared  with  Williams  at  a 
press  conference.  Williams  explains  his 
pro-voucher  position  by  comparing  the 
city's  schools  to  "a  slow-moving  train 
wreck"  and  linking  the  city's  50% 
dropout  rate  to  its  200  homicides  a  year. 

LIBERAL  OBJECTIONS 

VOUCHER  ADVOCATES  also  have 
crafted  a  bill  that  blunts  many  of  the 
traditional  liberal  objections.  To  count- 
er criticism  that  vouchers  divert  money 
from  pubhc  schools,  the  Senate  would 
sweeten  the  $13  million  earmarked  for 
vouchers  with  an  additional  $26  mil- 
lion for  D.C.  public  and  charter 
schools.  It  also  requires  voucher  stu- 
dents to  take  the  same  standardized 
tests  that  are  mandated  by  the  federal 
No  Child  Left  Behind  Act  for  the  public 
school  system.  In  addition,  private 
school  teachers  would  be  required  to 
have  college  degrees.  While  several  of 
Washington's  elite  private  schools  opt- 
ed out  of  any  such  arrangement,  Cardi- 
nal Theodore  E.  McCarrick,  archbishop 
of  Washington,  quickly  agreed  to  allow 
testing  of  voucher  students  in  the 
Catholic  schools,  which  make  up  a 
third  of  the  area's  private  schools. 

The  stark  economic  and  racial  con- 
trasts of  Washington  add  ftiel  to  the 
voucher  controversy.  The  city's  ruling 
elite,  including  those  few  members  of  the 
black  middle  class  who  haven't  fled  the 
city,  almost  always  send  their  children  to 
private  schools.  That  has  pushed  the  eq- 
uity argument  front  and  center.  Writes 
Washington  Post  columnist  Wilham 
Raspberry:  "If  choice  is  good  for  middle- 
class  children,  why  is  it  bad  for  poor  chil- 
dren who,  without  some  sort  of  subsidy, 
may  find  themselves  stuck  in  underper- 
forming  schools?" 

Still,  the  new  alliance  between 
blacks  and  conservatives  may  go  only 
so  far.  Williams  and  most  other  black 
converts  to  vouchers  don't  endorse  the 
GOP's  view  of  vouchers  as  a  way  to 
break  teacher-union  monopolies.  In- 
stead, black  voucher  supporters  point 
out  that  the  Senate  bill  narrowly  tar- 
gets poor  families  with  children  in 
schools  designated  as  faihng.  "Why 
should  the  poor  child  not  have  the 
same  access  as  the  wealthy  child?"  asks 
Feinstein.  Right  now,  no  major  black 
group  is  embracing  vouchers.  But  if 
Congress  makes  Washington  its  first 
federal  voucher  pilot  program  and 
more  local  black  leaders  sign  on  to  the 
idea,  vouchers  could  be  back  on  the  na- 
tional agenda.  ■ 

-By  Paul  Magnusson  in  Washington 
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UNUNED 

Pyott  had  Boto> 
injections  to  she 
he  had  no  fear 


.■JsS?" 


He  Bet  on  Botox- 
AndWon 

David  Pyott  transformed  sleepy  Allerga 
Where  is  he  taMng  its  blockbuster  drug  ^ 


ALLERGAN  INC.  CEO 
David  E.I.  Pyott  does 
not  need  an  injection 
of  his  company's 
wrinkle-erasing  drug, 
Botox.  At  50,  he  is 
blessed  with  a  nearly 
unlined  face.  Nevertheless,  Pyott  happi- 
ly underwent  a  Botox  treatment  last 
year  at  a  session  for  Allergan  distribu- 
tors in  Monaco.  "I  wanted  to  demon- 
strate I  had  no  fear  [of  the  drug],"  says 
Pyott;  after  all,  Botox  is  derived  from  the 
same  paralyzing  toxin  that  causes  botu- 
lism. "And  I  want  everyone  here  to  feel 
good  about  the  fact  that  I'm  in  touch 
with  the  details  of  what  we  do." 

Thanks  to  Pyotfs  hands-on  manage- 
ment, and  to  the  small  wonder  that  is 
Botox,  a  lot  of  people  are  feeling  good 
about  Allergan  these  daj^.  And  looking 


good,  for  that  matter.  From  the  mo; 
he  took  the  hebn  in  1998,  Pyott  had  g 
ambitions  for  a  company  then  kr 
only  for  its  eye-care  products:  He  we  =; 
Allergan  to  be  a  cutting-e(^e  pharmj  r 
tical  leader.  Litde  did  he  know  that  B  f 
all  but  ignored  by  his  predecessor,  w 
not  only  help  transform  the  compan 
also  become  a  cultural  phenomenon  j 
Allergan  originally  purchased  E| 
in  1991  from  an  ophthalmologist 
was  developing  it  to  treat  rare  mus(| 
disorders  such  as  uncontrollable 
blinking.  Doctors  who  prescribed 
had  reported  its  surprising  powe 
erase  wrinkles,  and  dermatologists  ■ 
using  it  under  the  table  on  some  e 
patients.  But  Allergan  was  spending  [ 
tually  nothing  to  develop  tfie  drud 
cosmetic  use.  "This  eye-care  comj] 
fell  into  an  opportunity  with  its 
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closed,"  jokes  P>-ott  a  21-year  veteran  of 
Sandoz,  now  part  of  Novartis.  It  was  he 
who  figtired  it  w^as  time  to  put  some  mon- 
ey behind  Botox  to  see  what  it  could  do. 
So  he  cut  overhead  costs  by  one-third, 
cast  off  slow-grovving  products  such  as 
contact-lens  solution  (much  to  the  con- 
sternation of  some  execs),  and  in  1999 
boosted  spending  on  research  and  devel- 
opment 38%,  to  $135  million— much  of  it 
devoted  to  the  fledgling  product 

THE  EYES  DON'T  HAVE  IT 

PYOTT'S  DECISION  PAID  OFF  in  2002, 
when  Allergan,  based  in  Ir\-ine,  Calif,  won 
Food  &  Drug  Administration  approval  to 
market  Botox  as  a  wTinkle  reducer.  The 
drug's  sales  jumped  from  S309  milHon  to 
$440  million  that  year  and  are  expected  to 
reach  $540  million  this  year,  which 
means  Botox  would  account  for  one-third 
of  Allergan's  S1.7  bilhon  in  estimated  total 
revenue.  The  compan>''s  profits  are  ex- 
pected to  increase  24%,  to  $305  miUion, 
this  year,  and  investors  have  pushed  the 
stock  up  35%,  to  79,  since  Januarv" 

Botox,  of  course,  has  became  a  sensa- 
tion—especially in  Hollywood,  where 
gossip  columnists  say  that  even  Arnold 
Schwarzenegger  has  gone  under  the 
needle.  The  word  "Botox"  was  recentiy 
added  to  the  Oxford  English  Dictionary. 
P\'ott  is  staggered  by  the  products  success, 
liie  CEO,  wixh  his  imderstated  British 
humor,  has  one  word  for  Wall  Street 
anal\-sts  who  said  Botox  would  never 


COMING  UP  ROSES 


amotmt  to  more  than  a  niche  drug:  "Oops." 
Pyott  beheves  Botox  can  do  more  than 
just  take  a  few  years  off  your  face.  Allergan 
is  testing  Botox  as  a  repiedy  for  a  host  of 
diseases,  including  migraines,  overactive 
bladder,  chronic  back  pain,  and  excessive 
sweating.  Many  physicians  agree  that  the 
abiht}^  of  Botox  to  block  nerve  activity  in 
the  areas  where  it  is  inject- 
ed could  someday  make 
it  a  cure-all.  "It  wiU  become 
the  wonder  drug  of  the 
centur}',"  says  Andrew^ 
Bhtzer,  professor  of  clinical 
otolaiyngology  at  Colum- 
bia Universit}''s  College  of 
Physicians  &  Surgeons.  But 
already  the  federal  govern- 
ment is  concerned  that  Al- 
lergan may  be  pushing 
Botox  a  bit  too  hard.  On 
June  23,  the  FDA  w-amed 
Allergan  that  its  print  ads  made  overly 
broad  claims  about  the  drug's  ability  to  re- 
duce wrinkles  and  downplayed  potential 
side  effects,  which  include  droopy  ej'eUds, 
nausea,  and  respiratory  infections.  Pyott 
says  Allergan  didn't  intend  to  break  any 
rules  and  is  talking  with  the  FDA  about 
how  to  respond  to  the  complaint 

This  is  not  the  first  time  Pyott  has  faced 
controversy  at  Alleigan.  You  can't  expect  a 
53-year-old  company  to  rethink  its  busi- 
ness ■without  some  initial  discomfort  For 
Pyott,  that  moment  came  in  January, 
2002,  when  he  decided  to  spin  off  the  unit 


Botox  is 
being  tested 
for  migraines, 
back  pain- 
even  bladder 
problems 


David  Pyott 

Suddenly,  Botox  is  a  household  word 
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BORN  Oct.  13, 1953.  in  London 

EDUCATION  M.A.  in  European  law 
and  German,  University  of 
Edinburgh,  1975:  Diploma  in 
European  and  intemational  trade 
law.  University  of  Amsterdam,  1976: 
MBA.  London  Business  Sctiool,  1980 

CURRENT  POSITION  Chainnan. 
president,  and  CEO  of  Allergan.  the 
maker  of  wrinkle-removing  Botox 

BONA  RDES  Worked  for  21  years  at 
Swiss  pharmaceutical  giant  Sandoz. 
now  part  of  Novartis.  Appointed  CEO 
of  Allergan  in  1998. 

CLAIM  TO  FAME  Transformed 
Botox,  an  obscure  treatmen'  *cr  rare 
muscular  diseases,  into  a  cu  :  /a! 
and  medical  phenomenon.  1>,^  .  ord 


Botox  is  included  in  the  latest  edition 
of  the  Oxford  English  Dictionary. 
Sales  of  the  drug  should  reach 
$540  million  this  year. 

UTTLE-KNOWN  FACT  Pyott  not 
only  speaks  French,  German,  and 
Spanish  fluently  but  also  learned  the 
Indian  language  Maharathi  while 
living  on  a  sugar  plantation  near 
Bombay  that  his  father  managed. 

STRESS  BUSTER  Tending  roses  at 
his  home  in  Irvine,  Calif. 

FAMILY  Married  to  second  wife, 
Julianna;  four  children. 


that  makes  contact-lens  produc 
medical  devices.  It  was  not  a  de 
took  Ughdy:  The  division  accoi 
one-third  of  sales.  The  problem  wa 
wasn't  growing  more  than  2%  a ; 
felt  as  if  he  was  chopping  oflF  oi 
arm,"  says  Allergan  co-foimder 
mer  CEO  Gavin  S.  Herbert,  now 
board.  Pyott  felt  th^ 
ness  was  a  drag 
company's     other, 
promising,  side:  drug 
opment  "We  were] 
catamaran  widi 
boards— one    gom^ 
knots  and  the  other : 
ott  says.  "Imagine 
cling  eflFecL" 

Pyott  has  never^ 
away    from    chanf 
Sandoz,  he  worked  ] 
up  through  the  nut 
division  in  Barcelona,  Vieima,  anc 
Limipiu-  before  moving  to  Minneaj 
take  on  his  toughest  task:  reva 
struggling  imit  that  distributed 
products    to    hospitals.    He    pi 
named  himself  acting  manager 
panded  the  sales  force.  Within  five 
Sandoz'  market  share  tripled.  Pyot 
of  pharmaceutical  experience  mac 
an  odd  choice  for  Allergan,  but ' 
charge  style  captivated  the  board, 
this  very  quiet  guy  is  a  strategic 
with  tremendous  drive,"  says 
SchaeflFer,  CEO  of  WellPoint  Healt 
works  and  an  Allergan  board  mer 
The  CEO,  who  speaks  foiu-  lang 
and  has  hved  in  10  coimtries, 
his  wanderlust  from  his  parents.  Wl| 
was  3,  his  family  left  England  for 
where  his  father  managed  a  sugs 
tation.  Foiu"  years  later,  they  mo\ 
Scodand.  Dtiring  his  college  years  J 
roamed  from  Germany  to  die  Nl 
lands  and  then  back  to  England,  < 
ing  degrees  in  business  and  law,  I 
climbing  moimtains  in  his  spare  till 
These  days,  P\'0tt  continues  tof 
out  his  master  plan  to  keep  Allergr 
ting  pretty.  In  addition  to  pot 
Botox  profits  into  imcovering  newl 
for  the  drug,  Allergan  is  researchirl 
tential  treatments  for  glaucoma,  pi 
sis,  acne,  and  diabetes.  Pyott's  goal 
keep  the  company  growing  without 
ing  too  far  from  what  Allergan  l 
best.  Tm  a  destroyer  captain,  not 
deship  captain,"  he  says.  "Batdeshi; 
big  and  very  slow.  We're  small,  b' 
survive."  Indeed,  Pyott's  deft  handll 
Botox  may  continue  to  help  this  decl 
old  company  retain  its  youthfiil  vigiT 
-ByArlene  Wdntraub  in  Irvine, 
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A  Closer 
Look  at 
All  Those 
Write-offs 

Once  rare,  they're  now  all  too  common.  Here's  how  to 
weigh  their  hit  to  the  bottom  line.  BY  ANNETERGESEN 


(   f 


r 


/ 


a 


CORPORATE  EARNINGS  ARE  FINALLY  on  the  re- 
bound, and  investors  are  celebrating.  But 
here's  a  sobering  trend:  Companies  continue  to 
announce  earnings  write-oflfs,  often  viewed  as 
an  admission  that  past  results  were  overblown, 
at  a  rate  thaf  s  far  above  the  norm  for  previous 
economic  recoveries.  In  fact,  the  current  wave 
of  write-offs— the  largest  in  history,  at  $400  biUion  in  2001 
and  2002— has  helped  create  "the  worst  quaUty  of  earnings  in 
more  than  a  decade,"  says  David  Bianco,  an  accounting  ana- 
lyst at  UBS.  5  The  trend  is  likely  to  continue.  Although  UBS  ex- 
pects the  dollar  volume  of  write-offs  to  decline  this  year  as  the 
economy  brightens,  "on  average,  the  frequency  and  amount  of 
one-time  charges  has  been  increasing,"  Bianco  says.  In  short, 
write-offs,  which  used  to  be  infrequent,  are  now  far  too  com- 
mon. As  a  result,  you  can't  analyze  a  company's  income  state- 
ments without  parsing  these  special  charges  for  restructur- 

130    BusinessWeek    October  13.  2003 


ing  operations  and  marking  down  i 
ue  of  assets  on  the  books.  That's 
installment  of  The  Fine  Print,  an  ( 
al  series  examining  financial  state 
and  other  corporate  disclosures,  is  < 
to  showing  you  how  to  find  these  i 
and  weigh  their  impact  on  the  botto^ 

Recurring  write-oflfe  can  make 
to  decipher  a  company's  true  per' 
ance.  Consider  International  Papei 
Stamford  (Conn.)  company  has  taj 
charge  against  earnings  in  each  c' 
past  six  years.  And  the  tab— $5  b 
pretax— keeps  rising,  according  to 
Levenson,  director  of  research  at 
pendent  bond  researcher  Gimme  C 
This  year,  the  paper  giant  aimounc' ' 
additional  $100  milhon  in  restrucr 
charges,  with  more  likely  to  come,  L 
son  predicts.  The  write-ofiFs,  she  say 
recent  report,  make  it  "nearly  impo: 
to  get  a  handle  on  International  Ft 
normalized  earnings."  That,  of  cc 
makes  it  diflBcult  to  value  the  sto 
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jerson  for  the  company  responds 

restructuring  has  improved  "our 

isiness  and  made  us  a  stronger 

first  place  to  look  for  write-offs  is 
Dme  statement.  There,  companies 
oluntarily  segregate  charges  from 
xpenses.  Why?  To  encourage  in- 
to look  upon 
s  different  than 
operating  ex- 
such  as  "sell- 
general,      and 
istrative"  costs 
eat  them  as  a 
le  problem. 
:'s  how  telecom- 
ations-equip- 
maker    Avaya 
ts  charges  in  the 
income    state- 
found    in    its 
ed  lO-K.  Since  it 
im  off  from  Lu- 


cent Technologies  in  2000,  the  Basking 
Ridge  (N.J.)  company  has  disclosed  three 
types  of  charges  on  its  income  statement. 
By  far  the  biggest:  "business  restructur- 
ing charges  and  related  expenses." 

For  more  information,  flip  to  the  foot- 
notes. There,  Avaya  itemizes  these 
charges  in  a  table.  The  totals:  $684  mil- 


BtBuwn  Restructuring  Rcsrrvc 


lion  in  fiscal  2000,  $872  million  in  2001, 
and  $229  million  in  2002. 

Not  surprisingly,  Avaya  has  ear- 
marked most  of  the  money  for  layoffs 
and  lease  terminations.  Of  2002's  $229 
million  charge,  for  example,  the  compa- 
ny allocated  $116  million  for  layoffs  and 
$84  million  for  leases  it  no  longer  needs 
(table).  Avaya  also  reduced  the  value  of 
assets  on  its  balance  sheet  by  $7  million. 
Why?  Current  values  are  now  below 
those  on  the  books. 

Although  charges  for  such  "asset  im- 
pairments"—the  term  in  the  financial  re- 
ports—require no  cash  outlays,  they  are 
troubling,  since  they're  an  acknowledg- 
ment that  the  asset  won't  generate  as  much 
future  profit  as  expected,  says  Charles  Mul- 
ford,  an  accounting  professor  at  Georgia 
Institute  of  Technology,  ha  2000  and  2001, 
Avaya  took  asset-impairment  charges  of 
$95  nullion,  according  to  the  expanded 
version  of  the  table  in  the  footnotes. 

TOO  FUZZY 

IN  2002,  AVAYA  BENEFITED  from  a  $20 
million  reversal.  When  companies— 
either  intentionally  or  accidentally— set 
aside  more  than  is  necessary  to  complete 
restructuring  programs,  they  are 
required  to  "reverse"  the  excess  by  re- 
leasing it  into  earnings.  The  bulk  of  the 
$20  million  reversal— $13  million— re- 
sulted from  "fewer  employee  separa- 
tions than  originally  anticipated,"  Avaya 
explains. 

Although  generally  small,  reversals 
can  make  a  difference.  In  the  fourth  quar- 
ter of  2001,  a  $35  million  reversal  added 

an  estimated  7(t  APIECE  OF  THE  PUZZLE 

to  Avaya s  earn-  »*'^*"^^^  intrv«.H* 

•'      V  Avaya  s 

ings-per-share  ..restructuring 

In    the    second  reserve  and  related 

quarter  of  2003,  expenses"  for  2002 
the  company  re- 
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Otker 

Busjnexs 

Scpwation 
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Exit 

Restructuring 

CmU 
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Cttrts 
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Asset 
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Period  CosU 


Total  Busincu 
Restructuring 

Reserve 

and  Related 
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Fiscal  2002: 

Charges 

Reversals 

Net  increase  in  benefit 

obligations 

Cash  payments 

Asset  impainnents 

Balance  as  of 
September  30, 2002 


116  S 

(13) 

(3) 
(128) 


84  $ 

(4) 


1   S 

(3) 


(56)  (3) 


(doOan  la  nuiliow) 

201    S 

(20) 

(3) 
(187) 


7  $ 


(7) 


21   $ 


(21) 


229 
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(3) 

(208) 

(7) 
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170  $ 


—  $ 


—  $ 
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Tobea 
savvy 
investor 
take  the 
time  to  do 
the  math 


versed  $17  million,  adding  4?  to  the  bot- 
tom line.  Since  profits  from  reversals 
have  nothing  to  do  with  a  company's 
operations,  Mulford  advises  investors  to 
ignore  them. 

The  table  also  discloses  how  much 
progress  Avaya  has  made  in  completing 
its  restructuring  plans.  This  is  impor- 
tant because  the 
Securities  &  Ex- 
change Cormnis- 
sion  encourages 
companies  to  fin- 
ish restructurings 
within  a  year  of 
their  announce- 
ment, says  Dennis 
Beresford,  ac- 
counting profes- 
sor at  the  Univer- 
sity of  Georgia. 
Because  charges 
are  estimates,  one  way  to  improve  their 
accuracy— and  cut  down  on  reversals- 
is  for  companies  to  calculate  the  cost  of 
maneuvers  such  as  plant  closings  just 
before  they  occur,  says  Beresford. 

SMART  FORMULA 

SOME  OF  AVAYA'S  restructuring  re- 
serves have  been  outstanding  for 
longer  than  a  year.  For  instance,  at  the 
end  of  fiscal  2002,  the  table  fists  a  $170 
million  balance— hence,  a  $170  miUion 
"business  restructuring  reserve"  on  the 
liability  side  of  the  balance  sheet.  As  of 
June,  the  balance  was  down  to  $81  mil- 
lion. A  company  spokesperson  says  al- 
though the  company  implemented  its 
plans  within  a  year,  some  obligations 
have  taken  longer  to  pay  down. 

To  make  sure  you  haven't  missed 
anything,  scan  the  footnotes  beyond  the 
table.  In  2002,  Avaya  reveals  a  $17  mil- 
lion charge  for  soured  investments  in 
other  cormnunications  companies. 
That's  deducted  from  "other  income" 
on  the  income  statement. 

To  assess  the  impact  of  write-offs  on 
the  bottom  line,  you  should  treat  recur- 
ring charges  as  a  normal  cost  of  doing 
business,  just  as  you  would  salaries  or 
overhead.  UBS'  Bianco  calculates  the 
average  annual  cost  of  write-offs  over 
several  years— 10,  if  possible.  Then,  he 
subtracts  that  average  from  the  bottom 
fine,  ignoring  the  actual  charges.  The 
result:  a  version  of  the  bottom  line  that 
takes  write-offs  into  account  without 
the  boom-and-bust  volatiIit\-  you 
would  get  by  looking  at  the  printed 
numbers.  In  an  era  in  which  "special" 
charges  are,  unfortunately,  anything 
but  special,  it  pays  to  do  the  math.  II 
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Why  Japan  Loo 
Good  Again 

An  investment  pro  talks  about  recovery,  carmal 
and  where  hot  opportunities  lie. 


FEW  FUND  MANAGERS  have  experienced  the  gut-wren< 
spins  of  the  Japanese  stock  market  Uke  Shuhei  Abe.  He  fc 

ed  Sparx  Asset  Management— now  managing  $3.7  bi 
back  in  1989  as  stocks  hit  all-time  highs.  Then  he  wat 
the  markef  s  death  spiral.  Even  with  this  year's  27%  gJ 
local  currency),  the  Nikkei  is  down  70%  from  its  frothy 
Tokyo  Bureau  Chief  Brian  Bremner  recently  spoke  wit 
to  find  out  why  he's  so  bullish  on  Japan. 


What's  behind  the  35% 
rally  in  the  Nikkei  since 
late  April? 

We  should  first  take  a  look 
at  the  decline  before  then 
and  the  policies  of  the 
[Prime  Minister  Junichiro] 
Koizumi  Administration  that 
were  implemented  in  April, 
2002. 

He  employed  two  basic  principles: 
One  is  fiscal  discipline.  Second,  he  ad- 
vocated bank  restructuring.  Koizumi 
said  that  by  2004,  the  banks'  equity 
portfolio  should  be  lower  than  their 
core  capital.  So  banks  engaged  in  a  kind 
of  forced  liquidation.  What  happened, 
though,  is  that  [equity  prices]  became 
reasonable.  Undervalued  market  condi- 
tions were  created. 

With  banks  no  longer  majority 
shareholders  at  many  companies, 
how  will  corporate  governance 
change? 

Companies  are  changing.  Now,  Corpo- 
rate Japan  isn't  owned  by  banks.  Until 
the  mid-1990s,  over  50%  of  the  equities 
of  Corporate  Japan  were  owned  by 
banks  through  the  cross-holdings 
networks.  It  is  now  only  one-quarter. 
Now,  shareholders  such  as  pension 
funds  and  individual  owners  [who]  care 
about  corporate  performance  [have  a 
larger  voice]. 


inti 


Is  Corporate  Japan 
delivering  on  profits'i 

The  last  peak  [year]  o 
its  was  1989.  And  th 
mated  earnings  grow 
fiscal  2004  is  65% 
what  the  rate  of  eaj 
growth  was  in  1989.  lOt 
are  increasing,  yet  th< 
ket  is  still  70%  lowei 
the  1989  peak.  [Profit  growth' 
coming  from  an  increase  in  sal( 
from  cost  restructuring. 


en;: 


What  sectors  do  you  like? 

I'm  quite  encouraged  by  the  ba 
sector.  The  nonperforming-loan  pr 
peaked  in  1998  and  has  since  be< 
clining.  The  banks  have  been  emp 
stricter  measures  to  classify  loans. '. 
meet  their  expected  numbers  in  Se 
ber  [half-year  fiscal  year  results 
world  will  start  to  be  impressed 


mer 


iv: 
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Top  Japanese  auto  makers  are 
on  a  tear.  Why? 

The  Japanese  auto  sector  is  entei 
new  phase  of  growth.  What  is  ha 
ing  today  is  that  Japanese  auto  m 
are  growing  rapidly  outside  of . 
and  increasing  their  market  share 
Ota  Motor  is  [the  leading]  beneficii 
far,  and  though  Nissan  Motor  is  \ 
ing  from  a  smaller  base,  its  strati 
interesting.  H 


American  Focus 


ow 


ea 


intensity  of  our  concentration 
lot  be  overstated.  ==^= 


in  need  of  separate  accounts,  an  advisor  looking  for 


multiclass  pricing  or  an  individual  investor  wanting 


*■£ 


^  frican  Century,  we're  focused  on  one  thing:  managing  mutual  funds.  Which  brings  us  to  what  we  don't  do: 


nents.  Any  way  you  work  with  us,  you  benefit  from  We  don't  stray  from  our  mission  by  lending  money  or 

tive  approach  to  investment  management.  Which  underwriting  securities.  To  learn  more,  please  ask  your 

^    you  can  be  assured  that  we  are  always  striving  to  financial  advisor  or  call  1-877-44-AMCEN.  Because  your 

lize  your  returns.  Whether  you're  a  large  institution  performance  has  our  complete  and  undivided  attention. 


( 1-877-44-AMCEN  or  visit  wtvw.americancentury.com  to  obtain  a  prospectus  with  more  complete  infor- 
tcluding  charges,  expenses  and  minimums.  Be  sure  to  read  it  carefully  before  you  invest  or  send  money. 
Century  Investment  Services,  Iik.  ©2003  American  Century  Services  Coqwrntion 
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Century. 

Investment  Managers 


Personal  Business  Nutrition 


The  Fine  Art  of 
Finding  the  Fat 

Trans-fats  won't  be  listed  on  all  food  Items  till  2006. 
Here's  how  to  spot  them  now.  by  anne  tergesen 


You  THINK  YOU'RE 
eating  a  healthful 
diet  because  you've 
limited  your  con- 
sumption of  artery- 
clogging  saturated 
fat.  But  if  you  are  not 
minding  your  intake 
of  another  harmful 
fat  called  trans-fat,  you  might  still  be  in- 
creasing yom-  risk  of  heart  disease.  Indeed, 
whereas  saturated  fat  raises  the  body's  lev- 
el of  bad  "LDL"  cholesterol,  trans-fat 
packs  a  double  whammy  by  also  reducing 
the  good  "HDL"  cholesterol  that  protects 
against  heart  disease,  according  to  Permy 


Kris-Etherton,  professor  of  nutrition  at 
Permsylvania  State  University. 

Many  nutritionists  say  the  most  eflFec- 
tive  way  to  reduce  this  risk  is  by  limiting 
the  two  "bad"  fats  combined  to  10%  or 
less  of  your  daily  calories.  For  a  2,000- 
calorie  diet,  thaf  s  less  than  20  grams  of 
saturated  and  trans-fat.  Trouble  is,  while 
food  labels  are  required  to  break  out  the 
saturated  fat  content,  most  are  silent 
when  it  comes  to  trans-fat.  And  they  can 
keep  mum  until  Jan.  1, 2006,  when  a  new 
Food  &  Drug  Administration  disclosure 
requirement  kicks  in. 

In  the  meantime,  if  you  want  to  avoid 
trans-fat,  you  can  purge  your  pantry  of 


What  It  Means 

Labels  don't  make  it  easy  to  see  how 
much  trans-fat  a  product  contains 

Trans-fat  is  not  on  the  package— yet. 

A  new  disclosure  requirement  kicks  in 

in  2006.  In  the  meantime,  what  can 

tip  you  off  to  trans-fat?  Check  the 

list  of  ingredients  for  partially 

hydogenated  or 

hydrogenated  oil.  Then 

look  at  the  nutritional 

table  (right);  add 

the  saturated, 

poly-unsaturated, 

andmono- 

unsaturated  fat, 

and  you  get  5 

grams.  Compare 

that  with  the  7 

grams  of  total  fat. 

The  missing  2 

grams?  At  least 

half  of  it  is 

trans-fat. 


the  known  offenders.  To  identify  i 
obvious  ones,  youll  need  to  do  a  bilj 
tritional  sleuthing. 

Trace  amoxmts  of  trans-fat 
beef,  cheese,  butter,  and  milk.  But  t 
culprits  are  commercially  prepare 
and  baked  goods,  such  as  frencH 
chicken   nuggets,   doughnuts, 
crackers,  and  pies.  Margarine  is  a| 
big  source,  although  it's  lower  in : 
ed  fat  than  butter.  Trans-fat  can  aLl 
up  in  unexpected  places,  such  as  iri 
that  are  relatively  low  in  fat  (table).  [ 
ample:    Kellogg^s   Nutri-Grain's 
berry  cereal  bars,  which  cont 
grams  of  trans-fat 

lONGER  SHELF  LIFE 

TO  DETECT  TRANS-FAT,  Start 
fine  print  on  the  label.  If  you  see  i 
ly  hydrogenated  or  hydrogenatec 
the  ingredients,  it's  a  good  bet  the 
uct  contains  trans-fat,  says  Eric 
associate    professor    of  epidei 
and  nutrition  at  Harvard  School  ^ 
lie   Health.   Trans-fat   is   made 
manufacturers  add  hydrogen  tc 
etable  oil.  This  enhances  flakinea 
shelf  life,  while   also   making 
cheaper     to     produce,     says     II 
Wootan,  director  of  nutrition  poll 
Washington's  nonprofit  Center  fa 
ence  in  the  Public  Interest. 

Exactly  how  much  trans-fat 
contains  is  impossible  to  deter 


HYDROGENATED  OIL?! 


Contains  0.5  grams 
of  trans-fat 


:Ueenos 


Contains  less 
than  0.5  grams  of 
trans-fat 


Zero  fat  grams  a 
label  and  no 
hydrogenation 


Fat-free  with  no 
hydrogenated  oil 
shortening 
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Even  the  smallest  error  in  communication  can  lead  to  confusion. 
Odds  are,  it's  affecting  your  revenue  in  a  big  way. 


Producing  and  delivering  business  commu- 
nications seems  simple  enough.  Why,  then,  do  so 
many  companies  so  often  send  bills  to  the  wrong 
people;  mail  important  packages  with  too  little 
postage;  and  lose  digital  documents  in  cyberspace? 
It  all  adds  up  to  a  logjam  that  prevents  revenue 
from  reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business,  including  a  sizeable  increase  in  profits. 


A  good  example:  BP.  Our  document  manage- 
ment solution  helped  them  shorten  billing  cycles 
and  enabled  rapid  receipt  of  payments,  freeing 
millions  in  working  capital. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/errorfree 


dlilk 


Ip  Pitney  Bowes 

Engineering  the  flow  of  communication 


I  Pitney  Bowes  Inc  All  Rights  Reserved 


get  a  rough  idea,  look  at  the  order  of  in- 
gredients. The  closer  hydrogenated  oil  is 
to  the  top,  the  more  trans-fat  is  likely 
present,  Rinun  says. 

You  can  obtain  a  more  precise  reading 
if  a  label  goes  beyond  whafs  required  and 
breaks  down  total  fat  into  several  compo- 
nents. For  example,  look  at  Pepperidge 
Farm's  pizza-flavored  Goldfish  crackers. 
Eat  one  serving,  or  55  tiny  crackers,  and 
you'll  consume  7  grams  of  total  fat.  That 
includes  1.5  grams  of  satvurated  fat  and 


3.5  grams  of  the  more  benign  polyunsat- 
urated and  monounsatiu-ated  fats.  Total 
that  up,  and  you  get  5  grams— or  2  grams 
shy  of  the  7  listed  under^"  total  fat."  What 
happened  to  the  remaining  2  grams? 
Since  the  product  contains  partially  hy- 
drogenated vegetable  shortening,  trans- 
fat  is  a  suspect. 

ROUNDING  TO  ZERO 

SUCH  RECKONING  IS  far  from  perfect. 
The  government  allows  food  companies  to 


li,Ilie 


round  fat  content  to  the  nearest  haiM 
Foods  wiih  less  than  0.5  grams  of  i| 
roimd  down  to  zero.  So  rounding  rr| 
count  for  some  of  the  Goldfish  en' 
missing  2  grams  of  fat  A  spokespenL 
Pepperidge  Farm  puts  the  trans-fiajji 
tent  at  between  1  gram  and  1.5  graiR 
serving.  The  company  is  evaluating  | 
to  reduce  or  eliminate  trans-fat. 

Still,  until  companies  remove  tn  i 
or  give  it  a  place  on  the  label  in  200( ', 
approximations  are  the  best  you  can ' 


A  Shot  of  Swank 
For  Atlantic  City 


A  new  casino,  the  Borgata,  hopes  to  bring  in  the 

high  rollers.  BY  CHRISTOPHER  PALMERI 


THE  BORGATA  CASINO 
Hotel  &  Spa,  a  $1.1  billion 
joint  venture  between 
MGM  Mirage  and  Boyd 
Gaming,  brings  beautiful 
design,  fine  dining,  and 
high- end  shopping  to  At- 
lantic City.  But  will  it  attract  a  more  up- 
scale clientele— "Atiantic  City  rejecters"  is 
the  term  Borgata  executives  use— rather 
than  the  day-tripping  slot  players  who 
make  up  a  large  part  of  the  seaside  town's 
visitors? 

For  starters,  the  Borgata's  decor  is 
striking.  The  entry  is  a  multistory  wall  of 
frosted  glass.  Red  and  purple  lights  illu- 
minate the  front  desk.  Dale  Chihuly's 
garish  glass  chandeliers  hang  from  tiie 
ceiling. 

This  is  a  softer  and  quieter  place  to 
gamble.  The  casino  feels  spacious  and 
airy,  with  wide  aisles  and  a  marble  path 
that  lets  you  navigate  the  floor  with  ease. 
A  glass-walled  "Living  Room"  separates 
the  hotel  elevators  from  the  casino  floor, 
providing  a  place  to  relax  but  still  take  in 
the  action  nearby.  The  spa  has  a  separate 
hair  salon  for  men,  modeled  after  an  old 
barber  shop  and  featuring  a  pool  table. 
When  it's  time  to  leave,  you  pick  up  your 


car  from  an  underground  valet  apart  from 
the  main  entrance,  so  you  don't  get  stuck 
with  the  incoming  traffic. 

When  you  get  hungry,  be  prepared  to 
pay  up.  The  $16.95  buffet  Ivmch,  served  in 
the  Borgata  Buffet,  is  laid  out  on  stainless 
steel  platters,  not  the  usual  warming 
trays,  and  is  a  step  up  in  presentation  and 
quality.  On  the  Monday  afternoon  we 
were  there,  just  four  of  the  Borgata's  11 
restaiuants  were  open  for  lunch,  and  that 
was  not  enough.  There  was  even  a  line  to 
get  into  the  tequila  bar.  That  meant  we 
didn't  get  to  sample  the  higher-end  en- 
tries, like  Suilan,  an  Asian  fusion  restau- 
rant from  Susanna  Foo,  a  well-knowTi 
Philadelphia  chief,  or  the  Old  Homestead, 
an  offshoot  of  the 
Manhattan  steakhouse 
whose  menu  includes  a 
$41  Kobe  beef  biu-ger. 

The  Borgata  has 
been  follovidng  its  At- 
lantic City  rivals  in 
booking  top-shelf  en- 
tertainment in  two  au- 
ditoriums that  seat 
1,000  and  2,400,  re- 
spectively. Comedian 
Bill  Cosby  and  singer 


Jewel  were  two  recent  performers.  Bf 
Borgata's  retail  shops  were  a  disapj 
ment  both  in  number  and  merchai 
Who  needs  another  store  selling  dkn 
shirts  and  Tommy  Bahama  khaki  st 
The  guest  rooms,  which  start  at 
a  night  (for  weeknights),  featun 
300-thread-count    bed    linens, 
speed  Internet  access,  showers  for 
and  floor-to-ceiling  windows  for  b 
water  views.  True,  the  Marina  D 
location,  a  15-minute  jitney  ride 
the      city's      fs 
boardwalk,  leavi 
feeling  a  bit  isol 
But     Atiantic     ( 
casino        revei 
jumped  11%  in  Au 
the  Borgata's  firs 
month  of  operatic 
it  looks  as  if  the 
joint  in  town  is  b 
ing   new   faces- 
some     big     spe: 
among  them.  I 
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n.The  addition  of  business  customer  number  360,001  creates  a  crisis  for  the  Wall  of  Appreciation. 
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Personal  Business  Travel 


Fliers'  Dilemma: 
Save  Now  or  Later? 

Tickets  on  discount  airlines  cost  less,  but  their  frequent-flier 
programs  make  it  tough  to  earn  a  f  reebie.  BY  MICHAEL  arndt 


ETBLUE  AIRWAYS  GIVES 
travelers  plenty  of  reasons  to 
choose  it  over  its  giant  ri- 
vals: new  planes,  comfy 
leather  seats,  24  channels  of 
live  TV,  bargain  fares.  Its 
frequent-flier  program,  how- 
ever, isn't  one  of  them.  Un- 
less you  take  13  medium- 


length  or  five  long-distance  round- 
trips  within  a  year,  you'll  never  qualify 
for  a  free  ticket.  Even  if  you  do,  you  can 
forget  about  cashing  in  your  points  for 
a  foreign  getaway,  since  JetBlue  doesn't 
ffy  outside  the  U.S. 

The  frequent-flier  plans  at  other  low-fare 
carriers  aren't  much  better.  Indeed,  this  is 
one  area  where  the  major  airlines  beat 


the    discounters 
down.  While  the 
grams      require 
flights    for    free 
thanks  to  their  loi 
partners,  you  can 
miles  much  quic 
use  them  to  ffy 
anywhere.  You 
have  to  worry  aboij 
points  expiring, 
see  any  low-cost 
program  that  is 
tive,"  says  Randy  I 
son,  editor  of  Insid^ 

POPULAR  PERK 

THE     FREQUENT^ 
concept   dates   to  J 
when  American 
laimched   the   firs 
gram.  United  Airl 
the  other  big  carriel 
followed     with 
identical  plans,  i 
travelers  points  foi 
mile  they  ffy.  But 
for    Southwest 
the  discoimters  stsc 
of  the  game.  Over 
few    years,    thoui 
more  business 
have  tiUTied  to  l 
carriers,  they,  too,^ 
added  frequent-flier 
grams.  Today,  excej 
Spirit  Airlines  and 
Coimtry  Airlines,  a' 
discoimters  have  om 
Most  of  the  low-fart 
grams  are  modeled  on  Southwesf; 
airlines  handing  out  points  based  <; 
nvunber  of  trips  flown  (table).  Log 
six  round-trips  in  a  year,  and  you  get|| 
ticket  within  the  48  contiguous  sta: 
some  people,  thaf  s  a  real  perk.  John  1| 
man  takes  ATA  Airlines  every  three 
or  so  from  his  home  in  Bradenton, 
Chicago  for  business  or  to  see  fi 


The  Other  Frequent-Flier  Programs 


AIRLINE 


AiRTRAN 


ATA 


FRONTIER 


JETBLUE 


SOUTHWEST 


FREE-TICKET 
REQUIREMENT 


8  round-trips  in 
12mos. 


6  round-trips  before 
Jan.  31, 2005 


15,000  miles  or  6  cross- 
country round-trips 


13  medium  or  5  long 
round-trips  in  12  mos. 


4  round-trips  in  12 
mos.  if  booked  onlirll 


SEAT UPGRADES? 


Yes 


No 


No 


No 


No 


AIRUNE  PARTNERS 


Yes* 


No 


Virgin  Atlantic,  Midwest 


No 


No 


OTHER  PARTNERS* 


1 


No 


10 


No 


15 


COMMENTS 


Upgrades  to  business 
class  a  selling  point 


No  partners  makes  it 
hard  to  eam  tree  travel 


Points  never  expire; 
you  can  fly  to  Europe 


Points  often  expire  be- 
fore a  f  reebie  is  due 


Best  for  frequent 
short-flop  fliers 


*Credit-card,  hotel,  or  rentat-car  companies 


**Can  transfer  points  to  partners  only  after  logging  16  round-trips  i 
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Soorts 


Upgrades 

aren't  an 

option 

when 

there's 

only  one 

class 


that  rate,  he's  earning  a  free  back-and- 
forth  almost  every  four  months.  "This 
seems  Uke  the  quickest  way  to  re- 
deemable points,"  he  says. 

But  flier  beware:  On  Southwest,  Jet- 
Blue, and  AirTran  Airways,  points  ex- 
pire a  year  after  every  flight.  That 
means  that  many  travelers  never  get  a 
chance  to  accumulate  enough  points  to 
go  anywhere  for  free.  Contrast  that  with 
the  programs  at  the  major  airlines, 
which  permit  you  to  keep  all  of  your 
miles  as  long  as  you  earn  at  least  one 
point  within  three  years.  Moreover,  in 
the  off-price  seg- 
ment, ordy  AirTran 
offers  business- 
class  service,  so 
you  can't  generally 
use  your  points  for 
upgrades,  either. 

That's  not  all.  At 
JetBlue  and  ATA, 
the  only  way  to 
build  up  points  is 
by  buying  airline 
tickets.  By  com- 
parison, American 
boasts  1,300  part- 
ners that  award 
points  for  its  frequent-flier  program, 
including  other  airlines,  hotels,  car- 
rental  outfits,  credit-card  companies, 
mortgage  banks,  and  even  Kellogg, 
which  prints  100-point  coupons  on  its 
cereal  boxes. 

SOMETHING  FOR  EVERYONE 

THE  LACK  OF  POINT  partners  at  the 
discount  carriers  diminishes  the  value 
of  their  programs  in  another  way.  Ex- 
cept at  Frontier  Airlines,  which  has  a 
tie-in  with  Virgin  Atlantic  Airways,  fre- 
quent-flier members  cannot  readily  use 
points  to  ffy  on  other  airlines.  "I  don't 
think  people  are  flying  JetBlue  for  the 
points,"  concedes  Timothy  Claydon, 
JetBlue's  senior  vice-president  for  sales 
and  distribution. 

Of  course,  the  drawbacks  haven't 
stopped  discount  carriers  from  gaining 
market  share  or  making  money.  So  will 
the  major  airlines  copy  them  by  paring 
back  their  plans?  No  way.  They  know 
their  frequent- flier  programs  still  at- 
tract a  lot  of  traffic.  "[Customers]  pre- 
fer our  model,"  says  Gloria  Bemdl, 
United's  director  of  marketing  pro- 
grams. "Frequent  fliers  say:  'I've  had 
my  butt  in  a  seat  for  a  long  time,  and  I 
want  to  be  rewarded,'"  she  adds.  So 
travelers,  take  your  pick:  cheap  fares  or 
free  tickets.  You  can  have  either,  but 
you  can't  have  both.  M 


Paddle^  Anyone? 

Played  on  smaller  courts,  platform  tennis  keei 
the  hardy  active  in  winter.  BY  MARILYN  harrk 


THE  NIGHT  AIR  WAS  BE- 
yond  bitter,  the  wind  cut 
like  a  buzz  saw.  Light 
flooded  a  metal  platform 
enclosed  by  chicken 
wire,  on  which  four  fig- 
ures, bundled  in  fleece, 
chased  a  yellow  ball  and  smashed  it 
across  the  net.  A  car  screeched  up,  and 
out  jiunped  a  man.  "She  has  been  crying 
since  you  left!"  he  shouted.  His  wife 
dropped  her  graphite  paddle  with  a 
clang,  raced  into  the  car,  and  as  soon  as 
she  could  peel  away  the  layers,  was 


FAST PACE 

Much  of  the 
action  consists  of 
rapid  volleying 
at  the  net 


nursing  her  infant  daughter. 
A  short  while  later,  play 
resumed. 

What  would  make  a  mom 
run  out  on  her  newborn? 
"Neither  rain,  nor  snow,  nor 
crying  babies  keep  me  away 
from  platform  tennis,"  says  the  athletic 
mother  of  three.  Male  or  female,  old  or 
young,  if  you're  hooked,  you're  hooked. 
"If  s  like  a  cult  sport,"  says  Patty  Hogan, 
the  over-40  national  women's  champion 
and  a  teaching  pro  based  in  Summit,  N.J. 
"Anybody  who  plays  it,  loves  it." 

The  season  for  platform  tennis- 
called  paddle,  for  short— is  coming  up 
fast.  By  tradition,  the  game  is  played  in 
fall  and  winter,  and  for  aficionados  who 


like  to  defy  the  weather,  the  cc 
better.  The  cotirt  measures  44  b 
and  resembles  a  miniature  tenr 
made  of  aluminum  and  coate( 
sandpaper-like  finish,  for 
traction.  * 

Paddle  is  so  easy  to  leam  • 
tournaments  run  by  the  Ameri 
form  Tennis  Assn.  (platformte: 
feature  players  as  yoimg  as  8 
ment  is  minimal.  A  paddle, 
inches  long  and  made  of  a  co 
material  with  aerodynamic  hole 
in  the  head,  costs  roughly  $10( 
balls— solid  rubber  and  s) 
cost  about  $10.  The  on. 
special  gear  you  may  n« 
ffeece  mitt  tiiat  fits  ov- 
hand  and  paddle  han 
when  the  weather  is  frigii 
rules,  they're  essentially 
as  in  tennis,  except  paddl 
only  one  serve,  and  sen] 
touch  the  net  are  played, 
also  hit  the  ball  off  the 
similar  to  what  you  do  in 

The  major  challenge 
comers  is  finding  a  place 
Most  of  the  4,000  or  so  o 
the  U.S.  are  at  private  t| 
clubs    and    resorts,    in 
Snow  King  Resort  in  J 
Hole,  W^o.,  and  Shelter 
Inn  in  Westerly,  R.I.  Somt 
courts  are  available,  mo 
metro  New  York  and  C 
and  parts  of  California,  Co 
and  Wisconsin.  And  nev 
communities    are    incre 
building  courts  to  attract  1 
Paddle  is  largely  a  doubles 
marked  by  rapid  volleying  at  tl 
"There's  no  better  way  to  get  so 
ercise  on  a  cold  winter's  day,"  saj 
York  banker  Roger   Bredder. 
paced  action,  great  competition,  r 
drive  to  a  ski  resort.  Plus  you  ca 
your  tennis  in  shape  without  ha^ 
play  in  a  bubble."  Hey,  who  couldij 
a  sport  that  makes  it  fim  to  be  o 
in  nasty  weather?  ■ 


Til 
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They  both  took  care  of 

business. 


Took  care  of  their 

families. 


So  why  will  one 

leave  his  family  with  every 


while  the  other  leaves 


everything  to  chance? 


The  difference  is  an  estate  plan  that  will  leave 
more  of  your  assets  where 'you  want  them  to  go. 
A  Northwestern  Mutual  Financial  Network 
Representative  offers  expert  guidance  in  estate 
planning,  as  well  as  a  network  of  specialists  to 
help  get  you  closer  to  all  your  financial  goals. 


W 


W  Northwestern  Mutual 

FINANCIAL  NETWORK* 


lovative  solutions  for  retirement,  estate,  insurance,  and  personal  finance.    Af©  yOU   thOTe  yOt?® 


009  ®  2003  The  Northwestern  Mutual  Life  Insurance  Co.,  Milwaukee,  Wi 


www.nmfn.com 


Personal  Business  Footnotes 


EDITED  BY  TODDI  GUTNER 
HEALTH 

WHERE  TO  ARM 
YOURSELF 
AGAINST  THE  FLU 

SOME  140,000  Americans 
are  hospitalized  each  year 
with  the  flu.  One  way  to 
avoid  that  fate  is  to  get  a 
flu  shot  during  October 
or  November. 
Vaccinations  are  75% 
effective  in  preventing 
the  flu  and  reducing  its 
severity.  To  find  a  pharmacy  or 
grocery  store  that  gives  shots  near  you, 
go  to  findaflushot.com.  You  can  search  by 
Zip  Code,  area  code,  or  state,  and 
indicate  how  far  you  want  to  travel.  Each 
shot  costs  $20  and  covers  three  strains 
of  the  virus. 


VIDEO 


AND  NOW, 

DISPOSABLE 

DVDs 

EZ-D  DVDs  have  the  same  sound  and 
picture  quahty  as  conventional  DVDs 
but  without  extras  such  as  commentary. 
Oh,  and  another  thing:  They  self-destruct 
in  48  hours.  The  disposable  disks  just 
became  available  in  Austin,  Tex., 
Charleston,  S.C,  Kansas  City,  Mo.,  and 
Bloomington/Peoria,  111.  Buy  one  for 
about  $5  (the  price  of  a  rental),  play  it 
as  much  as  you  want  for  48  hours,  then 
send  the  disk  to  a  recycling  facihty  or 
throw  it  away.  If  you  don't  open  the 
package,  it  has  a  shelf  life  of  one  year. 
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STOCKS 


The  Options  Hit 

THOSE  OF  US  WHO  want  to  beheve  nice  guys  finish  first  are  getting  a  kick  in  the 
courtesy  of  this  year's  stock  market  Economists  at  Morgan  Stanley  recently  wo: 
whether  companies  that  have  done  the  right  thing  and  begim  charging  the  co 
their  employee  stock  options  against  current  earnings  have  been  rewarded  by 
stock  market  returns.  The  xmequivocal  answer?  Nope. 

This  year  through  mid-September,  the  76  companies  in  the  Standard  &  Poor's  5 
stock  index  that  do  expense  options  saw  their  share  prices  rise  15.9%.  Those  tha 
didn't?  Up  25.3%.  The  most  honest  defense  for  companies  unwilling  to  deduct 
options  expenses,  Morgan  Stanley  concludes,  "is  that  if  analysts  start  recognizin 
options  as  a  cost,  earnings  estimates  wiH  decline  and  [stock  prices]  will  fall." 
Accounting  authorities  recently  postponed  rules  mandating  expensing  of  option 
depressing,  if  perhaps  pragmatic,  signal  to  stay  bulhsh  on  stocks.     -By  Robert  J 


WAGES 

IFYOU'REHAVINGaBigMac 

attack,  where  you  live 
determines  how  long  you  have 
to  work  to  buy  the  McDonald's 
burger.  In  Nairobi,  it  takes 
three  hours  to  afford  one;  in 
Chicago,  L.A.,  or  Tokyo,  just  10 
minutes  will  do  it.  The  time 
required  in  other  cities  falls  in 
between,  says  a  UBS  study 


WORKING  TIME  TO  BUY    i 
ONE  BIG  MAC 


CITY 

NAIROBI 

MINUL 

i| 

KIEV 

BANGKOK                     ( 

TEL  AVIV                      J 

ISTANBUL                     1 

LONDON                       ! 

HONG  KONG 

NEW  YORK                    % 

TOKYO 

i 

•Metfxxlotogy:  Product  pnce  divided  by  weighted  average 
net  hourly  pay  across  12  occupations 


u 
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DISASTER  HITS 

VERITAS 


storage  software  company. 


\ 


Even  when  the  grid  goes  down,  our  customers  don't.  That's  why  99% 
of  the  FORTUNE''  500  rely  on  VERITAS  software  for  disaster  recovery. 


veritas.com 


VERITAS 


C  2119:1  M  MW--  s,,ii«„rrCW|^^i/i<iil».AIIriiitlt-  rf^.■n(■.l.  Vr.RITVS.  ailTO- VKUIT^  l...»u  W.-a.  t   S.  Pal.  ,V   1 1,,,  OIT. 
Vlt  oMlcirlnMlinnHnifi  nrr  Ihr  properly  uf  llnir  (ctpritivr  oWnif". 
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Personal  Business  The  Barker  Port 


BY  ROBERT  BARKER 


A  Gold  Mine  Called 
The  Big  Board? 


Sooner  rather  than  later,  most  people  will 
find  the  name  Dick  Grasso  hard  to  place, 
and  the  New  York  Stock  Exchange  will 
shake  off  the  mud  that  covers  it  today. 
Then,  somewhere  in  this  dreary  process 
called  "moving  on,"  the  prospect  that  the 
Big  Board  itself  is  going  public  will  glow. 

As  alluring  as  an  initial  public  offering  of  stock  may  prove  to 
1,366  NYSE  seat  holders— the  exchange's  actual  owners- 
arranging  the  deal  woiold  not  be  simple.  Even  a  ticker  symbol  is 
tricky.  The  four  letters  NYSE  almost  siirely  wouldn't  do,  since 
the  world's  leading  stock  exchange  has  prided  itself  on  issuing 
common  stock  symbols  no  more  than  three  letters  long.  (Note 
to  Santiago,  Chile's  BBV  Banco  BHIF,  holder  of  the  Big  Board's 
BB  symbol:  Stay  flexible.)  Just  the  same,  as  an  investment  the 
NYSE  is  a  potential  gold  mine— even  if  it  hasn't  paid  lately. 

You  can  get  a  glimpse  of  this  from  the  NYSE's  financials.  The 
most  recent  set  is  for  the  year 
ended  last  Dec.  31.  As  a  not- 
for-profit,  the  NYSE  doesn't 
release  the  frill  quarterly 
details  required  of  public 
companies.  Instead,  it  gives 
just  a  few  interim  figures: 
Through  June  30,  revenue 
ran  flat  at  $539-5  miUion, 
while  net  income  rose  to  $27 
million  from  $20.7  million. 
That  improvement  had  to  be 
welcomed  warmly.  Since 
1998,  the  Big  Board's 
operating  margin  got 
crushed,  coming  in  last  year 
at  4%  on  a  bit  more  than  $1 
billion  in  revenue  (charts). 


THIS,  PERHAPS  EVEN  more 
than  the  investing  public's 
post-bubble  hangover, 
accounts  for  the  30%  plunge 
in  value  of  a  stock  exchange 
seat.  The  highest  price  for  a 
seat,  $2.65  million,  was  paid 
in  1999;  the  most  recent 
price,  on  Sept.  18,  was  $1.85 


Even  as  the  NYSE's 
revenues  grew... 

,  BILLIONS  OF  DOLLARS 


•98        '99        '00        '01        '02 
Data:  Company  reports.  BusinessWeek 


million.  If  each  of  the  exchange's  1,366  seats  could  be| 
that,  the  total  would  come  to  $2.5  billion.  But  this  in 
captures  the  Big  Board's  potential  public  market  value 
Consider  events  500  miles  west-northwest  of  Wall  A 
Broad.  Just  before  the  Toronto  Stock  Exchange  conver| 
profit-making  company,  in  April,  2000,  its  133  seats 
near  $37,000  each,  indicating  a  total  value  then  of  less 
$5  million.  Last  November  the  exchange's  parent,  TS] 
Group,  went  pubhc  and  soon  had  a  market  value  of  a 
under  $500  miUion.  Today,  TSX's  market  cap  tops  $8(j 
million.  Last  December  the  Chicago  Mercantile  Exchi 
followed  suit.  The  stock  has  doubled,  giving  the  Merc . 
of  $2.2  billion. 

If  it  goes  pubUc,  the  Big  Board  can  count  on  an  expJ 
of  value,  too.  To  do  this,  it  needs  first  to  change,  as  the] 
Merc  says  it  did,  from  an  organization  designed  "to  of 
profit-making  opportunities  for  our  members  and  to 
our  profits"  to  one  focused  on  its  own  bottom  line.  In  sj 
doing,  it  might  have  to  give  up  some  or  all  of  its  regvila 
duties,  foregoing  revenue  that  now  makes  up  12%  of  it| 

This  likely  doesn't  accoi 
much  profit,  notes  Chris 
Ruggeri,  a  managing  dire; 
Standard  &  Poor's  Corpo 
Value  Consulting  (like 
BusinessWeek,  owned  by 
McGraw-Hill  Companies)] 
it  is  one  of  many  question 
marks  in  imagining  an  N^ 
valuation. 

Suppose,  just  the  same, 
the  NYSE  instantly  mana: 
itself  toward  the  35%  or  s 
operating  margins  enjoye 
recently  by  pubUcly  held  r| 
Then,  it  next  year  might  si 
operating  profits  of,  say,  $;l 
milhon.  Other  pubhc  exch 
tend  to  trade  near  13  times 
operating  income  and  rou; 
five  times  sales.  At  these 
multiples,  the  NYSE  would 
a  market  value  of  around  J 
billion,  or  about  double  th' 
current  value  of  its  seats- 
enough  to  make  the  Big  Bt 
forget  the  name  Dick  Gras 
E-.mail:  rb@businesswe 


...its  profit  margin 
got  crushed 

PERCENT 
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Personal  Business  Inside  Wall  Strec 


BY  GENE  G.  MARCIAL 

WHY  THERE  ARE  TAKEOVER  WHISPERS  AT  INSURER  W.R.  BERKI 
FOR  LANGUISHING  UBERTY  MEDIA,  MAYBE  THE  ONLY  WAY  IS  Ul 
^\|  SONTRA'S  GLUCOSE  MONITORING  DEVICE:  A  BOON  FDR  DIABEnl 


A  STELLAR 
PERFORMANCE 


Berkley:  A  Good  Risk 

OUT  AHEAD  OF  ITS  PEERS  is  W.  R.  Berkley  (BER):  This 
mid-cap  property-casualty  insurer  is  a  star  performer— 
in  sales,  earnings,  and  stock  price.  In  the  second  quarter, 
operating  earnings  rocketed  96%  above  last  year,  to  $95.8 
niiUion.  The  shares  have  shot  from  20 
last  October  to  35.16  on  Oct.  1.  "As  a 
result,  Berkley  is  an  attractive  takeover 
target  in  a  long- overdue  consolidation,"  dollars 

says  Mike  FrinqueUi,  a  general  partner         36 [T]ilTn]ll]OT[]TjTT 
at  Renaissance  Fund  Advisors,  which  34 "  '      >  i  •(  ■  i^ 

owns  shares.  Part  of  Berkley's  allure,  he       32  [ 
says,  is  robust  cash  flow— it  has  a  stash        ^^ 
of  more  than  $1  biUion— and  a  focus  on 
specialty  markets,  which  lets  Berkley  ^i 

raise  its  rates  easily.  Berkley  goes  where        °  mar,  31, 03         oci  1 

most  insurers  fear  to  tread,  notes  "'^^  Bloomberg  Rnanoal  Markets 

FrinqueUi,  such  as  poUcies  for  doctors 
who  have  malpractice  woes  or  liability  coverage  for  company 
directors,  where  rates  have  more  than  doubled  with  the 
escalation  in  Wall  Street  scandals.  Alan  House  of  Value  Line 
sees  sales  growing  45%  this  year,  after  a  34%  gain  in  2002. 
CEO  WiUiam  Berkley,  who  owns  15%  of  the  company,  says 
"bigger  profits  are  coming  in  the  next  two  years."  Even  diough 
the  company  is  "doing  extremely  well,"  Berkley  doubts  that 
"anybody  will  offer  a  price  that  matches  what  I  think  it's 
worth."  FrinqueUi  sees  the  stock  hitting  50  in  6  to  12  months. 
In  a  buyout,  it  would  be  valued  even  higher,  he  says.  Jay  Cohen 
of  MerriU  Lynch,  who  rates  Berkley  a  buy,  f^ures  it  wiU  earn 
$3.20  a  share  in  2003  and  $3.73  in  2004,  vs.  $2.03  for  2002. 
MerriU  has  done  banking  for  Berkley. 

Liberty  Media: 
Set  for  a  Rebound? 

LIBERTY  MEDIA  (l),  the  flagship 
of  cable-TV  mogul  John  Malone's 
empire,  hasn't  done  much  in  this 
year's  market  rally,  but  some  pros 
think  it  is  poised  for  a  strong  rebound. 
The  stock  has  been  caught  between  8 
and  12.  Recently,  it  dipped  to  10, 
foUowing  Liberty's  $7.8  biUion 
purchase  of  the  57%  of  home- 
shopping  network  QVC  that  it  didn't 
aheady  own.  But  some  pros  are  taking 
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Climbing" 


» 


advantage  of  the  drop  to  buy  more  shares:  HUary  Krame 
president  of  A&G  Capital,  is  betting  that  the  stock  is  clost 
its  bottom  and  should  be  chmbing  soon.  "Not  many  real 
that  Liberty  is  way  undervalued,  based  on  the  array  of 
worldwide  assets  it  owns  or  has  a  stake  in."  It  owns  sucl; 
channels  as  Discovery  and  Starz,  and  a  shce  of  News  Cor 
also  holds  stakes  in  Time  Warner  and  some  Net  outfits,  s 
as  Barry  DiUer's  InterActiveCorp.  Kramer  puts  the  value 
the  assets  at  $15  a  share.  Her  12-month  target  for  the  sto 
18.  Niraj  Gupta  of  Smith  Barney,  who  owns  shares,  says 
Liberty,  which  trades  at  a  30%  discount  to  its  net  asset  v; 
is  "attractive  for  long-term  investors."  Smith  Barney's  pi 
Citigroup,  has  done  banking  for  Liberty. 

Sontra  IVIedical 

Looks  Healthier  with  Bayer 

WITH  GIANT  Bayer  as  a  partner,  tiny  Sontra  Medic 
(soNTc)  could  make  it  big  in  the  $5  biUion  marke 
home  glucose  testing  for  diabetics.  In  July,  Sontr: 
granted  Bayer  rights  to  SonoPrep,  its  patented,  noninvas: 
skin-permeation  technology  that  aUows  24-hour  glucose 
monitoring  through  a  sensor  patch.  Come  January,  Bayer 
pay  Sontra  $1.5  miUion  for  feasibUity  studies,  to  be  foUo' 
later  by  a  $3  miUion  payment  to  co- 
produce  SonoPrep.  If  all  goes  weU, 
Sontra  wiU  apply  for  Food  &  Drug 
Administration  approval.  Sontra  GEO 
Sean  Moran  figures  Bayer  wiU  then 
commit  $15  miUion  to  have  the  product 
ready  for  marketing  in  late  2004  or 
2005.  Joe  Hammer  of  LH  Financial,  an 
investment  firm,  figures  the  initial 
market  could  hit  $150  miUion.  He 
thinks  the  shares,  which  dropped  from 
5.60  last  October  to  81$  in  July  on  news 
of  possible  NASDAQ  delisting,  have 
bright  prospects.  They  have  since  rebounded  to  1.40.  Soni 
raised  $3  miUion  from  private  investors  in  August  to  avoii 
delisting.  Larry  Salvati,  director  of  apphed  research  at  Ba; 
says  Bayer  is  impressed  with  Sontra's  SonoPrep  technoloi 
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Gene  Marcial's  Inside  Wall  Street  is  posted  al[ 
businessweek.com/today.htm  at  5  p.m.  on  the  magazine's  publicatiol 
usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m.  est  on  CNNfn's| 
Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  In  Inside  Wall  Street  norti 
firms  hold  positions  In  the  stocks  under  discussion.  Similarly,  they  have  no  Invest  J 
banking  or  other  financial  relationships  with  them. 


L_ 


n  sharehol^r  meetings,  I  don't  think  ||[ere's  a  question  they  can  as^ 


I  can't  answer*3khether  it  comes  from  an  individual  shareholder,  fund  manager 


or  a  hard-nbked  reporter.  Why?  Because  I'm  fully  briefed  with  research. 


analysis  and  data  from 


STANDARD  &  POOR'S 


I  understand  my  company  and  my  indi^ry  backwa«  and  forwards. 
Now  if  only  I  could  understand  my  teenagerspiat  well. 


YOUR  CONFIDENCE  IS 


ING. 


YOU'VE  GOT  STANDARD  &, POOR'S 


NGS  RISK  SOLUTIONS 


Y  RESEARCH  INDEX  S 


CORPORATE  VALUE  CONSULTING 


Jard  &  Poor's  is  the  world's  foremost  provider  of  independent  credit  ratings,  risk  evaluation, 
Jtment  research,  indices,  data  and  valuations.  For  more  than  140  years  we  have  played  a 
ng  role  in  providing  investors  with  the  independent  benchmarks  they  need  to  feel  more 
ident  about  their  investment  and  financial  decisions. 


STANDARD 
&  POOR'S 


www.standardandpoors.coin 


tandard  &  Poor's,  our  analytic  services  are  performed  as  entirely  separate  activities  in  order  to  preserve  the  independence  and 
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COMMENTARY 

It  was  a  rollercoaster  ride  as 
stocks  fell  most  of  the  week 
before  reversing  direction  and 
rallying  broadly  on  Oct.  1.  Signs 
of  vigor  in  manufacturing  tielped 
spark  the  surge.  More  important, 
investors  are  focusing  on 
upcoming  profit  reports, 
expected  to  be  juicy.  For  the 
week,  the  Dow  and  the  S&P  500 
ended  in  the  black,  while  the 
NASDAQ  finished  in  the  red. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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U.S.  MARKETS 

OCTl 

WEEK 

%  CHANGE 

YEAR  TO     UST12 

DATE       MONTHS 

S&P  500 

1018.2 

0.9 

15.7 

20.1 

Dow  Jones  Industrials 

9469.2 

0.5 

13.5 

19.3 

NASDAQ  Composite 

1832.3 

-0.6 

37.2 

51.0 

S&P  MidCap  400 

521.4 

o.K 

21.3 

25.2 

S&PSmallCap600 

242.1 

-0.6 

23J 

26.4 

WilshireSOOO 
SECTORS 

9859.6 

0.5 

18.2 

22.6 

BusinessWeek  50* 

588.4 

1.1 

8.5 

9.7 

BW  Info  Tech  100** 

324.6 

0.7 

13.7 

30.7 

S&P/6ARRA  Growth 

519.2 

0.8 

15.7 

18.7. 

S&P/BARRA  Value 

495.6 

1.0 

15.8 

21.7 

S&P  Energy 

199.5 

0.6 

S3 

10.4 

S&P  Financials 

351.0 

1.9 

18.2 

20.9 

S&P  REIT 

108.5 

1.5 

19.5 

18.2 

S&P  Transportation 

180.6 

0.3 

6.3 

6.1 

S&P  Utilities 

1119 

2.3 

14.4 

16.0 

GSTI  Internet 

134.1 

-3.4 

79.5 

115.9 

PSE  Technology 

628J 

-0.5 

311 

57.3 

GLOBAL  MARKETS           ocii  week 

S&P  Euro  Plus  (U.S.  Dollar)       969l4*  -2.1 

London  (FT-SE 100)                 4169.2  -1.6 

Paris  (CAC  40)                        319L0  -2.2 

Frankfurt  (DAX)                     3329.8  0.7 

Tokyo  (NIKKEI  225)  1046L2  -1.3 

Hong  Kong  (Hang  Seng)  U.2295  -5.8 

Toronto  (S&P/TSX  Composite)  7509J  -1.2 

Mexico  City  (IPC)                   7937.2  1.9 
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*Mar.  19. 1999=1000     "Feb.  7. 2000=1000 


FUNDAMENTALS  sept  30  weekaq 

S&P  500  Dividend  Yield  L67%  L62) 

S&P  500  P/E  Ratio  (Trailing  12  mos.)    27.6  28.9 

S&P  500  P/E  Ratio  (Next  12  mos.)*     16.7  16.7 

First  Call  Earnings  Revision*  0.83%  0.61% 

•FirsI 

TECHNICAL  INDICATORS         sept  30  weekagoI 

S&P  500  200-day  average  93L6  929.1 

Stocks  above  200-day  average         80.0%  82.0% 

Options:  Put/call  ratio  0.83  0.71 

Insiders:  Vickers  NYSE  Sell/buy  ratio5.00        5.11 


BEST-PERFORMING    ^st 

GROUPS  month  % 


UST12 

MONTHS* 


Casinos 

9.5 

Photographic  Products 

-25.0 

Homebuilding 

9.0 

Semiconductor  Equip. 

-12.4 

Internet  Software 

8.9 

Specify.  Appar.  Retailers 

-11.4 

Divsfd.  Metals  &  Mining 

8.2 

Employment  Services 

-9.3 

Divsfd.  Financial  Svcs. 

8.1 

Tires  &  Rubber 

-8.4 

EQUITY  FUND  CATEGORIES 

4  WEEK  TOTAL  RETURN                            %      52-WEEK  TOTAL  RETURN 
LEADERS                                                    LEADERS 

% 

Precious  Metals 

3.2 

Technology 

62.3 

Real  Estate 

2.1 

Latin  America 

49.1 

Diversified  Pacific/Asia 

1.8 

Communications 

45.8 

Europe 

LAG6ARDS 

1.8 

Precious  Metals 

LAGGARDS 

42.7 

Technology 

-4.3 

Miscellaneous 

13.0 

Mid-cap  Growth 

-4.0 

Domestic  Hybrid 

14.1 

Small-cap  Growth 

-3.8 

Large-cap  Blend 

173 

Small-cap  Blend 

-3.3 

Natural  Resources 

18.1 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 


%      52-WEEK  TOTAL  RETURN 


LEADERS 

LEADERS 

American  Heritage 

33.3 

PFds.  Intnet.  UHsr.  Inv. 

206.1 

U.S.  Gl.  WId.  Pr.  Minis. 

9.7 

Jacob  Internet 

198.0 

ScudderGld.&Pr.Mts.S  94 

Apex  Mid  Cap  Grovirth 

160.9 

Matthews  Japan 

LAGGARDS 

8.5 

RS  Internet  Age 

LAGGARDS 

136.7 

PFiinds.  Ultra  Japan  Inv. 

-13.2 

Rydex  Dynam.  \fenL  100-66.5 

Grand  Prix  A 

-12.6 

PFds.  UltSh.  OTCInv. 

-66.3 

PFds.  Smicdr.  UKsr.  Inv. 

-11.4 

Frontier  Equity 

-60.3 

Berkshire  Focus 

-10.1 

Potomac  OTC/Short  Inv 

-40.7 

WORST-PERFORMING 
GROUPS 

Internet  Software 
Comptr.  Stge.  &  Perphs. 
Wireless  Services 
Divsfd.  Metals  &  Mining 
Office  Electronics 


LAST 
MONTH  % 

275.0 

122.6 
120.7 
113.5 
106.8 


Health-Care  Facilitit 
Photographic  Produc 
Tires  &  Rubber 
Housewares  &  Spe 
Brewers 


INTEREST  RATES 


KEY  RATES 

OCTl 

WEEK  AGO 

Money  Market  Funds 

0.62% 

0.61%| 

90-Day  Treasury  Bills 

0.94 

0.93 

2-Year  Treasury  Notes 

L44 

1.60    j 

10-Year  Treasury  Notes 

3.93 

4.14 

30-Year  Treasury  Bonds 

4J9 

5.03    j 

30-Year  Fixed  Mortgagef 

5.74 

5.90 
tBanxQ 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated. 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


WEEK  AGO                  I 

General  OMiptions 

3.67%            1 

Taxable  Equivalent 

5.24                 J 

Insured  Revenue  Bonds 

3.76             J 

Taxable  Equhralent 

THE  WEEK  AHEAD 


INSTALLMENT  CREDIT  Tuesday, 
Oct  Z  3:00  p.m.  EDT  n 
Consumers  very  likely  tacked  on 
an  additional  $5.3  billion  in  debt 
during  August.  That's  according  to 
the  median  forecast  of  economists 
surveyed  by  MMS  International.  In 
July  consumers  added  $6  billion 
of  new  borrovi/ings. 
EXPORT-IMPORT  PRICES 
Thursday,  Oct.  9,  8:30  a.m. 
EDT  »  Export  prices  probably 
held  steady  in  September, 


following  a  small  0.1%  decline  in 
August.  Import  prices  most  likely 
climbed  0.3%,  after  a  0.2% 
increase  in  August.  The  recent  call 
by  the  Group  of  Seven  for  more 
flexible  exctiange  rates  is  expected 
to  cause  the  U.S.  dollar  to  weaken, 
which  would  make  imports  more 
expensive  and  exports  relatively 
cheaper. 

PRODUCER  PRICE  INDEX  Friday 
Oct  10,  8:30  a.m.  EDT  n 
Producer  prices  are  forecast  to 


have  grown  0.2%  in  September, 
after  jumping  0.4%  in  August. 
Excluding  the  more  volatile  food 
and  energy  components,  prices 
probably  rose  by  a  similar  0.2%, 
after  a  0.1%  increase. 
INTERNATIONAL  TRADE  Friday 
Oct  10,  8:30 a.m.  EDT  nJhe 
foreign  trade  deficit  very  likely  hit 
$41  billion  in  August.  Through  July 
the  2003  trade  gap  is  $56.5  billion 
ahead  of  2002,  which  ended  with  a 
record  $435.7  billion  deficit. 


The  BusinessWeek  productio 
increased  to  201.2  for  th 
ended  Sept.  20,  up  5.6%  fron 
ago.  Before  calculation  of  ttl 
week  moving  average  the^ 
slipped  to  202.1. 
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why  our  wealth  management  products  and  services 


Money.  It's  justnot  what  it  used  to  be. 
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This  index  gives  the  starting  page  for  a  story  or  feature  with 
a  significant  reference  to  a  company.  Most  subsidiaries 
are  indexed  under  their  own  names.  Companies  listed  only 
in  tables  are  not  included. 
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104 
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Editorials 


Dorft  Blame  Job 
Woes  on  China 


THERE  ARE  PLENTY  of  reasons  to  criticize 
China.  It  has  been  slow  to  protect  the 
intellectual-property  rights  of  U.S.  and 
other  foreign  companies.  It  has  not 
opened  its  financial  markets  much  to 
outside  investment.  It  promotes  "national 
champions"  in  its  computer,  auto,  and  software 
industries.  But  the  China-bashing  now  under  way  in 
Washington  has  little  to  do  with  serious  economic  criticism. 
As  the  Presidential-election  season  heats  up,  poUticians  in 
both  parties  are  scapegoating  China  for  the  jobless  recovery.  To 
curry  votes  in  Midwestern  and  Southern  states,  they  are 
blaming  China  for  the  sharp  decline  in  manufacturing  jobs 
rather  than  the  structural  economic  changes  that  are  really 
behind  them.  As  a  result,  they  are  pressing  Beijing  to  revalue 
the  yuan  to  curb  exports  or  face  a  275%  tariff  on  Chinese 
imports  into  the  U.S.  These  poUtically  driven  measures  are 
economically  misguided  and  could  boomerang  (page  32). 

For  starters,  U.S.  consumers  and  businesses  benefit 
mightily  from  low- cost  imports.  Moreover,  China  is  the 
fastest-growing  U.S.  export  market.  America's  exports  to 
China  are  up  21%  year  on  year,  compared  with  2%  to  the  rest 
of  the  world.  Thanks  to  double-digit  jumps  in  real  annual 
wages  and  fast-growing  retail  sales,  China's  domestic  market 
is  booming.  General  Motors  Corp.  recendy  sold  more  cars  in 


China  than  in  Europe.  And  China  imports  more  than 

Foreign-exchange  rates  have  Utde  to  do  with  the  si 
manufacturing  jobs  to  China.  U.S.  companies  sent  pi 
to  China  in  the  '90s  when  both  the  yuan  and  the  dollar 
are  Unked)  were  strong  relative  to  the  yen  and  Europe; 
currencies.  Today,  they  are  still  sending  production  to 
the  yuan  and  the  dollar  weaken.  Does  anyone  really  thin 
a  30%  revaluation  will  bring  the  toy  industry  back  to  the 
The  fact  is,  an  integrated  Sino-American  economy  lin 
business  and  finance  is  emerging.  China  is  the  supply 

for  Corporate  America.  P; 
made  around  the  world,  asi 
in  China,  and  shipped  to  th( 
by  American  companies  vmi 
such  names  as  Dell,  Boeing, 
General  Electric.  In  fact,  10 
top  40  exporters  from  C 
Mj  U.S.  companies.  Without 

V\poir1pc  American  corporations  woi 

less  efficient,  less  profitable, 
would  pay  lower  wages  at  h( 
And  without  Chinese  moi 
the  U.S.  would  be  unable  to 
finance  its  budget  deficit 
failure  of  Americans  to  save  requires  the  U.S.  to  impo 
smns  of  capital.  Private  overseas  lenders  have  cut  their 
of  U.S.  stocks  and  bonds.  China's  central  bank  has  step] 
buying  billions  in  Treasury  paper  and  helping  to  keep 
interest  rates  low.  China  is  playing  a  major  role  in  the 
recovery,  just  as  the  U.S.  is  boosting  growth  in  China. 
Certainly,  China  should  live  up  to  its  obhgations  to 
World  Trade  Organization.  But  the  U.S.  and  China  hav( 
ed  a  mutually  beneficial  economic  synergy.  It  should  no 
vmdone  by  political  expediency  or  demagoguery.  Shami 
Republicans  and  Democrats  alike.  They  should  know 


China  is  the 
only  engine 
of  global 
growth 
resides 
the  U.S. 


\Vashingtorfs 
Fiscal  Fantasies 


OCT.  1  MARKED  THE  BEGINNING  of  the 
new  fiscal  year  for  2004.  It  should  be  a 
moment  for  all  Americans  to  take  stock 
of  their  fiscal  future.  The  projected 
budget  deficit,  thanks  partly  to  an 
unanticipated  $87  billion  bill  for  Iraq,  is  $600 
billion.  Add  that  to  the  fiscal  2003  deficit  of  $450 
billion,  and  the  U.S.  will  have  to  borrow  more  than 
$1  trillion  just  to  cover  the  cost  of  two  years'  worth  of  federal 
government.  The  numbers  are  staggering— and  they're 
certain  to  grow.  Yet  the  Bush  Administration  and  Congress 
live  in  a  fantasy  land  where  choices  don't  have  to  be  made, 
tax  cuts  have  no  Umits,  spending  is  unbounded,  and 
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policymakers  expect  a  deus  ex  machina  to  rescue  them. 

Washington  must  end  these  fiscal  fantasies.  The  wors 
supply-side  canard  that  tax  cuts  pay  for  themselves  throi 
economic  growth.  The  Congressional  Budget  Office,  no 
by  a  supply-sider,  admits  that  it  can't  happen.  Another 
rebuilding  Iraq  will  be  short,  cheap,  and  shared.  After 
recent  U.N.  meeting,  it  is  clear  that  the  White  House's 
unilateralism  has  left  it  isolated.  U.S.  taxpayers  will  bear 
cost  alone,  possibly  hundreds  of  biUions  of  dollars.  AnotJ 
fantasy  is  that  fiscal  obligations  to  the  baby  boomers  c 
ignored.  Unless  choices  are  made,  this  generation  will 
eventually  draw  down  benefits  equal  to  8'/2%  of  GDP  annn 
for  Medicare  plus  7%  of  GDP  for  Social  Security. 

The  final  fantasy  is  that  we  are  still  living  in  an  era  of  j 
government.  The  reahty  is  that  big  government  is  back 
Terrorism,  conflicts  abroad,  an  aging  population,  and 
restoration  of  business  and  financial  confidence  are  expa 
the  role  of  government.  Americans  must  come  to  grips  v 
the  need  to  pay  for  what  only  government  can  provide. 

It  is  fortuitous  that  the  2004  fiscal  year  is  beginning  a 
Presidential  campaign  is  taking  off".  Everyone  running  ft 
President  should  tell  the  American  people  how  they  plan 
the  country  out  of  its  deep  fiscal  crater. 
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Nearly  half  of  all 
louseholds  are 
now  headed  by 
people  who 
aren't  married. 
How  the  new 
demographics 
will  change 
business, 
politics,  and 
society. 

BY  MICHELLE  CONLIN 
(P.  106) 
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Mark  Cunha, 
single  parent, 
witn  his  son, 
Nicholas,  and 
daughter, 
Celine 


Honeywell  wanted  to  lower  operational  co^^. 
multi-function  technology  to  consolidate  ass 
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WE  SIGNED  ON  BECAUSE  WE  BELIEVE 
TYCO  HAS  A  BRIGHT  FUTURE. 


THE  PEOPLE  YOU  SEE  pictured  above  held 
leadership  positions  at  companies  like  Motorola, 
GE,  Honeywell,  Siemens,  United  Technologies, 
and  International  Paper.  Now  we  work  at  Tyco. 

Why? 

After  studying  the  company,  each  of  us 
reached  the  same  conclusion.  Tyco  has  excellent 
businesses  that  are  poised  for  growth  in  the  future. 

Despite  the  distractions  of  the  recent  past, 
Tyco  is  a  $37  billion  company  that  sells  real  products 
to  real  customers  around  the  world. 


You  may  not  be  aware  of  it,  but  Tyco  toucht 
nearly  every  part  of  your  life,  every  day. 

Almost  no  automobile,  airplane,  train,  or  b 
operates  without  some  Tyco  product. 

As  one  of  the  world's  leading  producers  of 
acetaminophen,  Tyco  helps  millions  of  headaches  go  a^ 

In  hospital  operating  rooms,  Tyco  medical 
products  enable  doctors  to  save  lives. 

Firefighters  everywhere  are  able  to  enter 
burning  buildings  to  rescue  people,  because  of 
breathing  equipment  made  by  Tyco. 
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WE  SIGNED  BELOW 
TO  SHOW  YOU  WE  MEAN  IT. 


Millions  of  people  will  rest  easier  tonight 
ise  of  Tyco  fire  and  security  systems. 

The  company's  emphasis  on  health  care, 
[ronics,  and  security  is  underpinned  by  the 
)ling  expertise  of  our  world-class 
tics  and  engineered  materials 
lesses. 
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Under  the  leadership  of  CEO  Ed  Breen, 

re  renewing  our  focus  on  our  customers'  needs. 

is  the  first  step  in  making  the  transition  from 


a  holding  company  to  a  high-performance 
operating  company. 

And  all  of  us,  including  the  260,000 
employees  of  Tyco,  share  the  same  vision:  to  build 
and  work  within  a  culture  of 
passion,  performance,  integrity, 
and  accountability  across  the  company. 

At  Tyco,  we  believe  that  the  present  is  great. 
But  our  potential  for  growth  in  the  future  is  even 
greater.  And  we'll  put  our  name  on  that. 


&L^.  J).  B^ 


Edward  D.  Breen 
Chairman  and  CEO 


J-^#C^i.__ 


i^A^^-^0^ 


Eric  M.  Pillmore 
Senior  Vice  President 
Corporate  Governance 


David  J.  FitzPatrick 
Executive  Vice  President 
Chief  Financial  Officer 


William  B.  Lytton 

Executive  Vice  President 

General  Counsel 


Laurie  Siegel 

Senior  Vice  President 

Human  Resources 


^ujir^  jy.lQ^y--     /^K^/^^         (ILL^ 


Naren  K.  Gursahaney 

Vice  President 
Operational  Excellence 


Dana  S.  Deasy 

Senior  Vice  President 

Chief  Information  Officer 


Martina  Hund-Mejean 
Senior  Vice  President 
Corporate  Treasurer 


Charles  Young 

Senior  Vice  President 
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"These  two  didn't 
win  the  jackpot, 
they  stole  if 

-Kenneth  Chalifoux,  N.Y. 

assistant  district  attorney,  in 

his  openir^  argument  in  the 

trial  of  former  Tyco  executives 

L.  Dennis  Kozlowski  and 

Mark  Swartz 
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IE  CRASH 
AT CRUSHED 
PUARTER 


STORS  ARE  wondering 
a  truck  accident  could 
w  off"  sales  at  drugmaker 
ail.  The  company  says 
because  a  truck  carrying 
/ellbutrin  XL  antidepres- 
was  in  an  accident  on 
1,  third-quarter  sales  will 
own  at  least  $15  mil- 
— and  off  for  the  year, 
iovail,  however,  is  being 
ear  about  the  value  of 
e  drugs.  It  has  disap- 
ted  investors  two  quar- 
jr(  in  a  row.  Now,  it  appears 
more  than  hdf  the 
;'s  quarterly  sales  may 
shipped  in  that  truck 
30.  "There  are  serious 
tions,"  says  analyst 
d  Marris  of  Banc  of 


SZONE  America  Se- 

dents  curities. 

fiappen  Biovail  is 

"^  just  being 

;ervative,  says  Ken 
ding,  vice-president  for 
ice.  So  far  this  year,  the 
pany  has  shipped  $20 
ion  of  the  drug— well 
w  its  $60  million 

-Diane  Brady 


CAR  TALK 


Meet  the  Lutzmobile 


WHEN  GENERAL  Motors 

brought  retired  Chrysler  car 
guru  Robert  Lutz  on  board 
two  years  ago,  his  first  mis- 
sion was  to  build  a  cool 
sports  car  for  Pontiac.  Busi- 
nessWeek has  learned  that  gm 
will  build  the  car,  likely 


THE  BIG  PICTURE 


showing  a  production-ready 
version  of  the  model  at  the 
Detroit  auto  show  in  January. 
The  Pontiac  Solstice  is  a  sexy 
two-seater  that  will  cost  a  lit- 
tle more  than  $20,000  and 
could  hit  showrooms  as  early 
as  2005. 


STOCKING  UP  The  largest  buyers,  in  the  last 
three  years,  of  conventional  weapons  among 
developing  nations: 


SAUDI  ARABIA 

CHINA 

TAIWAN 


BILLIONS 

$26.6 


$6.1 


EGYPT 

$4.7 

SOUTH  KOREA 

$4.5 

Data:  Congressional  Research  Service 


GM  wants  the  Solstice  to 
give  Pontiac  real  sports-car 
cachet,  as  the  Miata  gave 
Mazda  when  it  came  out  in 
the  mid-1980s.  Pontiac  plans 
to  price  the  Solstice  below 
cars  like  the  Miata  to  lure 
younger  buyers.  But  building 
a  sports  car  with  a  low  stick- 
er price  that  can  be  sold  prof- 
itably is  no  easy  task. 

To  cut  production  costs, 
GM  will  fashion  sections  of 
the  car's  frame  via  a  process 
called  hydroforming,  which 
uses  water  at  high  pressure 
to  bend  steel  tubes  into 
shape.  That's  instead  of 
stamping  individual  pieces 
out  using  big,  expensive 
dies.  The  frame  will  cost  gm 
$150  million— roughly  half 
what  rivals  spend  to  get  a 
sports  car  rolling— and 
could  be  used  to  build  sporty 
cars  for  Buick  or  Saturn. 
Then  GM  could  be  cruising 
in  style.  -David  Welch 
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BUYER  BEWARE 

READERS CRY 
FOUL OVER 
THE FEE FRENZY 


BusmissVliaCs  Sept.  29  cover 
story,  "Fees!  Fees!  Fees!" 
showed  how  hidden  charges 
have  become  part  of  pricing. 
It  sparked  a  spate  of 
letters— so  many  that  we've 
started  a  discussion  group  at 
businessweek.com.  Here's  a 
sampUng: 

■  FirstMerit  Bank  charged 
David  Myers  in  Chippewa 
Lake,  Ohio,  $30  to  halt  an 
automatic  withdrawal  from 
his  bank  account.  The  bank 
says  this  is  a  published  fee 
in  line  with  those  charged  by 
other  banks. 

■  Cheryl  Taylor  in 
Chesterfield,  Mich.,  says 
Sprint  charges  people  $5  to 
pay  their  bill  at  their  service 
counters.  "What  does 
'service'  mean  to  them?" 
Taylor  writes.  "And  why  on 
earth  would  they  charge 
you  to  give  them  money?" 
Sprint  says  there  are  free 
payment  options  and  that 
the  fees  help  manage 
staffing  and  related 
expenses. 

■  Alfred  Dombrowski  of 
Depoe  Bay,  Ore.,  paid 
Orbitz  $74.66  for  a  hotel 
reservation.  When  he 
checked  out,  he  discovered 
the  room  cost  only  $58.41— 
the  extra  $16.25  was  an 
Orbitz  fee.  Orbitz  says 


the  hotel  mistakenly  gave 
Dombrowski  a  receipt 
showing  the  wholesale  rate. 
■  Don  Wiss  of  Brooklyn, 
N.Y.,  says  a  $169  American 
Airlines  special  round-trip 
fare  to  Bermuda  had  taxes 
and  fees  adding  $73.20 
to  the  price.  American  says 
the  additional  charges  are 
actually  even  higher— 
$75.70. 

■  Igeborg  Allen  of 
Ontario,  Calif, 
tried  to  avoid 
Ticketmaster  fees  by 
going  directly  to  the 
venue  but  found  fees 
applied  there,  too.  "I  have 
not  attended  an  increasing 
number  of  events  because 
the  fees  make  a  $6  ticket 
cost  more  than  $10,"  she 
writes.  "That  is  just  a 
ridiculously  high  fee  to 
process  a  credit  card  and 
print  tickets."  Ticketmaster 
says  it  splits  fees  with  the 
venue  and  the  promotion 
company. 

-Emily  Thornton 
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TRADE  WINDS 

CHINESE  JUNK  U.S.  jobs  aren't  the  only  thini 
being  exported  to  China.  U.S.  junk  is,  too. 
Scrap-metal  companies  are  going  gangbuste 
thanks  to  big  demand  from  China,  which  tur^ 
the  scrap  into  finished  steel  for  building 
Drojects.  That  has  driven  scrap  prices  sky-hi{ 
Daniel  Dienst,  chairman  of  recycler  Metal 
Vlanagement,  is  shipping  scrap  to  China  at 
$188  per  ton,  twice  the  price  of  two  years  age 
This  has  helped  companies  such  as  Metal 
Management  and  Scnnitzer  Steel,  which  hav] 
shed  debt  and  shined  up  their  balance  sheet 
Schnitzer's  shares  have  gained  270%  on  the| 
year,  closing  at  $37  on  Oct.  8.  What's  that  ok 
saw  about  one  man's  trash?  -Brian  Hindo 


DRAWN  &  QUARTERED 
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ONE  GIFT  THEY'LL  BE  HAPPY 
TO  TAKE  BACK  TO  THE  STORE. 


The  Starbucks  Card  for  business 


1 


W' 


Tis  the  season  to  give  Starbucks  Cards  -  the  gift  that's  perfect  for  everyone.  Loadable  in 
denominations  between  $3  and  $500,  they  can  be  used  at  over  4,000  participating 
Starbucks  locations.  Personalize  the  Card's  gift  carrier  with  well  wishes  and  your  company 
ogo  and  use  them  to  spread  joy  to  the  world,  or  to  the  people  you  work  with. 

3all  1-877-234-2740  or  visit  Starbucks.com/businessgifts  to  order  or  learn  more  about  our  program. 


Pff^: 


2003  Starbucks  Coffee  Company.  All  rights  reserved. 
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FAq^TIME 

SRI  SRI  RAVI 
SHANKAR 


SOOTHING 
THE  VALLEY 
OF  LOST  JOBS 

SriSriRaviShankar,a47- 
year-old  ascetic,  has  become 
thegurutothedigerati. 
Disciples  say  his  Art  of  Living 
classes— known  to  his 
4  million  followers  by  the 
techie  acronym  AOL-help 
them  find  meaning  and  relief 
in  their  stress-filled  jobs. 
Sri  Sri  is  a  disciple  of 
Maharishi  Mahesh  Yogi,  who 
brought  Transcendental 
Meditation  to  the  West  in  the 
1960s.  Now  his  followers  give 
$150-a-head  seminars  at 
Oracle,  Sun  Microsystems, 
and  Cisco.  "The  knife  of  job 
loss  is  hanging  over  our 
heads.  The  fear  leads  people 
to  join  the  courses,"  says  Ravi 
Phatak,  an  Oracle  engineer 
who  runs  the  seminars.  As 
long  as  tech  remains 
stressful,  Sri  Sri  will  have 
disciples.  -Manjeet  Kripalani 


IRAQ 

A  WEB  GOLD 
MINE  GOES 
UNTOUCHED 

IT  DOESN'T  HAVE  reliable 

running  water  or  electricity, 
but  Iraq  might  be  sitting  on  a 
lucrative  high-tech  asset.  The 
country's  Internet  address, 
.iq,  has  languished  since 
December,  when  the  FBI 
raided  the  Richardson  (Tex.) 
offices  of  InfoCom,  the 
manager  of  the  address.  The 
FBI  arrested  four  employees: 
CEO  Bayan  Elashi  and  three 
of  his  brothers,  also  InfoCom 
principals.  The  FBI  claims 
InfoCom  was  funneling 
computer  equipment  and 
funds,  including  fees  for 
registering  .iq  sites,  to 
terrorist  groups.  Elashi's  case 
is  set  to  go  to  trial  on  Mar.  8. 

Meanwhile,  the  Internet 
address  sits  idle  when  it  could 
be  generating  revenue  for 
Iraq.  All  government  officials 
have  to  do  is  sell  Web 
addresses  with  the  .iq 
designation.  One  holdup:  The 
Internet  Corporation  for 


REALITY  CHECK 

PROFITS:  NOT 
AS  GOOD  AS 
THEY LOOK 

WHEN  THE  COMMERCE  Dept. 
gives  its  first  estimate  of 
third-quarter  growth  on  Oct. 
30,  it's  likely  to  say  corporate 
profits  were  running  at  an 
annual  rate  of  nearly  $1 
triUion.  But  that  mouth- 
watering number  could  be 
misleading.  On  closer  look, 
profits  are  still  anemic,  says 
Merrill  Lynch  economist  Ron 
Wexler.  His  case: 
■  Profit  figures  may  be 
inflated:  While  the  net 
income  of  the  S&P  500 


Assigned  Names  &  Numbers 

(ICANN),  which  governs 
domains,  is  reluctant  to  re- 
delegate  .iq  without  a  nod 
from  Baghdad.  BusinessWeek 
has  learned  that  the  fledgling 
Iraqi  Communications  Ministry 
is  planning  to  petition  ICANN 
for  ownership  of  the  address. 
A  competing  bid  has  been 
made  by  Onega,  the  London- 
based  manager  of  the  .uk 
address.  However,  its 
Committee  for  Information 
Technology  Reconstruction 
in  Iraq  is  having  trouble 


doubled  from  the  end  of  the 
recession  through  the 
second  quarter,  operating 
cash  flow  rose  just  3.8%. 

■  Aftertax  profits  are  weak: 
They're  up  4.7%  since  the 
end  of  the  2001  recession,  as 
measured  by  the 
government.  This  far  into 
most  other  recoveries, 
profits  were  up  39%  on 
average. 

■  Profit  margins  stink:  They 
were  just  below  10%  in  the 
second  quarter.  At  this  stage 
in  most  other  recoveries,  they 
were  11%  to  20%. 

But  don't  despair.  Margins 
are  so  thin  that  even  modest 
growth  will  translate  into 
a  big  percentage  gain  in 
profits.  -Peter  Coy 


raising  money  to  woo 
poUtical  leaders  in  Baghdj 
to  support  its  own  bid.  Wi 
Iraq  in  disarray,  Internet 
infrastructure  isnt  a  top 
priority.  "It  would  be  grea 
have  a  team  of  lobbyists," 
says  Onega  director  Ben 
Fitzgerald- O'Connor.  But 
.iq  domain  isn't  on  the 
Pentagon's  radar,  a 
spokesman  concedes.  Fin 
they've  got  to  get  the  wate 
and  electricity  running. 
-Lorraine  Woellert,  i 
Laura  C 


THE  STAT 


( 
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The  yearly  earnings 
hit  mGM  Mirage 
could  suffer  from  th 
loss  of  its  Siegfried* 
Roy  show.  On  Oct.  3 
Roy  Horn  was 
mauled  by  one  of 
his  tigers. 


Data:  Deutsche  Ba" 
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A  lot  of  stocks  go  unnoticed 
by  many  analysts.  Which  means 
a  lot  of  opportunities  do,  too. 


Free  Schwab  Equity  Ratings 


Call  today  for  a  better  way  to  help  find  stocks 
that  are  right  for  you  with  Schwab  Equity  Ratings? 

Many  analysts  focus  mainly  on  the  largest  companies 
or  specific  industry  sectors,  overlooking  some  small 
and  medium-sized  companies  that  may  possess  sound 
fundamentals.  At  Charles  Schwab,  we  believe  investment 
opportunities  exist  in  many  companies  of  all  shapes  and 
sizes.  That's  why  our  Schwab  Equity  Ratings  evaluates 
over  3,000  U.S.  stocks  —  more  than  any  other  major 
brokerage  firm.  And  our  easy-to-undcrstanti  rating 
system  will  help  you  decide  what  to  buy,  sell  and  hold. 
Just  because  some  analysts  miss  out  on  investment 
opportunities  doesn't  mean  you  have  to. 
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JO RECEIVE  A  FREE  SAMPLE  OF  SCHWAB  EQUITY  RATINGS  FOR  THREE  STOCKS  OF  YOUR  CHOICE, 


CALL  1-800-398-1131. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 


char/es  SCHWAB 


Generally,  Schwab  Equity  Ratings  may  only  be  available  to  certain  account  holders.  Access  to  SER  may  be  contingent  on  the 
payment  of  a  service  fee  or  the  amount  of  assets  you  hold  in  your  Schwab  accounts.  Schwab  Equity  Ratings  are  generally  updated 
weekly,  so  you  should  review  and  consider  any  recent  market  or  company  news  before  investing.  Schwab  Equity  Ratings  are  general 
information;  they  do  not  take  into  account  your  individual  circumstances,  financial  situation  or  needs,  nor  do  they  represent  a 
personalized  recommendation  of  a  particular  stock  or  stocks  to  you.  Stocks  can  be  volatile  and  entail  risk,  and  individual  stocks  may 
not  be  suitable  for  you.  ©2003  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (1003-12417).  ADS26036FUL. 
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Editor's  Memo 


Majoring  in  B-schools 


BUSINESSWEEK  HAS  LONG  BEEN  THE  LEADER  in  covering  the  B- 
school  scene.  Since  1988,  our  biennial  "Best  B-Schools" 
survey  (Oct.  21, 2002)  has  been  the  most  comprehensive 
anywhere,  drawn  from  MBA"  students  and  the  recruiters  who 
hire  them.  Every  other  year  we  turn  our  sights  to  education 

programs  for  executives.  We  do  it  two  programs;  and  a  calendar  of  events  ai 

ways.  We  pick  the  best  programs  for  major  B-schools.  Our  interactive  forui 

nondegree  executive  education,  based  now  has  more  than  850,000  message  i 

on  a  survey  of  corporate  managers  and  nearly  twice  as  many  as  a  year  ago. 


I 


himian  resoiurce  directors.  We  also  rank 
the  best  programs  for  the  Executive 
MBA,  drawn  from  a  survey  of  more 
than  4,000  recent  alumni  plus  64 
EMBA  program  directors. 

On  the  nondegree  side,  the  134  com- 
panies in  20  coimtries  that  participated 
in  our  survey  sent  more  than  21,400 
employees  to  exec  ed  courses  in  the  past 
year,  spending  $210  milUon  in  the 
process.  For  the  first  time,  we  separately 
rank  open-enrollment  programs  and 
oistomized  programs  designed  for 
individual  companies.  When  it  comes  to 
the  EMBA  rankings,  this  year  we  found 
that  fewer  companies  are  picking  up  the 
tab— a  change  from  our  previous  survey 
in  2001. 

Meanwhile,  oiu-  B-schools  chaimel 
on  BusinessWeek  Online  (busi- 
nessweek.com/bschools)  continues  to 
provide  a  wealth  of  free  information, 
including  oxir  exclusive  rankings  of  the 
50  top  friU-time  MBA  programs  and 
profiles  of  more  than  300  others;  rank- 
ings of  the  best  EMBA  and  exec-ed 


We've  also  just  launched  a  new 
subscription  area  on  BusinessWeek 
Online,  MBA  Insider.  The  Insider,  at 
$29.95  a  year,  is  a  road  map  for  the  m^ 
than  100,000  candidates  who  apply  to 
B-school  each  year.  It  provides  insightjlH'^ 
into  which  areas  of  study  and  which    p  '■ 
schools  might  be  the  best  match,  plus  « 
advice  on  how  to  get  in  from  students 
grads,  professors,  and  admissions 
officers.  Also:  appUcation  essays  that  f  P- 
made  the  grade,  campus  photo  tovu-s,  M-  '"■■ 
and  a  variety  of  interactive  tools.  The 
Insider  is  updated  regularly  by  our  B^ 
B-School  team  of  Jennifer  Merritt, 
Jessica  Loudon,  Mica  Schneider,  Briaii:: 
Hindo,  and  Joshua  Tanzer.  t- 

Anyone  who  aspires  to  an  MBA  will  K  d: 
leam  more  than  ever  from  these,  our    * 
latest  forays  into  the  world  of 
management  education.  ■ 

EDITOR-IN-CH] 


PRESIDENT  i  PUBUSHER:  William  P.  Kupper  Jr 


SR.  VP,  OPERATIONS:  Gary  B.  Hopkins 

SR.  VP,  MARKETING  &  BUSMESS  DEVELOPIHENT:  Keith  L  Fox 

VP.  ASSOOATE  PUBUSHER,  U.S.  SALES  DIRECTOR:  Geoffrey  A.  Dodge 

VP.  WORIBWIDE  CIRCUUTTON  DlREaOR:  Thomas  Mastersoci 

VP,  CONTROUER:  Kevin  P.  Pascale 

VP,  TECHNOLOGY:  Anoop  Snvastava 

VP,  ADVERTISmG  BUSMESS  t  PROOUCTKIN:  Unda  F.  Canalho 

VP,  MARKETING:  Patncia  Crocker  France 


VPs.  SAlfS:  Beth  Ui3on(Midwest  reg.),  Robert  J.  Maund  (West  reg.)i  Lou 

(Eastern  region) 

VP.  MTERNATWNAL/NORTN  AMERKA  SALES:  Rik  Gates 

VP.  MTERNATMNAL  ADVERTISING  MREaOft:  Paul  MaraviglU 

VP.  MANAGMG  DKEaOR-ASIA:  A>ar,  La.-nmn 

VP.  SALES  DEVaOPMENT:  Kimberty  L  Stylef 

VP,  CONSUMER  MARKETMG:  Joyce  Swngte 

VP,  BUSOESS  DEVELOPMENT:  Geoffrey  D  Broderick 

GENERAL  MANAGER  BUSINESSWEEK  ONUNE:  Peggy  White 


The  McGraw-Hill  Companies 


BusinessWeek 

OCTOBER  20, 2003  (ISSN  0007-7135) 


3854 


Published  weekly,  except  for  one  week  In  January  and  one  in  August  and 
an  additional  issue  the  first  week  of  April,  by  The  McGraw-Hill  Compa- 
nies. Inc.  FOUNDER:  Jarr'es  H.  McGraw  (1860-1948). 
EXECUTIVE,  EDITORIAL  CIRCULATION.  AND  ADVERTISING  OF- 
FICES: The  McGraw-Hill  Companies  BuikJing,  1??1  Avenue  of  the  Americas. 
New  York.  N.Y.  10020.  Telephone:  212-512-2000.  Telex;  Domestic  127039: 
InU.  2360127039.  U.S.  subscription  rate;  1  year  $59.97:  2  years  $99.97:  3 
years  $119.97.  Canadian  subscription  rate  CDN  $94.95  per  year  2  years 
CDN  $157.95:  3  years  CDN  $189.95.  Mexkxi  Subscription  1  year  U.S. 
$135.00,  Brazil  1  year  U.S.$150.00.  all  other  Latin  America  countries  1  year 
U.S.$170.00:  2  years  U.S$250.00.  Outside  of  U.S..  Canada  and  Latin  Amer- 
ica; U.S.  $199.00  per  year.  Single  copies/back  issues.  $9.95.  Call  1-800- 
298-9867  or  email:  busweek@nrmsinc.com.  Sutjscriber  Services:  1-800- 
535-1200.  TDD;  1-800-554-1579 


POSTMASTER:  Send  address  charges  to  BusinessWeek.  P.O.  Box  5323E| 
der.  CO  80322-3235.  ^eriodicate  postage  paid  at  New  York.  N.Y.  and  at  aej 
al  mailing  offices.  Canada  Post  Publication  Mail  Agreement  Ntmber  '" 
Registered  for  GST  as  The  McGraw-Hill  Companies.  Inc.  GST 
Copyright  2003  by  The  McGraw-Hill  Compariies.  Inc.  All  rigfits  n 
registered  in  U.S.  Patent  OffKe.  European  Circulation  Center, 
House,  Maidenhead.  Berks,  England.  Tetephone:  01628-2343L  Telex: 
OFFICERS  OF  THE  McGRAW-HILL  COMPANIES.  INC.:  Harold 
Graw  Ml.  Chairman.  President,  and  Chief  Executive  Officer  Ki 
Vittor.  Executive  Vice  President  and  General  Counsel:  Rotiert  J. 
Executive  Vice  President  and  Chief  FinaiKial  Officer;  Frank  D.  Per 
Senior  Vice  President.  Treasury  Operations. 
PHOTOCOPY  PERMISSION:  Where  necessary.  pemiESion  is  granted 
copynght  owner  for  those  registered  with  the  Copyright  Clearance 
(CCC).  222  Rosewood  Drive,  Darrrers.  MA  01923.  to  photocopy  any  artid 
r  for  the  flat  fee  o«  $2.00  per  copy  of  each  article.  Send  payment  to  IJ» 
Copying  for  other  than  personal  or  irrtemal  reference  use  without  expte 
mission  of  The  McGraw-HiH  Companies.  Inc  is  prohibited.  Atk^ess  requ^ 
customized  bulk  reprints  to  BusinessWeek  Reprints.  1221  Avenue  of  the 
cas.  New  YorKNY  10020  or  call  212-512-314a  ISSN  0007-7135/00/$3 

PRINTED  IN  THE 


18  I  BusinessWeek  I  October  20,  2003 


Readers  Reoort 


I 


I 


How  can  we  ever  expect 
transparency  in 
corporate  reporting 
if  we  struggle  to  have 
transparency  in  pricing? 

-Philip  E.  Howe 
Lehigh  Valley,  Pa. 


I  C-«Z:  THE  TOP  2S  PLmllB 


BusinessWeek 


vajjls/  Fees!  Fees!"  (Cover  Story,  Sept.  29), 

le  proliferation  of  hidden  charges, 

ipted  a  huge  response  from  readers. 

y  reported  even  more  egregious  fees. 

I  collection  of  the  best  of  the  best— or 

a  f  of  the  worst— see  UpFront  (page  14). 

^  TRICKY  BUSINESS  OF  FEES 

iS!  fees!  fees!"  documents  the 

plui  ement  down  the  path  toward  medi- 

ient  y.  On  one  hand,  businesses  feel  that 

have  to  bribe  customers  to  accept 

products  and  services.  On  the  other 

1,  they  will  take  advantage  of  the 

laction  to  hit  us  with  an  array  of 

In  the  midst  of  all  of  this,  they  con- 

;  to  cry  that  they  can't  raise  prices.  If 

na  |iey  can  offer  the  customer  is  game- 

ng,  they  don't  deserve  to  charge 

er  prices. 

rhaps  this  troubled  model  of  their 
!)mers  is  what  led  to  their  products 
services  being  priced  as  commodi- 
iHow  can  we  ever  expect  transparen- 
corporate  reporting  if  we  must 
f^  \;g\e  to  get  transparency  in  pricing? 
-Philip  E.  Howe 
Lehigh  Valley,  Pa. 


Liai 


\4 


%l 


I 


STATE  GOVERNMENT  attorney  rep- 
ting  Maine's  telecommunications 
umers,  I  regularly  hear  from  cus- 
rs  who  are  furious  about  the  num- 
of  indecipherable  surcharges  on 
phone  bills.  While  you  mentioned 
Fees  typically  add  15%  to  the  cost  of 
-distance  service,  you  neglected  to 
ion  that  fees  and  hidden  rate  com- 
nts  on  local  phone  bills  typically 
Ibver  50%  to  the  total  price.  "Anato- 
f  a  phone  bill"  on  our  Web  site  has 
planation  of  each  phone  surcharge 
:.me.us/meopa/phoneanatomy.htm). 
-Wayne  R.Jortner 
znior  Counsel,  Maine  Public  Advocate 
Augusta,  Me. 

NG  FEES  to  a  company's  revenue 
;l  is  the  equivalent  of  incremental 


cost-cutting  on  a  company's  cost  struc- 
ture. What  seems  like  an  effective  way  to 
improve  margins  and  profits  usually  re- 
sults in  lost  revenues  and  added  costs  af- 
ter the  initial  benefits  are  realized. 

Fee-based  pricing  tactics  ignore  the 
economic  value  of  quality  customer  rela- 
tionships, as  well  as  the  high  cost  of  cus- 
tomer chum  and  added  process  complex- 
ity. Besides,  most  companies  targeting 
revenue  growth  appreciate  that  their  ex- 
isting customers  are  their  best  candidates 
for  new  service  offerings  that  drive  up 
revenues  without  price  increases. 

-John  G.  Carlson 
Andover,  Mass. 

BANKS:  SOCKING  IT  TO  YOU 

THE  PROBLEM  WITH  BANK  FEES  goes 
way  beyond  their  being  assessed.  I  have 
found  on  behalf  of  clients  (and  personal- 
ly) that  most  of  the  time  an  error  is  made, 
such  as  an  assessment  on  a  closed  ac- 
count, that:  1)  the  collection  department 
will  not  respond  to  letters  of  explanation; 
2)  telephone  collectors  never  have  au- 
thority to  correct  an  error,  only  to  demand 
payment;  3)  the  fact  that  letters  have  been 
written  is  not  even  entered  into  the  col- 
lectors' database;  and  4)  the  same  person 
never  calls  twice.  And  when  the  accoimt  is 
turned  over  for  collection,  the  banks  nev- 
er fiimish  to  the  collection  agency  or 
lawyer  the  letters  previously  written  to  try 
and  correct  the  error. 

-Lowell  N.  Hawkes 
PocateUo,  Idaho 

YOU  SAY  BANK  OF  AMERICA  has  Stopped 
charging  fees  for  online  banking.  Howev- 
er, they  hold  payments  you  make  for  five 
business  days  before  forwarding  them  to 
the  payee,  allowing  the  bank  to  use  the 
fbat  as  a  source  of  funds. 

-Robert  Grass 
Des  Moines,  Wash. 

CONTRARY  TO  THEIR  CLAIM  in  your 
article,  Providian  Financial  Corp.  now 
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Readers  Reoort 


CORRECTIONS  &  CLARIFICATIONS 

"Now,  this  is  going  to  hurt . . ."  (Up  Front, 
Oct.  13)  erroneously  stated  that  hospital 
chain  HealthSouth  had  entered  into 
bankruptcy.  HealthSouth  has  not  filed  for 
bankruptcy  and  is  not  expected  to  do  so. 

In  "What's  squeezing  banks"  (Finance,  Oct. 
6),  a  quotation  from  a  report  by  Morgan 
Stanley  analyst  Betsy  Graseck  was  taken 
out  of  context.  Her  point  is  that  bank 
accounting  requires  held-for-sale  securities 
portfolios  to  be  marked  to  market,  while 
most  other  assets  and  liabilities  are  not.  So 
when  rates  rise,  investors  see  the  decline  in 
value  of  the  securities  portfolios,  but  they 
don't  see  the  increase  in  value  of  the  loan 
book  and  core  deposits. 

The  illustration  accompanying  "Global 
downloading,  local  lawsuits"  (International 
Business,  Oct.  6)  should  have  been 
credited  to  Richard  Borge. 

In  "Fliers'  dilemma:  Save  now  or  later" 
(Personal  Business,  Oct.  13),  the  number 
of  round  trips  needed  for  a  free  flight  on 
JetBlue  Airways  should  have  said  13  short- 
hops  within  a  year,  not  13  medium- 
distance  trips. 


charges  $12.95  to  make  a  same-day  on- 
line credit- card  payment,  a  service  that 
was  free  last  year. 

-Glenn  Daley 
Torrance,  Calif. 

SOME  CHARGES  ARE  FAIR 

GOOD  ARTICLE,  BUT  YOU  tell  the  Story 
from  only  one  side.  Take  Best  Buy  re- 
stocking fee:  I  would  rather  have  them 
charge  a  fee  to  someone  who  "bought  a 
camcorder  for  the  weekend"  than  raise 
the  price  to  cover  the  loss  of  not  being 
able  to  sell  the  opened  box  as  new.  The 
same  for  other  products  and  services 
mentioned  that  I  may  not  need  or  want, 
such  as  food  on  the  airline  or  extra  house- 
keeping at  a  hotel. 

-Bob  Oswald 
Chandler,  Ariz. 

WHEN  FEES  BECOME  ABUSE 

FEES,  CHARGES,  PENALTIES?  I  can  top 
that.  How  about  being  whacked  when 
the  vendor  cannot  provide  the  service?  I 
recently  moved  two  blocks  away,  and 
EarthUnk,  my  DSL  supplier,  claimed  that 
it  could  not  provide  service  at  my  new 
place,  so  they  socked  me  $150  for  "early 
termination."  No  amount  of  reason  or 
abuse   would   shake   them   from   this 
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shakedov^Ti.  Happy  coda:  I  signed  up 
with  my  local  cable  monopoly.  No  com- 
plaints so  far. 

-Ian  Keay 
Palo  Alto,  Calif. 

IN  RECENT  YEARS,  software  publishers 
have  hit  consumers  vdth  a  double  wham- 
my  that  very  likely  escapes  the  consumer 
price  index.  First,  many  have  stopped 
providing  user's  manuals,  triggering  the 
emergence  of  the  "Missing  Manual"  and 
"Dummies"  series  of  self-help  books. 

Second,  they  have  virtually  eliminated 
free  real-person  telephone  tech  support. 
Currently,  after  one  or  two  "courtesy 
calls,"  users  typically  must  pay  $30  to 
$45  per  help  incident  or  $2  to  $3  per 
minute  using  a  900  number. 

-Bill  Steinbicker 
Minnetonka,  Minn. 

BEWARE  OF  ERRONEOUS  FEES 

HERE  IS  AN  additional  issue  that  should 
have  been  addressed:  overcharges,  "acci- 
dental" charges,  and  just  plain  erroneous 
charges  billed  by  companies  with  access 
to  consumer  credit-card  information.  At 


least  twice  a  year— sometimes  more 
ten— America  Online  Inc.  charges  me 
one  month  for  12  months,  adding  $20( 
my  bill.  When  I  call  to  report  this,  I 
told  that  the  charge  was  an  error  and  > 
be  credited  back  to  me  in  60  days.  In^. 
feet,  AOL  gets  an  interest-free  loan  whi  [;„ 
am  being  charged  interest  by  my  crei 
card  company. 

-Kelly  Gutensi 
Stafford, 
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LOYAL  CUSTOMERS  WEIGH  IN 

AMERICAN  EXPRESS  charges  me  no 
ing  for  paying  online  or  having  m 
real-time  access  to  my  account  onh 
and  they  have  a  bevy  of  helpfiil  pec  ^  - 
reachable  via  phone.  Merchants 
gripe  about  American  Express  charg^ 
them  a  higher  rate,  but  hey,  they  d(  ^■ 
get  my  business. 

-Lewis  Per 
Sonoma,  C< 
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I  HAVE  LEARNED  THAT  companies  t} 
cally  respond  well  to  good  customers 
an  example,  I   got  my  long-dista  "' 
provider  of  the  past  15  years  to  give  n 
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)dwill"  credit  for  the  "regulatory  ac- 
fee  recently  added  to  my  bill. 

-Timothy  E.  Cheek 
Coppell,  Tex. 


FINE  POINTS 
MARKET  TIMING 

ASK:  SHOULD  YOU  TIME  the  mar- 
Of  course  you  should  (^BusinessWeek 
stor,  Sept.  29).  You  hope  your  mutu- 
nd  managers  do  it.  Timing  is  what 
es  executives  to  sell  stock  options. 
Americans  ignored  the  propaganda 
their  401(k)  statements,  they  would 
timed  the  market  and  reduced  their 
i  !S  as  the  Dow  fell  from  11,000  to 
3.  If  you  don't  time  it,  "invest"  be- 
in  2s  code  for  "hold  the  market  up  while 
(  rs  cash  out"  or  "everybody  took  their 
ts  but  you— now  help  push  this  mar- 
jj^ackup!" 

-Roger Johnson 
Ledaire,  Iowa 
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.ELUSIVE  ECONOMICS 
J  lEFENDING  FREEDOM 

ILD  YOU  CARE  TO  TELL  relatives  of 
who  lost  family  members  in  the 


World  Trade  Center,  the  Pentagon,  or  the 
planes,  or  teU  parents  of  troops  who  gave 
their  Uves,  that  $87  bilhon  is  too  much  for 
the  U.S.  ("The  high  cost  of  war,"  News: 
Analysis  &  Commentary,  Sept.  22)?  Is  the 
new  battle  cry  "Let's  roll  it  up?" 

-Dean  Munson 
Rockford,  III. 

I  DO  NOT  BELIEVE  the  U.S.  can  afford 
any  more  of  President  George  W.  Bush's 
tax  hypocrisy  and  suggest  that  he  fund 
his  war  with  a  $1-  or  $2-per-gallon  surtax 
on  gasoUne  rather  than  his  $87  biUion  in- 
crease to  the  massive  deficit  he  already 
has  created. 

-Milton  D.  Rosenaujr. 
Bellaire,  Tex. 

WHAT  NOT  TO  WEAR 

ON  THE  FIRST  DAY  OF  SCHOOL 

I  CAN  ADD  anecdotal  evidence  to  your 
analysis  of  the  challenges  facing  Aber- 
crombie  &  Fitch  Co.  ("No  longer  big 
brand  on  campus,"  Marketing,  Sept.  29). 
I  work  at  a  university  that  just  welcomed 
its  latest  freshman  class.  Into  the  dining 
hall,  escorting  his  freshman  son,  came  a 


dad  wearing  a  crop-top,  sleeveless  gar- 
ment emblazoned  "Abercrombie"— the 
dad!  The  end  is  near. 

Does  anyone  else  remember  A&F  as  the 
posh  brand  of  old-money,  big-game- 
hunter  types? 

-Bruce  Holgers 
Santa  Cruz,  Calif. 

ROLE  MODELS 
WITHOUT  MBAs 

IN  "WHAT'S  AN  MBA  really  worth?" 
(Cover  Story,  Sept.  22)  it  is  very  interest- 
ing that  of  the  people  on  your  short  list  of 
"most- admired  business  leaders,"  only 
Warren  Buffett  actually  has  a  business 
education.  Herb  Kelleher  studied  law, 
Michael  Dell  and  Bill  Gates  dropped  out. 
Jack  Welch  got  a  PhD  in  chemistry,  and 
Oprah  Winfrey  [studied  speech  and  dra- 
ma]. An  MBA  is  not  a  prerequisite  to 
starting  a  great  business,  but  the  three 
letters  look  very  nice  on  a  resume. 

-Ankur  Parashar 
Boston 
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[om  today  two  of  the  Midwest's  leading  banks,  LaSalle  Bank 
id  Standard  Federal,  will  look  a  little  different.  They  are 
Iding  our  green  and  yellow  shield  to  their  names.  It's  a 
icision  shared  with  many  other  banks,  all  well  known  in  their 
m  markets.  We're  proud  they'll  now  be  clearly  recognized 
part  of  one  of  the  world's  leading  banking  groups,  with 
igins  going  back  180  years.  It  shows  they  are  joined  with 
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ir  significant  wholesale  and  mortgage  operations  here  in        H  Alfred  Berg 

^r     ABNAMRO 


|e  US  and  is  a  visible  sign  of  the  increasing  collaboration 

Jtween  over  100,000  talented  colleagues  in  more  than 

countries.  Sharing  knowledge  and  expertise.  Sharing  the 

ime  vision  and  values.  Together,  serving  15  million  clients. 

lited  by  mutual  beliefs.  Uniting  under  one  shield. 
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Standard  Federal  Bank 

ABNAMRO 


.abnamro.com 

Iwish  to  thank  our  colleagues  on  location  in  Amsterdam,  Chicago,  Detroit,  London, 
1  Paulo  and  Singapore  who  volunteered  to  appear  in  this  advertisement. 
"1  ABN  AMRO 
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Books 


Oracle's  Stormy  Visionary 

SOFTWAR  An  Intimate  Portrait  of  Larry  Ellison  and  Oracle 

By  Matthew  Symonds;  Simon  &  Schuster;  508pp;  $28 

EVERYONE  ELSE  MUST  FAIL  The  Unvarnished  Truth  about  Oracle  and  Larry  Ellison 

By  Karin  Southwick;  Crown;  320pp;  $27.50 


Few  Silicon  Valley  executives  inspire 
such  visceral  reactions  as  Oracle  CEO 
Lawrence  J.  Ellison.  He's  eitiier  a  tech- 
industry  visionary  who  sees  trends 
before  anyone  else— or  he's  a 
megalomaniac  who  casually  discards 
employees  and  whose  self-indulgence 
could  drag  his  software  company  over 

a  cliff.  Just  how  you  see  him  can  depend  on  the 
mood  you  catch  EUison  in  or  whether  you're  one 
of  those  casually  discarded  employees. 

Both  sides  of  Ellison  are  meticulously 
described  in  a  pair  of  new  books.  The  first, 
Softwar:  An  Intimate  Portrait  of  Larry  Ellison  and 
Oracle  by  Matthew  Symonds,  political  editor  at 
The  Economist,  is  an  authorized  and  largely 
favorable  account  of  Ellison's  adventures  in  and 
out  of  the  company's  Oz-like,  green-windowed 
headquarters.  The  second,  due  out  in  November, 
Everyone  Ebe  Must  Fail:  The  Unvarnished  Truth 
about  Oracle  and  Larry  EUison,  is  a  harsh— and 
sometimes  scolding— account  by  Karen  Southwick,  executive 
editor  at  CNET's  News.com  and  the  author  of  three  other 
Sihcon  Valley-related  books.  The  first  is  better  on  EUison  the 
man;  the  second  is  better  about  his  business. 

Symonds,  who  spent  more  than  two  years  on  his  book, 
struck  a  novel  deal  with  Oracle  Corp.'s  CEO.  Ellison  gave  the 
author  near-unfettered  access  and  complete  editorial  control. 
In  return,  Ellison  got  to  respond,  in  footnotes,  to  Symonds' 
narrative.  The  result  is  an  odd,  running  commentary  by 
Ellison  on  Symonds'  commentary  on  Ellison.  The  mogul 
seldom  disagrees  with  the  writer— and  disappointingly,  most 
of  the  often-sharp-tongued  mogul's  footnotes  are  focused  on 
technical  explanations  of  Oracle's  business. 

There  are,  however,  a  few  stabs  from  EUison.  In  the  mid- 
1990s,  Oracle  President  Raymond  J.  Lane  was  considering 
leaving  Oracle  to  take  over  the  comer  office  at  struggling 
software  maker  NoveU  Inc.  EUison  persuaded  Lane  to  stay. 
But  now,  says  EUison  in  a  note,  "I  should  have  let  Ray  go."  In 
fact,  several  years  later,  Ellison  forced  Lane  out  of  Oracle. 

Symonds  excels  at  letting  readers  into  the  59-year-old 
EUison's  often-turbulent  personal  life.  From  the  unhappy 
Chicago  chUdhood,  through  three  marriages  and  divorces,  to 
a  surprisingly  stable  relationship  with  fiancee  Melanie  Craft,  a 
romance  novelist  25  years  his  junior,  it  may  weU  be  the  first 
complete  picture  of  the  private  EUison. 

The  author  also  provides  a  wonderful  image  of  an  EUison 


l^^' 


who  is  far  from  being  aU-business.  Two  years  ago,  after 
benefiting  royally  from  the  tech  boom,  Oracle  feU  short  of 
WaU  Streef  s  expectations.  It  was  an  embarrassing  experien 
for  EUison,  who  had  pubUcly  speculated  that  Oracle  could     ^j. 
emerge  from  the  tech  crash  unscathed.  A  few  days  after  the  Yf 
bad  earnings  news,  Elhson  hopped  into  a  car  with  Symond 
He  was  distraught,  on  the  verge  of  tears,  and  constantly  on 
the  phone  with  Craft.  Why?  His  cat  had  just  died. 

But  Symonds  faUs  flat  when  he  considers  Oracle's  businelVi' 
He  accompanied  EUison  to  meetings  with  customers  aroun  iy, 
the  world,  but  he  doesn't  describe  Oracle's  often  testy 

relationship  with  them.  The  author  can  be  too  kind  W 
as  when  he  faUs  to  recount  fiiUy  the  bugs  in  Oracle'  iVj 
software,  which  handles  processes  like  companywi  ',v| 
financials  and  customer  management.  Just  when  h'  jj" 
should  caU  the  mogul  on  the  carpet,  Symonds  settli 
for  EUison's  rationalizations. 

Southwick  has  no  such  problems. 
She  has  a  keen  appreciation  for 
Oracle's  business  machinations.  An 
although  she  didn't  enjoy  anything  1 
Symonds'  access,  she  did  get  several 
interviews  with  EUison.  The  result  i 
tough,  gimlet-eyed  view  of  Oracle  to 
largely  via  the  experience  of  people 
EUison  has  ticked  off  over  the  years. 
Southwick  naUs  the  colder  si 
of  EUison.  When  Oracle  was 
nearly  forced  into  bankruptcy  ii 
1990,  because  of  its  sales  force's 
questionable  accoimting  practic 
Ellison  didn't  take  fuU 
responsibiUty,  says  Southwick. 
She  also  detaUs  the  row  betwee  JiJ*', 
EUison  and  Lane,  whom  she  sa\  JiyJ 
EUison  viewed  as  a  threat. 

But  Southwick  goes  too  far 
when  she  says  that  EUison's  var 
could  drag  Oracle  into  ruin. 
Certainly,  Oracle  has  had  troubl 
finding  revenue  growth  in  the  pj 
two  years  and  has  missed  primi 
opportunities.  But  every  quarter,  it  turns  a  profit  larger  thaij 
any  software  company  not  named  Microsoft  Corp. 

The  authors  agree  on  one  thing:  Oracle  can  be  a  most 
impleasant  place  to  work.  Each  provides  numerous  exampl 
of  bitter  former  Oracle  execs,  many  of  whom  left  to  run  riva| 
companies.  Perhaps  that's  the  final  lesson:  Larry  EUison  is 
briUiant,  charming— but  ruthless.  And  as  with  any  person 
with  outsize  ambitions,  it's  best  to  stay  out  of  his  way.  ■ 

-By  Jim  Kerst 


Symonds' 
book  is  kind. 
Southwick's 

fives  a  far 
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"Secure  Web  access  to  our 
key  applications  without  a 
single  rewrite  was,  by  itself, 
a  huge  benefit  from  using 
Citrix.  In  addition,  Citrix 
cut  annual  telecom  costs  at 
our  370  dealerships  by  40%." 


Joyce  Vonada,  CIO 
AutoNation,  Inc. 


INFRASTRUCTURE  FOR  THE  ON-DEMAND  ENTERPRISE 

AutoNation  has  rapidly  become  the  largest  retailer 
of  new  and  used  vehicles  in  the  U.S.,  with  370 
dealerships  across  17  states.  With  the  need  to  provide 
secure  access  over  the  Internet  to  key  business 
applications  running  on  widely  diverse  IT  systems, 
AutoNation  turned  to  Citrix.  Without  a  single 
rewrite,  Citrix  made  it  possible  for  12,000  users  to 
access  hundreds  of  applications  over  the  Web. 
AutoNation,  along  with  99%  of  the  Fortune  500, 
uses  Citrix®  software  to  deploy  applications  centrally 
for  secure,  easy,  and  instant  access  to  business-critical 
information — anywhere,  anytime,  from  any  device. 
We  call  it  the  on-demand  enterprise.  And  it's  helping 
more  than  120,000  of  our  customers  save  money 
and  reduce  IT  complexity.  To  learn  what  Citrix  can 
do  for  your  business,  call  888-820-7918  or  visit 
www.citrix.com. 
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SPECIAL  ADVERTISEMENT 


THE  PERILS  OF 
OPENING  A  BAR  IN 
THE  NEW  ECONOMY 


A  recently  published  New  York  City  entertainment  guide  listed  89  notable 
restaurants  that  had  closed  in  the  past  twelve  months.  Think  the  bar  business 
is  all  fun  and  games?  Think  again. 

From  laid-off  tech-sector  Baby  Boomers  to  Empty  Nesters  who've  finally 
unloaded  the  split  level  in  favor  of  a  townhouse,  today's  economy  is  fiill  of 
people  who've  thought  about  opening  their  own  little  tavern,  cafe  or 
trattoria.  For  all  these  heavenly  dreamers,  Kenny  Rabe  and  Matt  Campbell 
have  some  words  of  advice .  ttn  ■ «  „  ,\>«, 

.,^Wct..ce,",,e..psay  alnPS^  inun-.so.  ^^Pi^^V -^,J^^  ^^ 
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That's  why  first-hand  knowledge  is  so  important.  Restaurant  consuli 
Melissa  Leach  of  Miami  echoes  the  Maryland  partners:  "I  tell  people 
either  make  sure  they  have  some  experience,  or  partner  with  someone  wl 
does,"  she  says. 

The  first  thing  to  decide  is  what  kind  of  establishment  you  want 
open— are  you  ready  to  pursue  your  own  vision,  or  would  it  make  mo 
sense  for  you  to  consider  opening  a  franchise?  Industry  statistics  note  th 
while  Americans  are  eating  out  more,  certain  restaurant  categories  a 
growing  faster  than  others,  so  you  have  to  consider  whether  you  want  to  g 
into  the  fine  dining,  fast  food  or  casual  dining  category. 

After  negotiating  the  difficulties  of  financing,  you'll  need  to  consider 
location,  which  is  when  it's  time  to  call  in  the  experts.  Location  impac 
everything  from  design  and  construction  to  licensing  requirements  ai 
regulations,  and  these  can  be  Byzantine  labyrinths  wherein  money  jv 
seems  to  disappear.  Of  particular  concern,  most  experienced  operators  sa 
is  the  lease.  'Expect  to  have  ongoing  problems  with  your  landlord,"  sal 
Ifach.  "E'eiything  {jom  noisetotrash,  cookii^  odors,  traffic  and  sidewj 
c^  aructionwil  pres^taprQbfem"g^j,e  PrCfce*  Considersome  of  ' 
Aodtljs  is}f  the  start  "J  ?^THere'5  '^  mMy  SouV[  f^To^Y 
-  Cooror  headings  fcund  in  WaK^'^'  .  ^._^,^  a  succe^ful  ^Ir-^"  • 
awA'  "Restaur an.\v  ChtisBngnoia  a  s  i-cess  res.-TT 
S^nievT^^^Ooranch^  •^'"bakerie^nd.^Cva^O^  ^'^e; 
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Kii^iwifere  e\eryone  knew  your  name  But  after  two  tough  years  of  living 

on  the  brink  of  insolvency  and  working  hundred-hour  weeks,  the  partners 
are  only  now  starting  to  see  profitability  at  the  end  of  the  tunnel.  Their 
experience,  and  the  hard  lessons  they  learned,  are  reflective  of  a  larger  trend 
in  the  bar  and  restaurant  business:  it's  an  industry  that's  become  more  and 
more  appealing  at  a  time  of  increasing  cost  pressures  and  daunting  I 
complexity  for  newcomers. 

SB  A  stats  prove  the  point— restaurants  and  bars  tend 
to  go  belly  up  with  greater  frequency  than  most  other 
small  business  start-ups,  and  they  do  it  faster,  too.  As 
a  result,  both  the  SBA  and  most  banks  have  stricter 
lending  requirements  for  individuals  seeking  capital 
for  their  own  restaurant  or  bar  than  they  demand  for 
other  types  of  businesses. 

Typically,  experts  say  that  prospective  restaurant  and 
bar  owners  should  come  to  lenders  with  50  to  60 
percent  of  the  required  funding  for  their  venture  in 
hand.  This  is  one  of  the  reasons  many  turn  to  private 
equity,  taking  on  investors  who  own  a  piece  of  the 
business.  While  this  has  its  initial  advantages,  it  can 
prove  difficult  down  the  road,  particularly  when  it's 
time  to  buy  out  the  partners,  or  should  things  go  awry. 

There's  no  shortage  of  do-it-yourself  data  available  to  aspiring  Sam 
Malone's.  Internet  searches  for  topics  related  to  opening  a  bar  or  restaurant 
often  result  in  close  to  10,000  listings.  With  such  a  dizzying  array  of 
resources  out  there,  just  deciding  which  to  consult  can  be  daunting  enough. 


B;er,thing  fiorrf'^rto  «enutostaffingandequipmenJrese„, 
proactive  entreprendirwith  a  myriad  of  complex  andpctenu 
©pensi^e  choices  to  make  Restaurant  and  bar  business  plans  ty  pica  j 
include  sections  on  food  and  beverage  costs,  labor  costs,  insura 
advertising  and  promotion,  furnishings,  maintenance,  legal  counsel,  utiliti^ 
laundry  and  linen  and  more.  This  dizzying  list  of  potential  landmines  is  1 
negotiated  by  someone  with  steel  nerves  and  a  large  bottle  of  ibuprofei 
says  Campbell.  "There  was  just  one  headache  after  another,"  he  recalls. 

And  what  of  the  upside?  While  most  proprietors  wol 
long  hours,  they  tend  to  be  social  people  who  enjn 
dealing  with  the  public.  For  many  who've  come  to  Ll 
field  as  a  second  career,  the  differences  between  whl 
they  do  now  and  what  they  did  before  present] 
welcome  change  from  the  grind  of  office  life. 

"There's  an  element  of  the  theatrical  to  doing  this  thl 
you  really  can't  find  anywhere  else,"  says  Cud 
Satterwhite,  who  walked  away  from  a  15-year  carel 
with  a  telecommunications  giant  to  buy  into  a  frienc| 
immensely  popular  Mill  Valley  tavern.  "I  used 
worry  myself  with  marketing  plans  and  forecastir 
and  now  I'm  booking  bands  and  stand-up  comics  al 
hiring  wait  staff.  I  can't  tell  you  how  much  mcl 
fulfilling  I  find  this,  yet  I'm  still  using  many  of  t| 
business  skills  I  relied  on  before." 

They're  going  to  come  in  handy,  too,  as  he  and  his  partners  begin  tl 
process  of  franchising  their  "Cutty's  Roadhouse"  concept  outside  the  bI 
Area.  In  this  case,  taking  the  bar  or  restaurant  plunge  may  well  pay  (| 
big  time. 
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Technolosv  &  You 


BY  STEPHEN  H.  WILDSTROM 


The  Road  to  the  PC-TV 
Runs  through  Windowi 


Slowly  but  surely,  Microsoft  is  moving  into  your  living  room.  After  year] 
of  failed  attempts  by  cable  and  satellite-TV  companies  to  sell  set-top 
boxes  and  receivers,  it  turns  out  that  the  product  that  drives  the  long- 
av^aited  convergence  between  computing  and  entertainment  may  be 
Windows— in  the  form  of  the  Media  Center  PC. 


Media  Center  is  a  version  of  Windows 
XP  that  lets  users  watch  video  on  a  PC- 
including  real-time  tv  and  shows 
recorded  to  a  hard  drive.  It  also  lets  you 
use  a  remote  control  to  manage  music  on 
the  PC  from  across  the  room.  On  Sept.  30, 
Microsoft  introduced  a  more  capable 
version  of  Media  Center.  The  fresh  edition 
fixes  a  number  of  the  annoyances  that 
marred  the  original,  but  it  remains  flawed 
in  several  important  respects. 

First,  the  good  news:  The  software  is 
better.  For  example,  while  the  original 
Media  Center  made  you  launch  Media 
Player  as  a  regular  Windows  program  to  record  music  oflFa 
CD,  the  new  software  lets  you  do  it  with  the  remote.  More 
important,  nearly  every  maker  of  consumer  pes  now  has  a 
Media  Center  offering,  including  Dell,  which  had  passed  on 
the  first  version,  and  Sony,  which  has  been  pushing  a 
proprietary  entertainment  PC  called  GigaPocket.  Gateway  and 
Dell  armounced  sub-$l,000  products— remarkable  given  that 
manufacturers  selling  PCs  with  Media  Center  must  also  build 
in  a  TV  tuner  and  other  relatively  high-end  hardware,  while 
paying  a  premium  to  Microsoft.  Toshiba  and  Hewlett-Packard 
are  offering  Media  Center  notebooks. 

AS  HAS  OFTEN  BEEN  THE  CASE,  Microsoft's  competitors 
have  become  its  unwitting  allies  in  the  struggle  to  dominate 
the  living  room.  Consumer-electronics  companies  make 
networked  products,  but  they  are  mostly  single-function 
appliances,  such  as  DVD  players  or  video  recorders  with  hard 
drives.  The  products  do  not  work  well  together  and  can  be 
more  difficult  to  set  up  than  networked  computers.  Cable 
providers  have  talked  for  years  about  advanced  set-top  boxes 
that  offer  video  recording  and  movies  on  demand,  but 
deployments  to  consumers  have  been  scarce. 

The  new  Media  Center  is  a  bona  fide  advance  over  these, 
but  it  still  has  a  ways  to  go.  The  bad  news  is  that  the  analog- 
TV  tuners  installed  in  PCs  aren't  very  good.  You'll  get  a 
better  picture  on  a  $200  television.  The  monitor  is  another 
issue.  TV  pictures  do  not  look  very  good  on  computer 


displays,  whether  CRT  or  LCD,  which 
are  optimized  for  the  display  of  text ; 
graphics,  not  video.  You  can  use  your ' 
TV  as  a  display,  but  even  a  flat-panel 
model  is  not  ideal.  I  used  a  prototype 
Media  Center  with  a  $4,000  Mitsubisi| 
22-inch  LCD  TV,  a  fine  set  that  produc 
ravishing  images  from  recorded  high- 
definition  video.  But  poor  text  quality) 
makes  it  a  lousy  computer  monitor. 
(Attaching  both  a  PC  monitor  and  a 
television  is  another  option— but  ill- 
suited  to  the  living  room.) 

Media  Center  is  important^ 
for  PC  makers  because  the 
entertainment  features  give 
consumers  a  reason  to  buy  i 
of-the-hne  computers,  whicl 
have  much  better  margins  thl 
cheap  PCs.  For  Microsoft,  Mel 
Center  is  a  lot  more  than  thai 
The  company  wants  to  domijj 
the  online  distribution  of 
llVlIlfif  rooms       movies,  music,  and  the  like 
^^^^^^^  through  Windows  Media 

^^^^"^^^  technology,  which  includes 

piracy- thwarting  technology] 
Hollywood  desires.  While  the  consumer-electronics 
companies  argue  about  technical  standards  in  myriad  tal 
forces  and  working  groups,  Microsoft  is  getting  producti] 
into  consumers'  homes. 

Ultimately,  home  media  centers  will  have  to  be  a  lot 
cheaper  and  simpler  than  the  Media  Center  PC— more 
like  a  set-top  box  or  Xbox  game  console  and  less  like  a 
computer.  In  the  meantime,  Microsoft  is  getting  a  big  lej 
up  on  the  competition.  II 

E-mail:  tech&you@biisinessweek\ 
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Want  to  read  more  about  Media  Center 
PC  alternatives  and  accessories?  Check  out  Technology  &  Youj 
atwww.businessweek.com/technology/ 


Microsoft's 
rivals  are 
imwitting 
allies  as  it 
elbows  into 
rooms 
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AS  CFO,YOU  HAVE 
TWO  CHOICES: 

1.  FIND  A  WAY  TO  REDUCE  HEALTH  INSURANCE  COSTS. 
2.  ACQUIRE  A  TASTE  FOR  MACARONI-AND-CHEESE  DINNERS 
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lUnless  your  idea  of  a  power  lunch  is  a  heaping  helping  of  orangey-yellowy  goodness,  it's  probably  a  good  time  to  talk  to 
your  HR  director  about  Blue  Cross  of  California's  new,  cost-effective  health-coverage  solutions.  With  our  new  generation 
of  innovative,  consumer-directed  plans,  you  can  help  put  a  lid  on  your  company's  rising  healthcare  costs.  While  helping 
your  company  weather  through  tough  times,  you'll  also  be  giving  your  employees  the  power  to  take  control  of  their 
lown  health-coverage  costs.  So,  ask  your  HR  director  to  show  you  our  affordable,  new  options -over  lunch,  perhaps. 
Health  •  Dental  •  Pharmacy  •  Behavioral  Health  •  EAP  I  Blue  Cross  of  California.  The  Power  of  Blue:" 


ore 
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dical.  Dental.  Phatmacy  and  Behavioral  HeaUh  products  (rom  Blue  Cross  of  California  (BCC)  and  or  BC  Life  &  Health  Insurance  Co  (BCLBiH)  Life  insurance  from  BCLSH  Pharmacy  and  Behavioral  Health 
iy  bundled  with  Medical  BCC  and  BCL&H  ate  independent  licensees  of  the  Blue  Cross  Association    >  2003  BCC 
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Martha  Groszewski,  CFO,  Patagonia 


The  bank  of  Martha 


.M:.       n.-         ,J^J.i  -       -.  -tI       -U^     ^ 

helps  Patagonia  weather  any  economic  climate 


lets  them  manage  cash  flow  via  the  web 


..-at- i  -Ji  ' *s» ■         -  -  -■  ..a-^..,; 


offers  the  expertise  of  a  dedicated  relationship  manager 


i 


knows  how  to  tailor  financing  solutions 


fits  like  a  Windzone  fleece  glove. 


Invest  in  you 


Commercial  Banking  Small  Business  Services  -  (866)  876-7065 

Northern  California  -  Michael  Riley,  SVP,  (415)  705-7170 
Central  Valley  -  Scott  A.  Hagel,  SVP,  (916)  321-6702 
Greater  Los  Angeles  -  Bita  Ardalan,  SVP,  (818)  595-2021 
Metro  Los  Angeles  -  Scott  Connella,  SVP,  (213)  236-4275 
Orange  County/San  Diego  -  Mary  Allis  Curran,  SVP,  (619)  230-3374 


Visit  us  at  uboc.com 
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Economic  ViewDoint 


BY  GARY  S.  BECKER 


The  Productivity  Boom 
Is  Just  Warming  Up 


he  American  economy  is  beginning  to  pick  up  steam,  with  growth  of 
iinualized  gross  domestic  product  in  the  second  quarter  of  3.3%  and  a 
ontinuing  boom  in  productivity.  The  evidence  on  productivity  is 
articularly  important  since  growth  in  technology  and  productivity  are  the 
lost  significant  determinants  of  improvements  in  the  standard  of  Hving. 


t 


[After  bumping  along  at  a  rather  slow  pace  in  the  latter  half 
e  1970s  and  '80s,  productivity  began  to  rise  more  rapidly 
e  mid-'90s.  Output  per  worker  increased  at  the  rate  of 
i%  per  year  from  1995  to  2000,  and  total  factor 
jductivity— which  measures  output  relative  to  the  amount 
bapital  as  well  as  labor— also  grew  at  a  fast  clip. 
In  the  past,  productivity  almost  always  fell  during 
essions  because  both  labor  and  capital  were  underutilized 
putput  sagged  or  grew  more  slowly.  But  the  apparent 
adox  of  the  past  few  years  is  that  labor  productivity  has 
•wn  even  more  rapidly  since  2000  than  in  the  '90s,  at  a 
%  clip.  This  occurred  despite  the  recession  that  started  in 
irch,  2001,  and  a  slow  recovery  since  the  recession  ended  in 
vember  of  the  same  year. 

fhe  large  spurt  in  technological  progress  during  the  past 
ht  years  is  mainly  due  to  a  series  of  developments:  rapid 
tgress  in  computer  capabilities,  the  explosive  growth  of  the 
lemet,  advances  in  cellular  and  other  wireless  technologies, 
growth  of  fiber  optics,  advances  in  biotech,  greater  world 
npetition  for  U.S.  companies— which  induced 
brovements  in  business  efficiency— and  myriad  other 
aller  improvements  in  technology. 

!  IMPACT  OF  SOME  of  these  events  cannot  yet  be  quantified, 
the  importance  of  information  technology  is  documented 
several  statistics.  During  the  boom  years  from  1995  to 
)0,  almost  all  of  the  improvements  in  productivity  were 
'.  either  to  investments  in  information  technology  or 
ranees  in  the  output  of  information-technology  goods, 
[wever,  the  productivity  gains  of  the  past  several  years  are 
ch  less  dependent  on  IT  and  are  more  widespread  in  the 
nomy. 

continue  to  believe  that  even  after  the  burst  of  the  bubble 
ligh-tech  stocks,  the  U.S.  economy  is  in  the  relatively  early 
;es  of  a  major  technological  revolution.  The  previous  tech 
ance  started  at  the  end  of  the  19th  century  and  was  due 
inly  to  the  development  of  both  the  electric  motor  and  the 
!mal-combustion  engine.  It  took  40  to  60  years  for  diat 
alution  to  be  fially  reflected  in  productivity  improvement. 
!  recent  speedup  in  productivity  growth  suggests  that  the 
evolution  is  progressing  along  similar  lines.  If  so. 


prospects  are  excellent  for  long-term  growth  in  output  per 
worker  at  a  rate  of  3%  per  year  or  higher  for  perhaps  decades. 
Income  per  worker  could  double  in  25  years  or  less. 

Some  economists  have  blamed  much  of  the  apparent 
decline  in  employment  since  the  onset  of  the  recession  on  the 
rapid  improvement  in  technology.  In  a  mechanical  sense,  that 
is  a  plausible  view:  If  the  growth  in  output  is  fixed, 
employment  could  fall  if  labor  productivity  improves  a  lot. 

But  the  growth  in  output  is  not  fixed.  During  the  boom  after 
1995,  employment  grew  rapidly  alongside  productivity.  Rapid 
advances  in  both  employment  and  productivity  indicated  that 
output  also  grew  substantially.  In  the  longer  run,  employment 
tends  to  grow  at  about  the  same  rate  as  the  increase  in  the 

labor  force,  even  when  productivity 
f\i  I "H-)| if"  is  advancing  rapidly. 

r         ^  Moreover,  there  is  controversy 

over  what  has  been  happening  to 
employment,  with  two  government 
surveys  giving  very  different 
pictures  of  the  changes  in 
employment  during  this  recovery. 
The  data  usually  cited  come  from 
surveys  of  company  payrolls,  and 
these  show  rather  large  declines  in 
employment  since  the  start  of  the 
recession.  However,  the  Labor 
Dept.  also  asks  households  about 
employment,  and  this  shows  a  rise  in  employment  during  this 
time.  These  surveys  sometimes  give  confficting  pictures  partly 
because  the  household  survey  more  quickly  detects 
employment  at  new  companies.  It  is  possible  that  the  number 
of  new  companies  grew  significantly  during  this  recovery. 

The  relatively  high  unemployment  rate  and  apparent 
decline  in  employment  gets  most  of  the  media  and  political 
attention.  But  the  most  significant  news  from  the  past  few 
years  is  the  continuation  and  possible  acceleration  of  the 
sizable  productivity  advance  diat  began  almost  a  decade  ago.  ■ 


Gary  S.  Becker,  the  1992  Nobel  laureate,  teaches  at  the 
University  of  Chicago  and  is  a  Fellow  of  the  Hoover  Institution. 
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at  3%  or 
more  a  year 
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DHL  and  Airborne.  An  overnight  success, 


DHL  is  proud  to  announce  its  merger  with  Airborne. 

You  couldn't  ask  for  a  better  match.  DHL,  the  number  one  air  express  company  in  the  world,  has  joined  forces  with  Air 
Express,  one  of  America's  largest  air  and  ground  parcel  delivery  companies.  Together,  we're  a  powerful  new  shipping  choi 
your  business.  Current  Airborne  customers  will  now  be  connected  to  DHL's  extensive  international  delivery  system  in  more 


©2003  DHL  Worldwide  Express  Inc.  All  rtgMs  nservvd. 


WE  MOVE  THE  WORLD 
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^n  a  world 

that  can't  wait  24    HOURS 

for  a  package, 

there's  a  place 
4hat  still  waits  18    YEARS 
for  a  whisky. 


tENU 


5 

1 

C^^^^^^^^^^^^H 

^imtfi^*-              vv' 

\^\t         -                                   -l^^^^^^^^^^^H 

EldilhrerW :                        -.-.tA- 

^^^B 

■wMrw.rtie:                  com 

flJUHH 

m 

JAMES  C.  COOPER  &  KATHLEEN  MADIGAN 


obs  Recovery^  Yes. 
Hiring  Boom^  No. 

ense  cost  pressures  and  weak  pricing  will  keep  payrolls  from  surging 


U.S.  ECONOMY 


It's  about  time.  The  news  that  the  labor  markets 
light  finally  be  turning  around  certainly  elicited  sighs  of  relief  from 
|e  millions  of  job  seekers  who  have  been  unable  to  find  work  despite 
^o  years  of  so-called  economic  recovery.  The  Labor  Dept.'s  report  of 
jmall  gain  of  57,000  jobs  in  September  also  raised  spirits  on  Wall 


;et,  where  investors  saw  the  first  real  evidence  of 
ig  in  nearly  a  year  as  a  sign  of  sustained  momentum 
economy  (chart).  And  the  news  was  undoubtedly 
ited  with  rehef  at  the  White  House,  which  does  not 
:  the  lack  of  new  jobs  to  be  a  campaign  issue  in  2004. 
le  net  gain  in  payrolls  last  month  was  widely 
)ected,  with  most  economists  looking  for  another 
J.  Nevertheless,  the  details  of  the  report,  fi-om  the 
idth  of  job  increases  to  the  smallest  losses  in  the  long- 
Fering  manufacturing  sector  in  more  than  a  year, 
pgly  suggest  that  the  jobless  recovery  is  coming  to  an 
,  That  notion  is  also  supported  by  growing  evidence 
:  overall  demand  by  consumers  and  businesses  is  now 
ing  into  a  higher  gear. 

^ut  the  next  step  in  the  job  revival  will  be  the  most 
^cult.  Hiring  must  now  rise  to  a  pace  that  will  assure  a 
-sustaining  economic  expansion,  where  new  jobs 
lerate  demand  that  encourages  businesses  to  expand, 
}ting  even  more  hiring.  On  that  front,  the  data  are  not 
so  encouraging. 

'S  BECAUSE  STRUCTURAL  changes  within  the 
r  markets  will  make  it  harder  for  job  creation  to  pick 
trongly,  even  if  real  gross  domestic  product  grows  at 
lid  clip.  Companies  face  unusually  intense  cost 
siu-es  that  were  rare  or  nonexistent  in  prior  upturns, 
al  competition,  soaring  health- care  expenses,  and 
!ed  to  restore  pension  fund  assets  are  eating  away  at 
margins  at  the  same  time  that  businesses  have  litde 
ig  power  in  a  low-inflation  economy, 
response,  businesses  have  rethought  the  way  they 
their  workforce  to  get  more  output  from  less  labor, 
result  has  been  improved  margins,  but  also  a  more 
cious  "jobless  recovery"  than  the  one  following  the 
fPBo-91  recession. 

Economists  at  the  Federal  Reserve  Bank  of  Kansas  City 
nined  how  businesses  rely  on  flexible  labor  inputs  to 
n  their  payrolls  with  production.  They  say  that  temp 
kers,  part-time  employees,  and  work-time 
,<>  lagement  have  allowed  companies  to  delay  hiring 
^1  time  workers.  They  also  note  that  a  greater  number 
*   >b  losses  in  this  business  cycle  are  permanent. 
r   1  addition,  companies  are  using  technological 


advances  to  keep  productivity  growing.  Little  wonder, 
then,  that  even  with  the  September  job  gain,  payrolls  are 
down  by  more  than  a  million  since  this  recovery  began. 

In  the  long  run,  faster  productivity  growth  is 
undeniably  positive.  But  in  the  coming  year,  companies' 
continued  reliance  on  efficiency  will  work  against  a 
rapid  return  to  strong  hiring.  Suppose  real  GDP  grows 

at  a  healthy  4%  pace. 


THE  JOB  MARKET  IS 
FINALLY  TURNING  AROUND 


CHANGE  FROM  PREVIOUS  MONTH  IN  THOUSANDS 


Data:  Labor  Dept..  Global  Insight  Inc. 


That  growth  must  come 
from  some  combination 
of  productivity  gains  and 
additional  labor.  For  job 
growth  to  pick  up  to  a 
normal  recovery  pace  of 
greater  than  200,000  per 
month,  or  about  a  2% 
rise,  productivity  growth, 
which  has  averaged  4.5% 
in  this  recovery,  will  have 
to  slow  to  less  than  2%. 
True,  productivity 
always  slows  as  a  recovery  matures.  But  since  companies 
see  efficiency  gains  as  the  primary  way  to  remain 
competitive  and  profitable,  they  aren't  likely  to  allow 
productivity  growth  to  shde  that  much.  The  upshot: 
Hiring  will  trail  the  pace  after  the  1990-91  recession.  By 
the  third  year  of  that  upturn,  job  growth  averaged 
268,000  per  month.  This  recovery  begins  its  third  year  in 
November,  and  payrolls  look  on  track  to  grow  only  about 
100,000  per  month  well  into  2004. 

BUT  THE  GOOD  NEWS  is  that  September  job  data  show 
businesses  are  finally  lifting  payrolls  again.  In  addition  to 
the  top-line  job  gain,  47%  of  private  industries  increased 
payrolls,  the  most  in  2V2  years.  Temp  workers,  who  tend 
to  be  hired  before  businesses  commit  to  permanent 
workers,  increased  by  33,000,  the  fifth  advance  in  a  row. 

Even  the  beleaguered  manufacturing  sector  looked  less 
awful.  The  loss  of  29,000  factory  jobs  last  month  was  the 
smallest  in  over  a  year.  And  the  factory  workweek 
lengthened  by  12  minutes,  to  40.4  hours,  suggesting  a 
gain  in  September  factory  output. 

Even  so,  hiring  over  the  next  few  months  won't  be 
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strong  enough  to  bring  September's  6.1%  unemployment 
rate  down.  Payroll  gains  have  to  average  about  150,000    • 
per  month  for  a  sustained  period  in  order  to  absorb  the 
new  entrants  into  the  labor  force,  which  will  only  hold  the 
jobless  rate  steady. 

If  anything,  unemployment  might  go  higher.  Faced 
with  few  job  prospects,  people  have  dropped  out  of  the 
labor  market.  In  September,  the  labor  force  participation 
rate— the  percentage  of  the  population  either  working  or 
seeking  work— fell  to  a  12-year  low.  But  in  the  early  stage 
of  faster  economic  growth,  more  people  tend  to  reenter 
the  labor  force  looking  for  work,  often  imsuccessfully. 
The  increase  in  job  seekers  may  cause  the  jobless  rate  to 
rise  at  some  point  in  the  fourth  or  first  quarters.  The  rate 
vvill  eventually  fall,  but  whether  the  drop  wiU  come  fast 
enough  to  satisfy  the  White  House  remains  to  be  seen. 

ONE  SURE  THING  is  that  companies  will  remain  focused 
on  reining  in  payroll  costs.  In  the  year  ended  in  the 
second  quarter,  labor  expenses  grew  3.6%,  almost  equal 
to  the  4%  increase  in  revenues  economywide,  as 
measured  by  the  dollar  value  of  GDP. 

Amid  slack  labor  markets,  companies  have  squeezed 
down  the  growth  of  wages  and  salaries,  from  3.8%  per 
year  at  the  start  of  the  recession  to  2.6%  in  the  second 
quarter.  But  over  the  same  period,  benefit  costs  have 
accelerated  from  5%  to  6.1%  currently  (chart).  The 
jump  mainly  reflects  the  double-digit  pace  of  health- 
care programs,  which  are  forecast  to  rise  12%  in  2004 
(page  42). 


On  top  of  that,  companies  are  dealing  with  huge 
pension  fimd  losses  as  a  result  of  the  stock-market 
downturn  and  low  interest  rates.  Fed  Governor  Susan 
Schmidt  Bies  noted  on  Oct.  8  that  by  the  end  of  2002, 
90%  of  the  defined-benefit  plans  of  the  Standard  &  Poor 
500  companies  were  vmderfunded  by  $200  biUion. 

Despite  these 


BENEFITS  KEEP  PRESSURE 
ON  LABOR  COSTS 


PtRCEMT  CHAN6£  FROM  A  YEAR  AGO 


impending  bills,  the 
success  businesses  have 
had  in  cutting  payrolls 
and  holding  the  line  on 
wage  gains  means  laboj 
share  of  national  incom 
continues  to  fall  this  ye; 
as  profits'  share  keeps 
rising.  This  widening  gs 
sets  up  a  clash  between 
the  desires  of  the  labor 
force  and  the  investor 
class.  Workers  want 
bigger  pay  raises  and  job  seekers  want  to  see  more  hirii 
Investors  want  businesses  to  concentrate  on  pumping  va 
the  bottom  line  and  lifting  stock  prices. 

History  has  shown  that  both  can  be  satisfied,  but  onl 
if  demand  growth  accelerates  to  a  point  that  enables  thi 
economy  to  accommodate  both  its  productivity  trend  ai 
the  desires  of  job  seekers.  The  positive  surprise  in  the 
September  data  indicates  businesses  are  starting  to  hin 
again.  But  in  this  upturn,  don't  expect  a  sharp 
turnaround  in  the  job  markets  to  happen  overnight.  I 


01 1  II     III     IV  '02 1 II     III .  IV  '03 1  II 
Data:  Labor  Dept..  Global  Insight  Inc. 


Trying  to  Ease  the  Pension  Squeeze 


IS  ITALY  GETTING  serious  about 
pension  reform?  Prime  Minister 
Silvio  Berlusconi  has  made  it  the 
focal  point  of  his  2004  budget,  even 
taking  the  imusual  move  of  going  on 
national  television  to  plead  his  case. 
Berlusconi  appears  ready  to  go  head 
to  head  with  the  unions,  but  he  also 
faces  opposition  within  his  coalition 
government,  especially  from  the 
Northern  League  party. 
Beginning  in  2008, 
Berlusconi's  plan 
would  require  all 
workers  to  amass  40 
years  of  pension 
contributions,  up 
from  35  years,  with 
penalties  for  early 
retirement.  From 
2004  to  2007,  as  an 
inducement  to  delay 
retirement,  the  plan 
would  pay  workers 
eUgible  to  retire  under 


ITALY'S 

BUDGET  ASSUMPTIONS 
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UNEMPLOYMENT  8.7 
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existing  rules  a  bonus  of  32.7%  of 
their  salary,  equivalent  to  the 
contributions  they  and  their 
employers  would  continue  to  pay  into 
the  system.  Unions,  which  are 
receptive  to  the  work  incentives  but 
opposed  to  a  longer  contribution 
period  and  penalties,  have  set  an  Oct. 
24  strike  date  to  protest  the  proposal. 
The  driving  force  for  reform  is  the 
growing  financial  reaUty  of  Italy's 
pubhc  debt,  now 
totahng  106%  of  gross 
domestic  product, 
which  is  draining 
private-sector  funds 
and  limiting  tax  and 
spending  measures 
that  could  lift 
economic  growth.  The 
government  is 
spending  5.7%  of 
GDP— more  than  70 
billion  euros  ($80 
biUion)— per  year  just 


2003      2004      l^n 

0.5%    1.9%   22% 


to  pay  interest,  and  the  govemmen 
latest  projections  imply  debt  servic 
above  5%  through  2007. 

The  country's  pension  economic 
will  start  to  deteriorate  rapidly  in 
coming  years,  as  baby  boomers  beg 
to  retire.  Plus,  Italy's  low  birth  rate 
will  leave  precious  few  workers  to 
support  the  new  retirees.  "The  onl] 
option  on  the  menu  is  a  structural 
and  sustainable  reduction  in  pensii 
spending,"  notes  Vincenzo  Guzzo  i 
Morgan  Stanley's  London  oSice. 

Italy  fell  into  recession  in  the  first 
half  of  2003,  increasing  pressure  or 
government  finances.  The  2004 
budget  oflFers  16  billion  euros  in  def 
cuts,  few  of  which  are  either  gtructv 
or  sustainable.  The  measures  shoul 
trim  the  budget  deficit  fix)m  2.5%  oi 
GDP  this  year  to  2.2%  next  year, 
keeping  it  safely  within  the  3%  eun 
zone  UmiL  But  these  relatively  pain 
measures  may  be  aimed  at  easing  t 
way  for  more  painful  pension  cuts, 
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Steve  Galbraith,  Morgan  Stanley  Chief  Investment  Officer 


Searching  for  financial 

w^alks  &  stolen  bases. 


Michael  Lewis'  latest  book,  Moneyball, 

is  all  about  finding  value  where  the  consensus 

does  not.  The  book  revolves  around  the  unlikely  success  of 
the  Oakland  A's,  who,  in  finance  terms,  consistently 
outperform  the  market  with  players  (stocks)  that  other 
teams  (investors)  deem  rejects.  The  A's  managers  found  that 
convention  tended  to  overrate  such  sexy  achievements  as 
stolen  bases  and  batting  averages  while  underestimating  the 
importance  of  on-base  percentages  and  walks.  Which  led  us 
to  wonder:  What  are  the  financial  equivalents  of  a  stolen 
base  and  a  walk? 


Growth  rates  —  the  financial  equivalents  of  a  .280  hitter 
with  a  .290  on-base  percentage.  The  A's  found  that  "bad" 
body  types  can  still  be  terrific  players,  and  vice  versa.  Too 
often  scouts  predetermine  that  the  6 '3"  beefcake  boy  will 
outperform  the  dumpy  5'8"  guy.  The  financial  equivalents 
of  the  6 '3"  stud  who  can't  hit  a  curve  ball  are  "growth" 
factors  like  historical  and  forecast  growth  rates.  If  one  were 
systematically  to  buy  the  quintile  of  stocks  offering  the  fastest 
historical  or  projected  growth  while  shorting  those  providing 
the  least,  an  investor  would  systematically  underperform  the 
market  by  some  500  basis  points  per  annum. 

Say  No  to  Mo'.  What's  an  even  more  obvious  way  of 

underperforming?  How  about  buying  a  stock  that  has  just 
gone  up  a  lot.  Buying  yesterday's  winners  is  akin  to  being 
caught  stealing  a  base.  If  one  were  to  systematically  go  long 
the  quintile  of  stocks  with  the  best  performance  over  the 
prior  month  while  going  short  the  quintile  with  the  worst, 
one  would  systematically  lose  a  lot  of  money. 


The  walk  equivalent.  The  most  prominent  characteristic 
the  A's  look  for  in  players  is  the  ability  to  draw  walks.  Walks 
are  highly  valued  both  for  what  they  are  not  (i.e.,  outs),  and 
what  they  are  (an  active  use  of  the  opposing  pitcher's  arm,  and 
a  place  on  the  bases).  Walks  =  success.  But  walks  are  boring. 
Walks  do  not  elicit  oohs.  As  such,  walks  are  grossly 
undervalued.  In  the  stock  market,  we  have  endured  an  era 
where  investors  chased  the  oohs  and  aahs,  overlooking  boring 
old  valuation.  Over  the  long  haul,  the  most  important  factors 
in  adding  alpha  to  portfolios  are  valuation  oriented.  Price  to 
earnings,  price  to  sales  and  even  price  to  book  are  the  financial 
equivalents  of  walks.  If  one  were  to  buy  systematically  the 
cheapest  quintile  of  stocks  on  these  metrics  while  selling  short 
the  dearest,  one  might  enjoy  an  early  retirement. 


Km 


Sizzle  is  vastly  overrated.  Just  as  being  a  Red  Sox  fan 
prepares  one  much  better  for  the  realities  of  life  than  being  a 
Yankees  fan,  understanding  the  nuances  of  baseball  can  help 
you  understand  investing.  In  an  era  characterized  by  corked 
bats  and  corked  financial  statements,  give  us  the  steak,  not  the 
sizzle,  give  us  walks,  give  us  cheap  stocks. 
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^AorganStanley 

One  client  at  a  time. 


«,v.morgansianlc-y.com 
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CALIFORNIA 


SOMETHING'S 


Arnold  must  cut  electric  rates,  woo  business, 
squeeze  the  special-interest  bloat  out  of  the 
budget,  and  soothe  political  wounds.  Whew! 


IN  THE  END  IT  WAS  LESS  A 
political  campaign  than  a  promo- 
tional tour  for  a  superstar's  latest 
flick.  Criss-crossing  the  state  in  a 
white  Learjet,  setting  down  for  15- 
minute  photo  ops,  actor  Arnold 
Schwarzenegger  tossed  out  script- 
ed one-liners  with  the  charm  of  a  pitch- 
man before  heaving  "Join  Arnold" 
T-shirts  to  adoring  throngs.  And  at  most 
stops,  there  were  props  to  make  his  point. 
In  San  Diego,  he  brandished  a  "broom" 
to  symbolize  his  intention  to  sweep 
Sacramento  clean  of  cronyism  and  grid- 
lock. In  Costa  Mesa,  a  wrecking  ball  fell 
from  a  five-story  crane  to  smash  a  beat-up 
Buick,  symbolizing  how  Schwarzenegger 
intended  to  pulverize  the  tripling  of  auto 
taxes  that  Gray  Davis  approved  as  the 
movement  to  recall  him  intensified. 
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To  get  elected,  Schwarzenegger 
shrewdly  tapped  into  the  well-known 
voter  resentment  of  a  state  that's  bat- 
tered and  broken,  governed  by  a  balka- 
nized  and  dysfunctional  political  system. 
Now,  as  the  56-year-old  bodybuilder 
transitions  to  Conan  the  Governor,  pro- 
mo stunts  will  need  to  give  way  to  forg- 
ing poUcies  and  the  nuts  and  bolts  of  po- 
litical dealmaking  to  try  to  implement 
them.  Electric  rates  are  among  the  high- 
est in  the  nation,  as  are  the  regulatory 
burdens  and  costs  of  doing  business.  In- 
deed, runaway  premium  hikes  for  work- 
ers' compensation  threaten  to  send  busi- 
nesses out  of  state. 

California's  fundamental  problem, 
though,  is  its  structural  budget  deficit, 
which  could  top  $8  billion  next  year.  The 
budget  has  been  larded  by  years  of  spe- 


cial-interest gimmes  and  look-the-ot 
way  hikes.  "What  we  have  to  do  is 
up  the  books,  do  the  audit,  and  find  wlj 
the  waste  is,"  pledged  the  governor- el j 
at  his  first  press  conference  on  Oct.  8. 
the  core  reason  for  the  deficit  seems 
tractable— and  one  that  clearly  did  I 
Schwarzenegger's  predecessor:  a  hi 
initiative  system  that  lets  voters  mand  j 
spending  with  a  50%  majority  and  a  st| 
constitution  that  requires  the  legislat 
to  pass  taxes  with  a  two -thirds  votel 
Schwarzenegger  is  to  succeed,  he'll  hi 
to  tackle  the  ballot-and-budget  mor| 
head  on.  And  he'll  have  to  close  the  bu  | 
et  deficit  by  cutting  Ronald  Reagan- 
deals  with   a   Democratic  legislatil 
which  could  force  him  to  back  off  fr| 
several  of  his  campaign  promises. 
Can  he  do  it?  Schwarzenegger,  vl 
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takes  over  in  mid-November,  has  only  75 
days  to  put  together  a  budget  plan  that 
has  eluded  Davis  and  the  legislature. 
Edward  E.  Learner  of  the  University 
of  California  at  Los  Angeles,  who  sat 
on  Schwarzenegger's  l8-person  eco- 
nomic-development team,  says  he  rec- 
ommended raising  taxes  and  freezing 
spending  for  three  years.  The  goal:  to 
persuade  bond  agencies  to  raise  the 
state's  credit  ratings  and  help  save  $1 
billion  in  interest. 

RIPE  FOR  THE  AX 

DOING  SO,  HOWEVER,  would  require 
the  new  governor  to  ditch  his  campaign 
promise  of  no  new  taxes.  So  first  he'll 
likely  look  for  savings  by  trying  to  roll 
back  salary  and  pension  hikes  for  such 
politically  powerful  groups  such  as 
prison  guards,  which  donated  generous- 
ly to  both  Davis  and  legislators.  And  he 
can  cut  deeper  into  the  state's  200,000- 
person  workforce,  getting  more  than  the 
$1.1  billion  the  legislature  got  this  sum- 
mer by  cutting  the  personnel  budget 
10%  and  ending  redundant  state  offices 
such  as  the  Office  of  Managed  Care. 

It  would  take  an  enormous  political 
fight— and  equally  strong  political 
skills— to  get  there,  but  former  State 
Controller  Kathleen  Connell  estimates 
that  Schwarzenegger  could  cut  billions 
from  the  state  budget  through  such 
measures. 

Beyond  healing  the  budget,  an  equal- 
ly critical  task  will  be  reassuring  a  jittery 
business  community  that  California  can 
again  offer  an  environment  in  which  cor- 
porations can  thrive.  "In  no  regard  can 
California  be  seen  as  favorable  to  busi- 
ness," says  Ross  C.  DeVol,  director  of  re- 
gional studies  at  the  Milken  Institute,  a 
think  tank  that  estimates  the  costs  of  do- 
ing business  in  California  at  28%  higher 
than  the  national  average,  behind  only 
Massachusetts  and  New  York.  Indeed,  in 
an  open  letter  published  in  newspapers 


One  Costly 

%ce  to  Do 
Business 


WORKERS'  COMPENSATION 

$5.23  per  $100  of  coverage, 

more  than  twice  the  national  average 


ELECTRICITY  RATES 

$11.54  per  kilowatt  hour, 

60%  above  the  national  average 


MIMIMUMWAGE 

$6.75, 31%  above  the  federal  minimum 


CORPORATE TAXES 

Ranked  49th  in  the  nation  for  overall 
business-tax  climate 


OVERALL  COSTS 

28%  above  the  national  average" 


^Includes  taxes,  wages,  electricity,  and  real  estate  costs. 

Data:  Los  Angeles  County  Economic  Development  Cofp.. 
Insurance  Infomnation  Network  of  Callfof  nia.  U.S.  Energy  Depl. 
U.S.  Labor  Dept..  Milken  Institute 


across  the  state  on  Sept.  22,  business 
heavyweights  including  Intel  CEO  Craig 
R.  Barrett,  Hewlett-Packard  CEO  Car- 
leton  S.  Fiorina,  and  Charles  Schwab 
CEO  David  S.  Pottruck  urged  California's 
top  officials  to  take  steps  to  mend 
the  state's  economy  and  prevent  more 
businesses  from  fleeing.  Among  their 
pleas:  no  new  taxes,  no  new  burdensome 
regulations,  and  an  end  to  llth-hour 


BUSINESS  PLEA 

High-profile 
execs  placed  this 
ad  in  California 
newspapers 


legislative  surpris  ^ 
They'll  be  watc  ^» 
ing  Schwarzenegg  ' 
closely.  For  the  bu 
ness  community,    e 
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issue  IS  more  pre; 
than  the  out-of-control  worke  '" 
comp  system,  which  requires  Califon  I  - 
companies  to  pay  $5.23  for  each  $100  * 
payroll.  That's  tops  in  the  nation,  ;  t- 
cording  to  the  Oregon  Consumer  ^^ 
Business  Services  Dept.,  and  roug]  Sr 
60%  higher  than  states  such  as  Te?  £  ' 
and  Nevada  that  regularly  steal  Calif  i 
nia  companies.  "California  is  not  i^: 
much  a  competitor  as  a  hunti  i^' 
ground,"  quips  Texas  Governor  R  re- 
Perry,  who  says  he  increasingly  gets  ca  i<^^ 
from  high-tech  executives  such  >  k' 
Fiorina.  Hewlett-Packard  Co.  is  movi  k; 
500  jobs  to  Houston  from  a  Rosev  fc 
(Calif)  plant.  Perry  says  he  expects  mc  qji 
such  calls.  BK 

"LOONY-BIN"  ATTITUDE  Ik 

FIXING  WORKERS'  COMP  will  be  ki 
simple  task.  Costs  are  sky-high  becai  Hi? 
the  politically  popular  program  incluc  ik 
a  medical  plan  that  allows  exteno  i^ 
treatment  for  things  like  chiroprac  k 
care  and  permits  steep  legal  awards 
pain  and  suffering.  "It's  a  loony-bin  Id 
of  attitude,"  says  John  Lawrence,  owi  eL 
of  269-person  Lawrence  Equipme 
His  rates  have  skyrocketed  to  $364,0  m 
a  year,  leaving  him  contemplating 
move  to  Arizona. 

But    even    if  the    new   gang    gjKtio 
nowhere  on  workers'  comp,  there 


kt 

t 


several  other  important  and  more  eaj  love 
achievable  steps  they  could  take.  1  succ 
starters,  halting  a  planned  rise  in  une  iai 
ployment  contributions  from  employ  scl 
scheduled  to  go  into  effect  next  yt  (ie 
would  help.  Many  companies  woi 
also  like  to  see  the  retention  of  the  Mi 
ufacturers  Investment  Tax  Credit,  wh 
is  set  to  expire  at  yearend.  The  likely  I 
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Dark 
Clouds 
Over  the 
Golden 
State 


THE  BUDGET 
DEFICIT 

What's  Needed  With  at  least  an 
$8  billion  shortfall,  the  governor- 
elect  will  have  to  slash  spending  and 
raise  revenues. 

What's  Likely  Schwarzenegger  won't 
win  his  campaign  pledge  to  roll  back 
the  auto-fee  hike.  He  could  make 
some  gains  in  cutting  state 
employee  pensions.  A  big  fight 
looms  on  casino  taxes,  but  Arnold 
could  notch  a  victory  there. 


THE  BUSINESS 
CLIMATE 

What's  Needed  Businesses 
complain  about  some  of  the  highest 
costs  and  regulatory  burdens  in  the 
country.  The  workers'-comp  system 
could  use  an  overhaul,  and  new 
overtime,  family  leave,  and  health- 
care laws  must  be  scaled  back. 

What's  Likely  Arnold  could  cut  a 
deal  on  workers'  comp  and  jobless 
insurance,  but  he'll  likely  lose  on 
trimming  other  worker  benefits. 
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DYSFUNCTIONAL 
GOVERNMENT 

What's  Needed  The  ballok 
initiative  system  that  alio  t- 
voters  to  mandate  new  sf 
while  the  Legislature's  ab 
raise  taxes  is  limited.  Effe 
statewide  campaign-fina 
reform  would  also  reduce 
interest  deals. 

What's  Likely  Voters  aren 

give  up  ballot  initiatives,  t  kt 
campaign  reform  has  moi  !e 
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lisf  Ithat  tax  credit  is  one  reason  the  565- 
itc  jrson  computer  maker  Wyse  Technol- 
»l[y  Inc.  is  moving,  says  CEO  John 
3H  ringer.  Wyse  has  already  set  up 
.,  1  ints  in  Texas  and  Taiwan. 

^^iUMPCARD 

Ion  IE  ENERGY  MESS  Schwarzenegger 
iiJO  iierits  will  also  keep  his  hands  full, 
n.iiithing  demonstrated  California's 
ler  array  more  than  whole  swaths  of  the 
i:gltte  going  dark  in  the  winter  of  2001. 
Tesie  crisis  left  California  saddled  with 
2lif(^tly  long-term  contracts  that  have 
rot  Dt  energy  costs  well  above  the  na- 
unti  jnal  norm.  Schwarzenegger  will  have 
r  Ri  renegotiate  those  contracts,  a  step 
licalt  eluded  Davis.  He  has  a  strong  card 
idi  play:  Some  of  those  same  power  pro- 
mi  pers  want  to  build  plants  in  the  state. 
asevi  ithe  new  governor  should  insist  that 
^m  \  quid  pro  quo  for  new  plants  is  a  re- 

jn  to  the  bargaining  table. 

sticking  to  his  no-new-taxes  pledge 

1  be  another  matter.  Made  during 
be  heat  of  the  campaign  to  v^an  over 
3ecai  I  Right,  it  won't  play  in  Sacramento, 
m  tires  Jean  Ross,  chairman  of  the  non- 
mi  tisan  California  Budget  Project.  He 
rrat  ires  two-thirds  of  the  budget  is  al- 
ards  |dy  earmarked  by  ballot  initiatives 
jinld  things  like  education  and  health 
;o«ip.  Likevdse,  a  promise  to  deep-six 
irni!  |auto-tax  hike  could  also  fall  by  the 
]64,0  ^side. 
|;tiii{  "hat  may  not  be  the  end  of  the  world 

Arnold:  Ronald  Reagan  got  to  the 
ar  J  :ehouse  on  a  no-new-tax  pledge, 
It:-  n  ended  up  accepting  a  tax  hike.  But 
rees  rovemor  Schwarzenegger  is  going 
ike  succeed,  he'll  have  to  be  as  deft 
nua  ting  out  of  real-world  jams  as  his 
npio]  scle-bound  characters  are  in  the 
es.  ■ 
-By  Ronald  Grover  and  Christopher 
■\it  M  Palmeri  in  Los  Angeles,  with  Ben 
invf  Elgin  in  San  Mateo,  Calif.,  and 
bureau  reports 


■i 
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»Y  COSTS 

t3il(peded  California  needs  to  encourage 
construction  and  get  out  from  under 
j-term  energy  contracts.  Plant 
should  be  linked  to  ttie  renegotiation 
;  contracts  and  new  power  producers 
ito  the  state. 

(ely  Further  contract  concessions  may 
I  be  won,  but  even  if  new  plants  come 
)nsumers  will  still  be  stuck  paying 
Jbts  for  years  from  the  2000-2001 
sis. 


COMMENTARY 

BY  RICHARD  S.  DUNHAM  AND  LEE  WALCZAK 

As  California  Goes^ 
So  Goes  the  Nation? 

The  recall  reveals  voter  anger  far  beyond  state  lines 


GRAY  DAVIS  WAS  THE  ONLY  politician  who 
lost  his  job  on  Oct.  7  in  the  cannibalistic 
spectacle  that  was  the  California  recall 
election.  But  other  officials  are  nervously 
sifting  the  results.  Mindful  that  the  Golden 
State  is  a  trendsetter,  pols  wonder  if  the  ouster  of  a 
governor  just  nine  months  into  his  second  term  is  an 
isolated  event— or  something  more:  a  sweeping  revolt 
against  incumbents  nationwide. 


Davis'  defeat  to  a  celebrity  outsider 
shows  that  Califomians  are  fed  up  with 
gyrating  energy  prices,  perpetual  budget 
crises,  deteriorating  schools,  and  in- 
fighting in  Sacramento.  But  the  intensity 
of  the  groundswell  should  send  fear 
though  the  pohtical  class  from  coast  to 
coast.  It  was  the  same  kind  of  grassroots 
outrage  that  sparked  the  Proposition  13 
property-tax  revolt  in  1978  and  gave  rise 
to  the  political  cult  of  personality  known 
as  Reaganism  at  roughly  the  same  time. 
"California  has  a  history  of  angry, 
populist  voters,"  says  Andy  Hernandez, 
a  political  scientist  at  St.  Mary's 
University  in  San  Antonio.  "They  had  an 
outlet  for  that  anger  in  the  recall." 

But  the  implications  of  Davis'  defeat 
resonate  far  beyond  the  state's  borders. 
California  isn't  the  only  state  where 
politicians  elevate  partisan  bloodletting 
above  compromise,  where  special 


TOTAL  RECALL  interests  and  big 

Once  again,  money  dominate  the 

voters  are  legislative  process, 

looking  outside  ^nd  where  the 

the  system  for  kitchen-table  concerns 
leadership  r  -^  ^ 

^^^^  '^  of  average  citizens  get 

brushed  aside.  "There 
is  a  great  deal  of  voter  anger  and 
cynicism,"  says  Democratic  media 
consultant  Jim  Dufiy.  "Most  poUticians 
these  days  are  seen  as  role  models  for 
garbage  collectors  and  thieves." 

And  at  a  time  when  incumbency 
rates  for  members  of  Congress  top  95%, 
governors  have  borne  the  brunt  of  the 
wrath.  In  2002,  half  of  the  statehouses 
changed  hands.  "Governors  are  in  a 
very  difficult  spot,"  says  American 
University  political  scientist  James  A. 
Thurber.  "The  buck  stops  with  them." 

But  are  the  woes  of  governors,  who 
are  saddled  by  balanced-budget 
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requirements  and  are  often  on  the  firing 
line  during  hard  times,  indicative  of  a 
broader  rebellion  against  elected  officials 
and  special-interest  politics?  So  far,  no— 
but  that  could  change.  The  last  time  a 
broad  anti-incimibent  wave  swept  the 
country  was  1994,  when  the  GOP  took 
control  of  Congress  for  the  first  time  in 
four  decades.  In  the  post-September  11 
era,  voters  seemed  to  flock  to  candidates 
with  government  experience.  But  the 
jobless  economic  recovery— and  the 
harsh  partisan  headbanging  in  state 
capitals— has  them  looking  outside  the 
system  again  for  leaders.  "Anti- 
incumbent  sentiment  is  brewing,"  says 
Claremont  McKeima  College  political 
scientist  John  J.  Pitney  Jr.  "The  challenge 
for  poUticians  is 

The  jobless 


EMPLOYMENT 


High  Tech: 

A  Little  Help  Wanted 


recovery 
voters 
scanning 
the 
horizon 


to  harness  the 
anger." 

That's  exactly 
-1  what  Arnold 

llBS  voters        Schwarzenegger 
did  in  a  campaign 
_  that  stressed 

■<-V«p  bipartisanship 

and  appeals  for 
political  reform- 
without  dwelling 
on  the  messy 
details  of 
governing.  And  Schwarzenegger  has 
company  out  on  the  national  campaign 
trail.  It's  no  coincidence  that  two  leading 
candidates  in  the  2004  Democratic 
Presidential  race  are  self-styled  outsiders 
who  assert  that  Washington  has  failed 
the  leadership  test.  Retired  General 
Wesley  K.  Clark  is  making  appeals  to 
independents  and  Republicans,  and 
former  Vermont  Governor  Howard  Dean 
styles  himself  as  a  populist  warrior  who 
win  seize  the  levers  of  power  fi-om 
entrenched  interests.  "People  are 
concerned  about  whether  the 
government  works  for  them  or  not,"  says 
Thurber.  It's  at  times  like  this  that 
"outsiders  are  attractive." 

Many  Estabhshment  pols  will  scoff  at 
the  notion  that  figures  as  diflFerent  as 
Schwarzenegger,  Dean,  and  Clark  have 
anything  in  common.  Liberals  are 
spinning  the  California  earthquake  as  a 
personal  rejection,  and  conservatives  are 
equally  insistent  that  it  was  a 
condemnation  of  tax-and-spend  doctrine. 
There  is  a  grain  of  truth  in  both  claims, 
but  in  reality.  Establishment  types  never 
see  the  Big  Wave  coming.  The  message  of 
California  is  that  politicians  need  to  clean 
up  their  acts  as  well  as  their  balance 
sheets— unless  they,  too,  want  to  risk 
termination.  ■ 
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Duringthetech  boom,  Jay 
Weidner  typically  received 
three  calls  a  week  from 
recruiters  trying  to  pry  fiim  out 
of  his  job  as  a  consulting 
project  manager  for  software  maker  Siebel 
Systems  Inc.  The  calls  stopped  when  tech 
went  bust— a  good  two  years  ago.  But  a 
funny  thing  happened  a  few  months  back. 
"The  headhunters  started  calling  again. 
Not  like  they  were,  but  two  or  three  times 
per  month,"  says  Weidner,  who  started  a 
new  job  in  mid-September  with  RightNow 
Technologies  Inc.,  a  Bozeman  (Mont.) 
startup  that  delivers  call-center  software  as 
a  service  over  the  Net.  "It  was  a  good  sign." 

How  good?  It  depends  on  what  part  of 
the  tech  industry  you're  talking  about.  With 
startups  and  small  companies-the  likes  of 
Salesforce  Inc.  and  RightNow-beginning 
to  recruit  again,  and  layoffs  coming  at  a  far 
slower  rate  than  earlier  this 
year,  some  economists  are 
starting  to  venture  that  the 
long  slide  in  tech 
employment  finally  seems 
to  be  leveling  off.  "It's  still 
very  early  in  the  game," 
says  Joshua  Feinman,  chief 
economist  at  Deutsche 
Asset  Management  in  New 
York.  "But  obviously,  it's 
encouraging." 

Elsewhere,  though,  the 
days  of  wine  and  roses 
have  hardly  returned.  Many 
big  tech  manufacturers 
such  as  Hewlett-Packard 
Co.  and  Sun 
Microsystems  Inc. 
continue  to  lay  people  off. 
As  a  result,  the  total 
number  of  people 
employed  in  the  industry 
shrank  by  0.1%  last  month,  to  3.59  million. 

Still,  tech  industry  watchers  are 
cautiously  optimistic  for  two  reasons.  First, 
they  cite  the  recent  uptick  in  corporate 
spending  on  technology.  Michael  Englund, 
chief  economist  at  consultant  MMS 
International,  estimates  that  spending  on 
computers  and  electronic  equipment  grew 
at  an  annual  rate  of  15%  to  20%  in  the 
third  quarter,  and  will  grow  at  the  same 
rate  in  the  fourth  quarter.  "With  demand 


THE  STATS 


Computer  systems 
design  companies 
boosted  hiring  by 
0.2%  from  August 
to  September. 
Employment  has 
Bottomed 
Out  at  software 
publishers,  storage 
device  makers, 
and  at  Internet 
service  providers 
and  Web  search 
portals. 


is  going  to  come  employment,"  he  says. 
Moreover,  industry  analysts  note  that 
startups,  not  industry  giants,  are  typically 
the  engines  of  tech  job  creation.  In  the 
1990s,  existing  companies  in  Silicon  Valley 
actually  cut  121,000  jobs,  while  companies 
started  after  1990  created  259,000  jobs, 
according  to  the  Public  Policy  Institute  of 
California. 

That  pattern  seems  to  be  repeating 
itself.  Small  tech  firms  are  staffing  up, 
especially  software  and  computer  systems 
design  outfits.  Salesforce  Inc.,  a  San 
Francisco  company  that  rents  software 
over  the  Internet,  has  doubled  its 
workforce,  to  400,  this  year  and  is 
expected  to  double  it  again  next  year. 
Companies  such  as  Google,  Intuit,  and 
Symantec  kept  hiring  right  through  the 
slowdown-and  are  picking  up  the  pace. 
Another  positive  indicator:  Companies 
are  hiring  more  temporary 
workers,  often  the  first 
step  before  a  boost  in 
permanent  hires.  "We  have 
had  more  orders  sent  our 
way  in  the  last  couple  of 
months  than  we  have  for 
the  last  18  months,"  says 
Priscilla  Azcueta,  vice- 
president  for  business 
solutions  at  Manpower 
Inc.'s  Silicon  Valley 
franchise.  Overall  revenue 
for  the  franchise  is  up  30% 
so  far  this  year  over  2002 
as  temps  get  work  doing 
everyttiingfrom  inventory 
planning  to  mechanical 
engineering.  "There's  been 
such  a  depletion  of 
resources"  at  some 
companies  that  they  can't 
handle  new  business 
without  hiring  people,  she  says. 

Of  course,  there's  no  guarantee  the 
hiring  will  last.  Computer  design  firms 
boosted  payrolls  last  fall,  then  cut  jobs 
when  demand  didn't  materialize  in  the 
spring.  But  as  Weinder  notes,  he  wouldn't 
have  left  Seibel  were  it  not  for  five  offers  at 
smaller  outfits-prospects  that  weren't 
there  a  year  ago.  ■ 

-By  Jim  Kerstetter  in  San  Mateo,  Calif., 
and  Peter  Coy  in  New  York 
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HEALTH  CARE 


GETUSEDTO 
THE  PAIN 

Another  round  of  double-digit  hikes 
in  health-care  costs  is  in  the  mail. 


^^'^  \ 


URING  THE  BEAR 
market,  many  in- 
vestors allowed 
their  mutual-fund 
statements  to  pile 
up  unopened  rather 
than  face  the  music. 
These  days,  as  the  season  for  enrolling  in 
employer  health  plans  kicks  into  high 
gear,  milUons  of  Americans  are  feeling 
equally  queasy  about  another  ominous 
envelope:  the  one  bearing  the  bad  news 
about  their  company's  health  plan. 

With  good  reason.  On  average,  health 
insurance  costs  for  employers  are  expect- 
ed to  soar  16%  this  year.  Although  next 
year  the  surge  will  slow  a  bit,  to  12%,  ac- 
cording to  a  study  released  on  Sept.  29  by 
benefits  consultants  Towers  Perrin,  it  will 
mark  the  fifth  straight  year  of  double-dig- 
it increases.  As  a  result,  businesses  are  in- 
creasingly opting  to  share  the  burden  with 
their  employees  in  ways  that  make  them 
more  aware  of  the  true  cost  of  health  care. 
"One  reason  that  health-care  costs  are  out 
of  control  is  that  employees  regard  health 
care  as  fi-ee,"  says  George  David,  chief  ex- 
ecutive of  United  Technolo- 
gies Corp.  To  break  that  per- 
ception, UTC  requires 
workers  to  pick  up  30%  of  the 
cost  of  using  in-network 
services,  and  40%  for  out-of- 
network,  until  costs  reach 
caps  as  high  as  $10,000. 

Even  for  workers  at  com- 
panies taking  more  conven- 
tional approaches,  costs  are 
skyrocketing.  Although  most 
large  companies  still  pay  the 
same  share  of  health  insur- 
ance premiums  as  they  did 
several  years  ago,  the  average 


premium  workers  shell  out  for  family  cov- 
erage has  jumped  nearly  50%  over  three 
years,  to  $201  a  month,  according  to  the 
Kaiser  Family  Foimdation.  Deductibles 
and  copayments  for  buying  drugs  are  up 
far  more  sharply,  while  more  companies 
are  tacking  on  nasty  new  charges,  like  sep- 
arate deductibles  for  hospital  admissions. 
And  many  small  businesses  are  instituting 
far  more  draconian  cuts,  or  dropping  cov- 
erage altogether— one  reason  why  the 
number  of  uninsvu-ed  Americans  reached 
a  record  43.6  milhon  last  year,  up  2.4  nul- 
Uon  in  just  one  year. 

REFORM  BATTLE  AHEAD? 

ALL  THAT,  IN  AN  ERA  when  wages  and 
incomes  are  barely  rising,  has  left  many  a 
worker  increasingly  squeezed.  The  extent 
and  duration  of  escalating  health-care 
costs  have  many  experts  predicting  that  a 
newbatde  over  reforming  the  health-care 
system  is  on  the  horizon.  It  will  almost 
certainly  emerge  as  a  major  theme  of  the 
Presidential  campaign.  "This  system  is 
simply  not  sustainable,"  warns  Sean  Har- 
rigan,  president  of  the  California  PubUc 


BE  WELL-AND  PAY  UP 


Employees  Retirement  System,  w  '^^ 
provides  health  benefits  to  more  thai  j|,j 
million  people,  making  it  the  nati  ^  fj 
third-largest  purchaser  of  health  care  ^j^. 

And  double-digit  increases  in  ht  j^v 
care  likely  will  continue  through  muc  g  j 
this  decade.  Blame  that  partly  on  gra  jj ,, 
boomers.  The  average  age  of  emplo  j  j^^ 
covered  by  health-care  plans  is  now  4'  ^ 
fi-om  38  in  2000.  Because  older  wor  ^ 
use  more  health  care,  this  pushes  up  c  |j5,jj 
a  full  four  percentage  points  a  year,  j^j 
creased  use  of  prescription  drugs  is  ^ 
other  big  culprit.  So  is  greater  demanc  ^^.j 
expensive  tests  and  speciahsts. 

Just  as  important,  insurers  also 


As  health  costs  soar.. 
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premiums  are  growing. 
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'  ng  their  muscles.  After  a  brutal  price 

in  the  late  '90s,  many  have  become 

e  focused  on  the  bottom  line.  They 

-^1  tightening  guidehnes,  shunning  un- 

"^^i^fitable   markets,   and,   yes,   raising 

'''"'^les.  Health-care  costs  for  fully  self-in- 

'  r^J^d  companies  are  up  just  12.4%  this 

''■'"l}-,  according  to  Kaiser.  In  contrast,  pre- 

'  '^^Ims  for  companies  buying  insurance 

'  '^f'up  15.6%.  "It's  a  fabulous  time  to  be 

J-'^  hsurer,"  says  Joe  France,  an  analyst  at 

■^  c  of  America  Securities.  Take  Aetna 

"r-  '^  i,  which  suffered  an  operating  loss  of 

cna(  6  million  in  2001.  With,  rates  rising  at 

%  annual  cUp,  it  expects  to  earn  $900 

^  ^  ion  in  operating  profits  this  year. 

^10  surprise  then  that  employers  are 

^ng  to  regain  some  bargaining  power. 

I^r  receiving  initial  bids  for  a  31%  hike 

year,  CalPERS  negotiated  a  multiyear 

ract  with  Blue  Shield  and  stepped  up 

ts  to  manage  costly  chronic  diseases. 

payoff:   Premiums  wiil  rise  18%. 

er  reports  a  stunning  62%  of  compa- 

looked  for  a  new  provider  last  year. 

:  shopping  could  begin  to  pay  off,  pre- 

1  France,  since  insurers  "want  to  gain 

ibers  after  years  of  losing  them." 

)r  now,  many  big  companies  are  re- 

ig  the  urge  to  burden  workers  with  a 

r  share  of  premiums.  This  year, 

er  figm-es,  the  average  worker  will 


shell  out  $2,412  in  premiums  for  family 
coverage.  Although  up  49%  since  2000, 
that  still  represents  just  27%  of  the  total 
$9,068  bill,  the  same  share  as  in  recent 
years.  "Companies  recognize  this  is  a  very 
sensitive  issue,"  says  Richard  Ostuw,  a 
principal  at  Towers  Perrin. 

Maybe  so,  but  workers'  out-of-pocket 
costs  for  using  the  health-care  system  are 
rising  far  more  steeply  than  premiums. 
Since  2000,  the  average  de- 
ductible for  workers  using 
in-network  services  in 
preferred-provider  organiza- 
tion plans  has  jumped  57%, 
to  $275,  Kaiser  says,  while 
the  hit  for  using  out-of-net- 
work  services  has  soared 
65%,  to  $561.  And  44%  of 
companies  now  levy  a  sepa- 
rate deductible,  averaging 
$200,  for  each  hospital  ad- 
mission, reports  Kaiser. 

Of  course,  much  depends 
on  where  one  works.  Although  Ford  Mo- 
tor Co.  has  trimmed  health  benefits  for  its 
white-collar  workers  twice  since  it 
launched  its  turnaround  efforts  in  early 
2002,  it  still  picks  up  90%  of  the  total  tab 
for  its  active  and  retired  workforce.  By 
contrast,  hoteher  Wyndham  Internation- 
al Inc.  scrapped  a  health  maintenance  or- 


Employers 
hope  to 
regain  some 
bargaining 
power  from 
msurers 


COSTLY  CRISES  ganization  plan  that  re- 
Aging  workers  quired  no  copayment, 
are  driving  in  favor  of  plans  that  re- 

prices quire  employees  to  pay 

""^"  15%  to  40%  of  the  ftiU 

cost,  up  to  a  maximum  of  $2,500  or  more. 
"We  needed  to  make  [sure]  people  who 
use  the  plan  really  think  about  what  serv- 
ice they  are  purchasing,"  says  Dixie  C. 
Sweeney,  vice-president  of  compensation 
and  benefits. 

SMALL-BIZ  SQUEEZE 

SMALL  BUSINESSES  HAVE  less  Vidggle 
room  than  their  larger  counterparts.  San- 
dra Hord,  vice-president  of  Premier  In- 
surance Brokerage  Ltd.  in  Itasca,  111.,  says 
she's  seeing  the  most  dramatic  overhaul  of 
health  benefit  planning  in  30  years 
among  her  small-business  clients.  When  it 
comes  to  covering  workers,  she  says,  "if  s 
getting  dangerously  close  to  the  time  for 
companies  to  say,  "I  just  can't  do  it  any- 
more." Just  65%  of  companies  with  3  to 
199  workers  offered  health  coverage  this 
year,  down  from  71%  in  1999,  even  as  98% 
of  those  firms  with  more  than  200  work- 
ers continue  to  provide  coverage. 

As  companies  large  and  small  wrestle 
with  rising  health-care  premiums,  some 
insurers  are  stepping  into  the  breach— of- 
fering cut-price  plans.  To  help  hard- 
pressed  small  businesses  keep  coverage, 
Wellpoint  Health  Networks  has  rolled  out 
a  broader  range  of  plans,  starting  as  low 
as  about  $100  a  month.  For  that,  workers 
get  insurance  that  covers  80%  of  the  cost 
of  catastrophic  care  and  prescription- 
drug  coverage— but  nothing  toward  ofiice 
visits.  Some  18  major  employers,  includ- 
ing Wells  Fargo  &  Co.  and  Lockheed  Mar- 
tin Corp.,  have  signed  up  for  PacifiCare 
Health  Systems  Inc.'snew 
Value  Network,  which  en- 
courages employees  to  use 
high-quality  but  less  expen- 
sive doctors  and  hospitals. 
The  savings:  8%  to  14%. 

Still,  many  doubt  such 
initiatives    wdll    solve    the 
problem.   That's   why  the 
2004  Presidential  election 
could  echo  1992,  at  least  on 
the  issue  of  health  care.  That 
was  the  last  time  there  was  a 
spate   of  double-digit   in- 
creases in  health  costs.  Back  then,  the  de- 
bate over  health  care  helped  Bill  Clinton 
win  the  White  House.  The  way  costs  are 
rising,  the  issue  could  be  as  potent  in  '04.  ■ 
-By  William  C.  Symonds  in  Boston, 
with  Brian  Grow  in  Chicago,  Carol 
Marie  Cropper  in  Atlanta,  Diane  Brady  in 
New  York,  and  bureau  reports 
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WAS  IBM  HAZARDOUS 
TD  WORKERS' HEALTH? 

A  lawsuit  claims  chemicals  used  in 
making  chips  and  drives  caused  cancer 


IN  1978,  ALIDA  HERNANDEZ  PASSED 
out  while  working  at  IBM'S  disk- 
drive  plant  in  San  Jose,  Calif.  IBM 
doctors  sent  her  home  for  six  weeks 
to  recover  and  treated  her  for  the 
shingles  and  blisters  she  developed 
during  her  leave.  Although  she 
worked  with  many  chemicals  at  the  disk- 
drive  facility,  Hernandez  says  IBM  execu- 
tives insisted  that  working  in  the  plant 
presented  "no  risk,"  an  assertion  the 
company  continues  to  stress  to  this  day. 

In  1993,  two  years  after  retiring,  Her- 
nandez was  diagnosed  with  breast  cancer 


and  underwent  a  mastectomy.  She  later 
found  out  that  IBM  medical  records 
showed  her  hver  was  enlarged  in  the 
1970s,  though  she  says  the  doctors  had 
never  told  her  that.  An  enlarged  liver  can 
be  a  sign  of  chemical  poisoning,  which  can 
lead  to  cancer.  "I  feel  betrayed,"  says  Her- 
nandez, now  73.  "If  I  had  been  told  the 
chemicals  I  was  working  with  were  mak- 
ing me  sick,  I'd  have  never  worked  for 
IBM." 

Today,  Hernandez  is  one  of  more  than 
250  people  suing  IBM  because  of  what 
they  allege  are  workplace-related  health 


'1  FEEL  BETRAYED 

Hernandez 
contends  that 
IBM  didn't  tell 
her  she  had  an 
enlarged  liver 


problems.  The  plaij 
tiffs  say  repeated 
posure    to    carcin| 
genie  agents  used 
make  chips  and  dil 
drives  caused  vario  j 
cancers  in  hundrej 
of  workers,  as  well  as  birth  defects 
about  40  families.  The  first  lawsuit,  orij 
inally  filed  five  years  ago  by  Hemandl 
and  40  others,  goes  to  trial  on  Oct.  14  f 
San  Jose. 

The  outcome  may  hinge,  ironical 
enough,  on  IBM's  own  technological  s| 
phistication.  As  early  as  the  1970s,  plail 
tiffs  say,  the  computer  company's  doctcj 
maintained  detailed  databases  of  workel 
health-care  information,  including  patie 
visits  to  company  doctors  and  mor 
rates.  That  data  could  become  a  linchf 
for  the  plaintiffs'  cases  because  of  tl 
heavy  burden  of  proof  for  worlq)lace-rel.'| 
ed  health  claims.  Hernandez  and  othd 
must  prove  not  only  that  the  chemic 
used  at  IBM  caused  their  cancer,  but  til 
IBM  knew  or  must  have  known  that  woil 
ers  were  being  affected  by  the  chemic 
The  databases  could  prove  critical  in  £| 
dressing  the  second  point,  legal 
say.  "Unless  there  is  an  alternative  expj 
nation  as  to  why  the  increased  incideif 
occurred,  the  database  will  be  potentia 
troublesome,"  says  D.  Alan  Rudlin,  an 
tomey  with  law  firm  Hunton  &  Willia 
LLP  and  an  expert  on  toxic  tort  Utigat 
who  is  not  involved  in  the  case. 

LACK  OF  EVIDENCE 

IBM  DENIES  ANY  wrongdoing.  Atti 
neys  for  the  company  say  there  is  no 
dence  linking  chemicals  firom  its  pL 
with  illnesses  or  abnormalities.  II 
lawyers  argue  that  cancer  can  be  cai 
by  many  different  factors,  includ 
genes  and  lifestyle.  "We  really  don't  11 
heve  there's  any  proof  that  these  injur 
were  caused  in  the  workplace,"  si 
Marcy  Siskind,  an  IBM  lawyer.  "Unfo: 
nately,  cancer  is  a  fact  of  life  for  a  1 
percentage  of  the  population."  Whf 
more,  IBM  says  its  computer  databai 
were  not  capable  of  correlating  chemi 
exposures  with  the  health  of  its  empL 
ees.  On  Sept.  30,  IBM  scored  a  small  ^ 
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IBM  could  face  hundreds  of 
millions  in  damages 
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THE  CASE 

More  than  250  former  workers  allege  that 
chemicals  used  at  IBM  chip  and  disk-drive  plants 
c?  I .  .^  cancer  and  led  to  t)irth  defects  in  their 
childrt    'BM  says  there  is  no  evidence  linking 
chemicals  in  the  workplace  with  illnesses  or 
abnorma''  'es. 


BURDEN  OF  PROOF 

Plaintiffs  must  prove  that  specific  exposures 
caused  the  injuries  and  that  IBM  knew  or 
must  have  known  about  danger.  But  legal 
experts  say  IBM  databases  containing 
workers'  medical  records  could  prove  critical 
in  this  case. 
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tory:  A  Santa  Clara  County  Court  judge 
dismissed  the  suits  of  two  plaintiffs  for 
lack  of  evidence,  though  he  did  say  testi- 
mony from  medical  experts  "is  sufficient 
to  create  a  triable  issue"  for  Hernandez. 

One  question  underlying  the  trial  will 
be  how  paternalistic  IBM's  culture  really 
has  been.  Seeking  to  provide  convenient 
health  care  for  its  workers,  Big  Blue  cre- 
ated medical  centers  inside  its  plants  and 
offices  in  California  and  elsewhere.  When 
employees  like  Hernandez  got  sick,  they 
could  visit  company  physicians.  The 
records  those  doctors  kept  will  be  central 
to  the  trial.  Dr.  Robert  J.  Harrison,  a  pro- 
fessor of  medicine  at  the  University  of 
California  at  San  Francisco  and  a  paid  ex- 
pert for  the  plaintiffs,  says  the  "signs  and 
symptoms  recorded  by  IBM  in  Ms.  Her- 
nandez' IBM  medical  chart  on  nmnerous 
occasions  are  classic  manifestations  of 
systemic  chemical  poisoning... long  be- 
fore [she  was]  diagnosed  with  cancer." 

INCREDIBLE  DETAIL 

THE  DATABASES  OF  IBM  workers'  med- 
ical histories  were  incredibly  detailed.  The 
company's  ECHOES  system— short  for 
Environmental,  Chemical  &  Occupational 
Evaluation  System— comprised  two  data- 
bases. One  tracked  the  substances  that 
IBM  used  to  build  and  maintain  its  prod- 
ucts, including  medical  data  measuring  ef- 
fects of  overexposure  to  toxic  chemicals. 
The  other  contained  massive  amounts  of 
employee  information,  such  as  substances 
that  employees  used  on  the  job  as  weU  as 
work  and  medical  histories.  A  separate 
IBM  system  included  a  mortaUty  file  with 
death  certificates  of  more  than  30,000  IBM 
workers  who  died  between  1969  and 
2000.  Although  the  ECHOES  system  was 
detailed  in  a  scientific  journal  in  1982,  IBM 
says  it  was  never  used  companywide.  "Its 
rollout  was  ultimately  unsuccessful,"  say 
company  lawyers.  Today,  IBM  says  it  uses 
ECHOES  2  to  monitor  air  quality  and 
chemical  levels  in  its  plants. 

The  plaintiffs  argue  that  the  databases 
were  fiill  of  alarming  statistics  that  even  a 
routine  analysis  would  have  uncovered. 
Richard  W.  Clapp,  a  professor  at  Boston 
University  School  of  PubUc  Health  and  a 
paid  expert  witness  for  the  plaintiffs,  has 
reviewed  the  mortahty  file,  hi  written  testi- 
mony this  September,  Clapp  says  "IBM 
employees  were  dying  disproportionately 
of  cancer  at  a  much  yoimger  age  than  peo- 
ple in  the  general  population."  "He  con- 
cludes in  the  testimony:  "By  1975,  IBM 
must  have  known  their  manufacturing 
employees  have  significantly  increased 
deaths  due  to  cancer  and  must  have 
known  throughout  the  next  two  decades." 


This  kind  of  evidence  can  have  a  potent 
effect  on  a  jury,  says  Craig  S.  Bloomgar- 
den,  an  attorney  in  Los  Angeles  -wiih  law 
firm  Steefel,  Levitt  &  Weiss  who  is  not  in- 
volved in  the  trial.  "It  can  baused  to  cor- 
roborate the  plaintiffs'  claim  that  the  ex- 
posure caused  their  injury,"  he  says.  IBM 
says  the  cancer  rates  among  its  employ- 
ees have  not  been  above  average. 
"There's  no  evidence  of  abnormal  cancer 
rates,"  says  company  spokesman  Bill 
Hughes.  "We  have  an  extraordinarily 
strong  health  and  safety  record." 

The  plaintiffs  also  allege  that  IBM  con- 
cealed its  knowledge  of  the  problems  from 
the  rank  and  file.  Peter  D.  Lichty,  an  IBM 
doctor,  said  in  a  deposition  that  in  1987, 
IBM  management  was  concerned  that  in- 
jury and  illness  rates  in  the  San  Jose  plants 
were  "higher  than  average."  But  the  com- 


pany did  not  inform  its  workers  of  thej 
concerns,  say  plaintiffs.  IBM  says  it  nevt 
concealed  information  from  its  workers. 
Despite  the  wealth  of  detail  in  IBM  file 
victory  is  hardly  assured  for  Hemandt 
and  her  co-workers.  They  must  convince 
jury  beyond  a  reasonable  doubt  that  tl 
specific  exposures  caused  the  injuries 
they  win,  it  could  mean  hundreds  of  mi 
Uons  of  doUars  in  damages.  For  Hema) 
dez,  it's  not  only  about  the  money.  She 
thankfiil  to  be  ahve  10  years  after  her  bo 
with  breast  cancer.  And  she  hopes  the  ca 
raises  awareness  among  other  worke 
and  spurs  companies  to  be  open  wi 
their  employees.  "I  don't  want  anybody 
go  through  the  hell  I  did,"  says  Hema 
dez.  Whether  IBM  was  responsible  is  nc 
up  to  the  justice  system.  ■ 

-By  Spencer  E.  Ante  in  New  Yd 
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NOBEUSISWITH 
20/20  HINDSIGHT 

Granger  and  Engle  gave  economists  new  glasses  I 


To  SEE  INTO  THE  FUTURE, 
economic  and  financial 
forecasters  extrapolate 
from  the  past.  So  imagine 
their  distress  when,  in 
1974,  Welsh-bom  econo- 
mist CUve  W.J.  Granger 
showed  that  the  statistical  techniques 
forecasters  were  using  to  come  up  with 
patterns  in  historical  data  were  simply 
wrong.  "The  reaction  was  chaos  for  a  few 
years,"  recalls  Princeton  University  econ- 


omist Mark  W.  Watson.  Forecasters, 
eluding  those  at  the  Federal  Reserve,  i\ 
to  find  new  methods  that  would  worl 

Eventually  it  was  Granger  himsl 
along  with  colleague  Robert  F.  Enjf 
who  came  up  with  the  statistical  tej 
niques  that  are  now  used  in  areas  as  [ 
verse  as  bank  regulation,  mortgage  de:  j 
atives,  and  the  pricing  of  stock  option.'! 
was  for  these  techniques  that  GranI 
and  Engle— who  had  neighboring  offij 
at  the  University  of  Cahfomia  at  ;| 
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Diego  for  25  years— were  joindy  award- 
ed the  Nobel  prize  in  economics  on  Oct. 
8.  Granger,  69,  a  British  citizen,  retired 
from  teaching  earlier  this  year.  Engle, 
60,  an  American,  moved  from  San 
Diego  to  New  York  University's  Stem 
School  of  Business  in  2000. 

EASIER  TO  HANDLE 

GRANGER  AND  ENGLE'S  innovations 
go  by  such  arcane  names  as  "Granger 
causality"  and  "autoregressive  condi- 
tional heteroskedasticity."  Basically, 
though,  they  come  up  with  improved 
ways  of  handling  economic  and  finan- 
cial variables  such  as  interest  rates  and 
factory  output. 

Unlike  tosses  at  a  dartboard,  these 
variables  are  somewhat  predictable— if 
an  interest  rate  is  4%  one  day,  it  won't 
be  11%  the  next.  And  their  volatility 
varies.  In  the  financial  markets,  for  ex- 
ample, periods  of  extreme  fluctuations 
are  followed  by  periods  of  calm.  Older 
statistical  tools  couldn't  cope  with 
those  features. 

Granger's  work  has  been  a  boon  to 
macroeconomists,  while  Engle's  has 
been  crucial  to  modem  finance.  For  in- 
stance, the  modem  version  of  the  Black- 
Scholes  formula  for  pricing  options— in- 
cluding stock  options— incorporates 
adjustments 

RllllHinP*  "^^^^  possible  by 
IJUUUdll^  Engle's  work, 

■Q^g  says    Massachu- 

1  -I   •  setts  Institute 

plumbing      of  Technology 

01  modem     drew  W.  Lo.  "No- 

economics  ^[^  "^.J^- 

^J^(J  vanilla  Black-Sc- 

f»  holes  anymore." 

rtnance         Engies  work 

^^^^^^^^m  ^so    underpins 

how  financial 
firms  calculate 
their  "value  at  risk"— namely,  the  most 
money  they  stand  a  chance  of  losing 
over,  say,  the  next  week.  The  Basel 
Committee  on  Banking  Supervision 
is  moving  toward  requiring  all  of  the 
world's  banks  to  employ  value-at-risk 
models  to  determine  how  much  capital 
they  need  to  keep  on  hand  as  a 
cushion. 

Granger  and  Engle  helped  build 
what  might  be  described  as  the  statisti- 
cal plumbing  of  modem  economics  and 
finance.  It  may  not  be  glamorous,  but  as 
the  Nobel  committee  recognized,  it's 
indispensable.  ■ 

-By  Peter  Coy  in  New  York 
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Did  they  feed  information  to  hedge 
brokers^  and  others? 


fimds 


IN  THE  MONTH  SINCE  ELIOT 
Spitzer  aimed  his  cleanup  crusade 
at  improper  trading  in  mutual 
flmds,  one  crucial  sector  of  the  fi- 
nancial industry  has  escaped 
chaises:  mutual  funds.  The  New 
York  Attomey  General  has  uncov- 
ered alleged  wrongdoing  by  hedge  flmds, 
brokers,  and  traders— all  vital  cogs  in  the 
selling  and  administration  of  mutual 
funds.  But  the  $7  trillion  industry,  while 
tarred  in  the  headlines,  has  largely  es- 
caped the  charges  that  are  wracking  its 
customers  and  business  partners. 

Not  for  much  longer.  Enforcement  of- 
ficials say  their  wide-ranging  probe  is 
uncovering  abuses  that  will  soon  go 
straight  to  the  heart  of  the  fiind  industry. 
Upcoming  cases  will  show  that  mutual 
funds  were  active  participants  in  two  of 
the  tliree  major  types  of  wrongdoing  that 
investigators  have  brought  to  Ught. 

That  isn't  all.  BusinessWeek  has 
learned  the  Securities  &  Exchange  Com- 
mission has  found  that  some  mutual 
fimds  are  selectively  disclosing  their 
portfolio  holdings  to  hedge  funds,  which 


then  trade  on  the  info.  The  agency,  whiJ 
has  joined  Spitzefs  probe  with  brio,  j 
considering    bringing    insider-trac 
charges  against  the  funds  involved. 
Moreover,  the  SEC  is  mulling  an 
gressive  legal  strategy  that  could 
in  fraud  charges  against  mutual 
for  the  practice  known  as  market  1 
or  the  rapid  trading  of  a  fund.  Since 
probe  began,  securities  lawyers  ha 
maintained  that  most  funds  would  be  i 
sulated  from  such  charges  imless  they 
olated  a  stated  poUcy  harming  raf 
trades.  But  the  agency  will  probably  i 
gue  that  even  those  who  didn't  expliciij 
ban  such  trades  violated  their  fiducia 
duties  to  other  shareholders. 

ENDANGERED  SPECIES? 

THE  SPITZER-SEC  HUNT,  which  has  i 
suited  in  dozens  of  leading  mutual-f 
companies  being  hit  with  subpoenas, 
turned  up  evidence  that  trading  abi 
are  more  widespread  than  origii 
thought,  officials  say.  The  legal 
from  the  probe  could  even  wipe  out ! 
smaller  brokerage  firms.  "Whether] 
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[in]  hedge  funds,  broker-dealers,  trust 
companies,  or  mutual  funds,"  Spitzer  told 
BusinessWeek,  "we're  going  to  have  to  en- 
sure that  trading  [cannot  be  permitted 
when  it's]  contrar>'  to  the  interests  of 
those  whose  benefit  is  supposed  to  be 
paramount." 

The  most  potentially  explosive  new 
charge:  The  SEC  has  discovered  some 
mutual  funds  have  selectively  disclosed 
portfolio  holdings  to  hedge  funds  and 
other  investors,  a  practice  one  official 
termed  "nefarious."  Current  rules  require 
funds  to  reveal  what's  in  their  portfoUos 
twice  annually.  But  when  the  SEC  early 
this  year  proposed  funds  make  quarterly 
disclosures,  the  industry  fought  back,  say- 
ing that  would  allow  hedge  funds  to  di- 
vine their  investment  strategies— and 
trade  the  stocks  needed  to  implement 
those  strategies  ahead  of  the  mutual  fund. 
Such  firont-running  would  boost  the 
fimds'  costs  by  driving  stock  prices  up  or 
dowTi  before  they  could  adjust  their  port- 
fohos,  the  industry  argued. 

AFTER-HOURS  TRADING 

TURNS  OUT,  AN  SEC  official  says,  some 
funds  have  given  hedge  funds  a  sneak 
peek  of  their  holdings— a  green  light  to 
front-run.  Enforcement  Director  Stephen 
M.  Cutler,  on  Oct.  8  said  the  SEC  is  weigh- 
ing insider-trading  charges  against  those 
who  allowed  or  engaged  in  such  trades. 

Still,  the  investigation  has  brought 
some  good  news  for  the  industry.  So  far, 
the  fimds  themselves  don't  appear  to  have 
been  involved  in  late-day  trading.  Late 
trading  occurs  when  a  major  investor, 
such  as  a  hedge  fund,  iUegaUy  buys  or  sells 
mutual-fund  shares  after  4  p.m.  at  the 
price  set  when  the  market  closed.  By  law, 
orders  for  fund  shares  entered  after  4  p.m. 
should  be  priced  at  the  next  day's  closing. 

Spitzer's  probe  has  shown  that  most 
late  trading  involves  iUicit  deals  among 
hedge  funds,  Wall  Street  brokers,  and  the 
transfer  agents  that  handle  funds'  back- 
office  paperwork  after  the  4  p.m.  dead- 
line. On  Oct.  2,  Steven  B.  Markovitz,  a  for- 
mer trader  at  hedge  fiind  Millermium 
Partners  LP,  pleaded  guilty  to  criminal 
charges  brought  by  Spitzer  and  settied 
civil  charges  by  the  SEC  involving  such 
late  trades.  Earher,  Spitzer  and  the  SEC 
leveled  similar  charges  against  Bank  of 
America  broker  Theodore  C.  Sihpol  III, 
who  pleaded  not  guUty.  More  such  joint 
actions  are  expected  in  coming  weeks. 

That  hardly  leaves  mutual  fimds  un- 
scathed. Spitzer  and  the  SEC  will  probably 
bring  civil  charges  against  numerous 
funds  for  allowing  market-timing— the 
moving  of  large  amounts  of  money  in  and 


out  of  a  fund  in  short  order.  Timers  can 
profit  handsomely  from  short-term  gaps 
between  a  hind's  value  and  the  prices  of 
the  stocks  it  holds.  This  is  especially  true 
for  those  with  international  stocks,  which 
trade  on  exchanges  that  close  up  to  12 
hours  earlier  than  U.S.  markets,  making 


More  bad  news:  Industry  leaders  b 
lieve  even  if  some  fimds  were  comphcit ; 
market  timing,  regulators  will  only  go  a 
ter  fimds  that  violated  their  own  exphc 
pohcies.  No,  says  an  SEC  soiuce.  The  SE 
is  mulling  bringing  cases  even  when 
fimd  hasn't  banned  market  timing.  Tl 
reasoning:    Und 
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fraud 


Where  the 
Investigation 

Mi^tLead 

The  ongoing  probe  of  the  mutual- 
fund  industry  is  expected  to  widen 
dramatically  in  the  weeks  ahead 


the  Investme 
Company  Act 
1940,  fimds  mu 
treat  all  sharehol 
ers  the  same.  If 
fimd  adviser  giv 
favored  treatment  to  a  big  investi 
in  exchange  for  a  benefit,  such 
an  extra  fee,  the  fund  is  in  confB 
with  other  shareholders.  That  m 
violate  the  act's  requirement 
all  shareholders  receive  eq 
treatment  and  that  conflicts  be 
ly  disclosed. 


BROKERAGE  FIRMS  a  Bank  of  America 
broker  has  been  charged  with  improper  trading  of 
mutual-fund  shares.  Merrill  Lynch  and  Prudential 
Securities  have  already  fired  numerous  brokers, 
though  they  have  not  been  charged. 

HEDGE  FUNDS  Millennium  Partners 
trader  Steven  B.  Markovitz,  who  pleaded  guilty  to 
securities  fraud,  is  the  first  of  possibly  many 
hedge-fund  personnel  to  face  criminal  charges  for 
late  trading. 

MUTUAL  FUNDS  Fund  companies  may  have 
to  return  big  money  to  investors  for  letting  hedge 
funds  rapidly  trade  mutual-fund  shares.  Some 
individuals  may  face  criminal  charges  for  after- 
hours  trading. 


^?i!35fef«B» 


their  prices  stale  by  the  4  p.m.  New  York 
close.  The  problem:  Other  shareholders 
get  short  shrift  when  fimds  sell  ofi'good  in- 
vestments or  hold  extra  cash  to  pay  back 
the  timers.  Shareholder  returns  also  de- 
cline because  market  timing  raises  mutual 
funds'  o\vn  trading  costs.  "For  the  most 
part,  late -trading  appears  to  be  stopping  at 
the  [mutual  funds']  shore,"  says  a  top  SEC 
ofiicial.  "but  the  timing  stuff" washes  right 
up  on  tne  beach."  The  result  is  likely  to  be 
disgorgement  of  signifkrant  amoimts  of 
money  as  restitution,  says  one  oflficial. 


NEW  IMPETUS 

EXPOSURE  OF  THESE  wide-: 
ing  abuses  could  slam  the  entire 
nancial-services  industry.  Rep: 
sentative  Richard  H.  Baker  (R 
chairman  of  a  House  panel  vdth  j| 
risdiction   over  capital   mark 
plans  to  revmte  previously  oflFe 
mutual-fund    reform   legislati( 
New  revelations,  he  says,  "h; 
started  a  fi^esh  discussion  of  wl 
reforms  are  needed.  The  industr 
defense  was  Sve've  done  nothi 
wrong,'  but  it  seems  that's  not  sci 
Other  lavvmakers  may  try  I 
erect  barriers  between  banking  a ' 
investment  services  torn  down 
1999.  After  all,  many  late-tradi  i 
and  market-timing  problems  ta 
place  at  large,  ftill-service  W 
Street  firms,  where  firewalls  I 
tween  the  sales  desks  on  the  bar 
ing  side  and  fund  managers  on  t 
investment  side  have  broken  doi 
in  the  race  for  higher  commissic 
and  fees.  Already,  close  to  t 
dozen  brokers  have  been  fired 
such  firms  as  Merrill  Lynch,  C 
group.  Prudential,  and  Bank  of  Americ 
Fund  directors,  too,  are  in  the  eye 
the  storm.  Some  critics  insist  that  the  1 
governing  mutual  funds  must  be  amei 
ed  so  that  fund  boards  take  more  resp( 
sibility  for  the  advisory  companies  tl 
manage  funds.  Before  it's  all  over,  this 
topus-like  probe  is  likely  to  reach  far 
yond  the  financial  institutions  direc 
caught  in  the  dragnet.  ■  .. 

-By  Paula  Dwyer  in  Washing^, 
and  Emily  Thornton,  with  M 
Der  Hovanesian,  in  New  Y 
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The  Clti.®  AAdvantage®  credit  card.  Get  more  out  of  life. 

You  never  know  when  opportunity  will  rise  up  and  boldly  say,  "Hey, 
let's  ski  the  Rockies  this  weekend!"  It's  times  like  these  when  the 
Citi'  AAdvantage"  credit  card  comes  in  handy.  With  no  blackout  dates  on 
award  seats*  and  more  destinations  than  any  other  airline,  it's  everything  you  need  to  get  up  and  go 
whenever  the  mood  may  strike  you.      1-800-FLY-4444      www.citibank.com/aadvantage 
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THE  AUTO  BIZ 


rrS  BIG.  IT'S  BRAWNY. 
IT'SJAPANESE 

As  Nissan  rolls  out  a  full-size  pickup, 
Detroif  s  last  niche  fades  into  history 


ACK  IN  EARLY  2000, 
five  Nissan  auto  designers 
fresh  oflF  the  plane  fi-om 
Tokyo  took  to  the  high- 
1  ways  and  byways  of  Texas, 
where  big  pickup  trucks 
are  almost  a  religion.  Out- 
fitted with  cowboy  hats  and  boots,  they 
stopped  along  the  way  to  talk  to  ranchers, 
contractors,  and  other  macho  truck  driv- 
ers. What  they  found  is  that  Americans 
like  their  pickups  big,  very  big,  and 
loaded  with  creature  comforts.  The  Nissan 
Motor  Co.  designers  took  carefiil  notes. 

Now  comes  the  payoff.  While  General 
Motors  Corp.  and  Ford  Motor  Co.  go  to 
the  mat  in  what  promises  to  be  a  nasty 
price  war  over  their  profitable  pickups,  the 
newly  designed  F-150  and  the  Chevrolet 
Silverado,  the  Japanese  are  swooping  in 
for  their  piece  of  the  $48  biUion  U.S.  pick- 
up truck  market.  On  Oct.  17,  the  first  Nis- 
san Titan  rolls  off  the  line  at  a  new  factory 
in  Canton,  Miss.  Four  days  later,  Toyota 
Motor  Manufacturing  North  America  Inc. 
will  break  ground  outside  San  Antonio  for 
its  second  U.S.  truck  plant. 

NIFTY  INNOVATIONS 

iTS  SCANT  COMFORT  to  the  Big  Three 
that  the  Japanese  auto  companies  are  late 
to  the  pickup  market.  The  full-size  pickup 
market  has  been  one  of  the  few  lucrative 
segments  Detroit  has  had  almost  to  it- 
self—until now.  The  Japanese  are  about  to 
squeeze  profits  and  hold  Detroit  to  higher 
standards,  just  as  they  have  done  before 
with  minivans  and  sport-utility  vehicles. 
The  new  Titan  is  a  pickup  even  a  Texas 
rancher  could  love.  Yet  Nissan  is  also  bet- 
ting the  truck  wiU  appeal  to  weekend  war- 
riors toting  jet  skis,  speed  boats,  or  just 
hauling  home  a  few  sacks  of  mulch.  It 
sports  a  powerful  300-horsepower  V-8, 
serious  towing  capacity,  and  a  spacious 
cab.  And  to  avoid  being  just  a  me-too 
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Truck  Wars: 
What  They're  Pacldng 


CHEVY  SILVERADO  GM's  powerful  workhorse  has  gotten 
a  recent  facelift  for  a  tougher,  sportier  look  and  offers 
four-wheel  steering.  $19,665-$36,360 


FORD  F-150  The  new  2004  iteration  boasts  superior 
towing,  a  smoother  ride,  and  a  beefy  grille  that  says, 
"Get  out  of  my  way."  $22,010-$36,365 


DODGE  RAM  Its  big-rig  styling  pushes  a  macho  image 
while  the  newly  introduced  Hemi  V-8  pumps  out  top 
horsepower.  $20,215-$36,395 


TOYOTA  TUNDRA  Slightly  smaller  than  domestic  rivals, 
it  has  smooth  handling  and  enough  pep  for  suburban 
drivers.  $16,495-$31,705 


NISSAN  TITAN  The  first  Japanese  pickup  with  enough 
size,  horsepower,  cab  space,  and  towing  capacity  to  take 
on  U.S.  rivals  on  their  own  terms.  Not  yet  priced 


Data  Comoarv  reoo^.s  Edmunds.com 


truck,  Nissan  is  oflFering  nifty  innovations, 
including  sUding  dividers  for  the  truck 
bed  and  a  built-in  toolbox. 

Toyota  Motor  Corp.,  which  made  early 
gaffes  in  the  U.S.  pickup  market,  has 
plans  to  make  its  pickups  bigger  and 
tougher.  Toyota  has  gradually  increased 
both  size  and  horsepower  after  launching 
its  original  small  and  underpowered 
TlOO  pickup  in  1993  to  the  derision  of 


many  truck  ovvTiers.  Its  successor, 
"Rmdra,  introduced  in  1999,  got  big  I 
and  added  a  V-8  engine,  but  is  still  sm  j 
er  than  American  pickups. 

IMAGE  PROBLEMS 

IN  EARLY  NOVEMBER,  though.  To; 
will  begin  selling  a  roomier  "Doulile 
version  of  the  Tlmdra.  And  Toyota  exi 
tives  make  Uttie  secret  of  plans  to  make 
next-generation  truck,  which  will  arrivi 
2006,  as  big  and  powerful  as  a  Ch 
Ford.  Says  Jed  Connelly,  sales  chief  for 
san  North  America  Inc.:  "Sooner  or  I 
Toyota  is  going  to  get  it  right" 

Even  if  the  new  Japanese  trucks  ari 
huge  hits,  they  still  pose  a  big  proble: 
Detroit  Nissan  and 
together  will  add  250,( 
trucks  to  the  slow-gro 
U.S.  truck  market, 
sales  of  full-size  pici 
now  running  around 
million  annually, 
stepped-up  competitii 
sure  to  bring  down 
That  will  shce  into  fat 
tax  profits  that  curre 
average  about  $10 
per  truck,  before  ini 
tives,  says  Saul  E 
auto  analyst  at  UBS 
burg.  As  a  result,  Ri 
expects  "an  all-out  p 
war"  in  big  pickups. 

For    now,    the    o 
Chevy  Silverado  looks 
nerable.    Expect    GM 
compensate  by  rewinj 
the    price    war    ag 
Ford's    revamped 
Though  a  popular 
costs  $1,500  more  th; 
predecessor      to 
DaimlerChrysler's 
Ram  could  be  hurt  wor 
all.  The  2003  Ram  bo; 
powerful  Hemi  V-8 
but  hasn't  made  many 
er  improvements.  Des 
rebates     of    $2,500 
$4,500,  Ram  sales  fell 
in  September  after  dou 
digit  gains  earlier  this 
Foreign-brand  trucks  still  have  in:| 
problems  among  the  Big  Three's 
tensely  loyal  customers.  "To  be  a  car] 
ter  and  buy  a  Japanese  truck  takes  s 
cojones,"  says  Larry  Dominique,  the 
san  manager  who  oversaw  developn 
of  the  Titan.  But  thaf  s  changing.  I 
this  fall,  Detroit's  last  big  profit  bas|i! 
will  never  be  the  same.  ■ 

-By  Kathleen  Kerwin  in  Defc 
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No  other  U.S.  wireless  company  covers  the  world  like  we  do.  Now  all  you  need  is  one  phone, 
one  number,  while  traveling  abroad  or  dialing  internationally  from  home.  AT&T  Wireless  offers 
a  wide  range  of  international  phones.  From  the  Siemens  S46,  featuring  the  broadest  international 
coverage,  to  the  Panasonic  GU87  with  a  built-in  camera. Travel  has  never  been  simpler. 

Call  1  888  MY  mLIFE'  or  visit  attwireless.com 


same  phone,  same  number. 


AT&T  Wireless 


'  D03  AT&T  Wireless.  All  Rights  Reserved.  Requires  new  activation  on  a  qualified  plan,  credit  approval,  a  $36  Activation  Fee,  one  or  two-year  agreement,  compatible  device 
-jj  a  $175  cancellation  fee.  Service  and  features  not  available  on  all  devices,  rate  plans  or  available  for  purchase  or  use  in  all  areas.  Service  and  rates  only  available  in  select 

mational  locations.  Calling  to  certain  countries  is  blocked.  Not  all  devices  contain  all  international  networks'  frequencies.  Most  worldwide  coverage  when  using  the 

nens  S46.  Usage  is  rounded  up  to  the  next  full  minute.  Unused  monthly  minute  allowances  lost.  Roaming,  additional  minute  and  long  distance  charges,  and  other  restrictions, 
}j  -ges,  universal  connectivity  charge,  surcharges,  assessments  to  defray  costs  for  government  programs,  and  taxes  apply.  Availability  and  reliability  of  service  are  subject  to 

psmission  limitations.  You  will  be  bound  by  the  General  Terms  and  Conditions  and  rate  plan  and  promotional  materials.  Available  countries  and  rates  are  subject  to  change. 

to  attwireless.com/international  for  current  coverage  and  rate  information. 
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PEPPING  UP 
PEPSI 

He  may  keep  trim  by  running 
marathons,  but  PepsiCo 
Chairman  and  CEO  Steven 
Reinemund  knows  how  to 
fatten  up  a  bottom  line.  On 
Oct.  7,  Reinemund  reported  a 
"terrific"  third  quarter  for  the 
food  and  beverage  giant. 
Thanks  to  7%  revenue  growth 
from  snacks  and  16%  sales 
growth  on  the  international 
front,  profits  climbed  13%,  to 
$1.07  billion.  New  products 
helped  total  revenue  move 
ahead  8.4%,  to  $6.8  billion. 
And  analysts  say  that  since 
taking  the  helm  in  2001, 
Reinemund  has  wisely  put 
PepsiCo  closer  to  being  a 
friend  rather  than  a  foe  of  the 
health  community  with 
moves  like  switching  its  chips 
from  oils  containing  trans- 
fats  to  more  heart-healthy 
versions.  The  $14  billion 
acquisition  of  Quaker  Oats  in 
2001  also  gives  more  balance 
to  PepsiCo's  reputation  for 
sugar  and  fat.  "He  has  put 
PepsiCo  in  a  position  to  take 
advantage  of  consumers 
eating  healthier,"  says  Bryan 
Spillane  of  Banc  of  America 
Securities.  The  ex-  Marine  is 
whipping  out  a  lot  of  costs, 
too.  That's  a  menu  investors 
seem  to  find  appetizing. 

-Diane  Brady 


A  MOTOROLA 
SPIN-OFF 

After  resisting  the  move  for 
years,  Motorola  plans  to  spin 
off  its  semiconductor 
business  into  a  separate, 
publicly  traded  company. 
Motorola  is  expected  to 
distribute  a  portion  of 
semiconductor  equity  to 
shareholders  over  the  next 
few  months  and  then  spin  off 
the  division  some  six  to  nine 
months  later.  Most  analysts 
expect  the  chip  unit's  initial 
public  offering  to  fetch  from 
two  to  four  times  its  $5 
biUion  in  anticipated  2004 
sales.  Independence  should 
help  the  semiconductor  biz 
win  new  customers.  But  it 
will  have  to  work  hard  to 
overcome  the  $246  million  in 
operating  losses  it  suffered  in 
the  first  half  of  2003. 


DUKE'S  CHIEF 
DUCKS  OUT 


Another  energy  executive 
heads  for  the  exit:  On  Oct.  7, 
Duke  Energy  said  CEO  Richard 
Priory  will  step  down  in 
coming  weeks.  He'll  cede 
the  job  to  former  Duke 
executive  Paul  Anderson, 
who  most  recentiy  was  CEO 
of  Austialia's  BHP  Bllliton. 
Under  Priory,  the  sleepy 
Charlotte  (N.C.)  power  utility 
bet  big  on  deregulation, 
spending  biUions  to  build 
power  plants  in  the  U.S.  and 
abroad  to  supply  power  on 
the  open  market.  But  when 


Enron's  bankruptcy  turned 
the  energy  boom  into  a  bust, 
Duke  began  to  buckle.  While 
Duke  says  the  change  simply 
reflects  the  57-year-old 
Priory's  long  desire  to  retire 
in  his  mid-50s,  he  has  felt  the 
heat:  Duke's  stock  trades  at 
half  its  2001  price,  and 
investors  began  to  fear 
that  a  dividend  cut  was 
imminent.  Anderson  won't 
comment  except  to  say:  "I 
feel  dividends  are  pretty 
important." 


AUDITORS' 
NEW  DRILL 

The  Public  Company 
Accounting  Oversight  Board 

unveiled  its  first  standards  on 
Oct.  7,  tentatively  approving  a 
proposal  on  how  accountants 
should  evaluate  internal 
controls  at  public  companies 
they  audit.  The  2002 
Sarbanes-Oxley  Act  requires 
auditors  to  gauge  corporate 
executives'  assessment  of 
internal  controls— the  checks 
and  balances  that  are 
supposed  to  deter  fraud. 
The  board  wants  auditors  to 
do  start-to-finish  "walk- 
throughs" of  key  transactions. 
Also  controversial:  Auditors 
would  have  to  scrutinize  the 
audit  committee  of  the  board 
of  directors. 


A COURT SAYS 
NO  TO  POWELL 

Federal  Commimications 
Commission  Chairman 
Michael  Powell  has  suffered 
another  setback.  On  Oct.  6, 
an  appeals  court  in  San 
Francisco  threw  a  wrench  in 
the  FCC's  plans  to  deregulate 
cable  and  DSL  broadband 
services.  The  court  disagreed 
with  the  FCC's  proposal  to 
classify  cable  broadband  as 
an  "iniFormation  service"  that 
receives  minimal  regulation. 
Instead,  the  court  said  two- 
way  cable  modems  share 


characteristics  of  highly 
regvilated  telecom  services. 
The  FCC  is  appealing,  but  th( 
ruling  is  likely  to  put  the 
agency's  DSL  initiative  on 
hold.  Powell's  earlier 
deregulatory  attempts  have 
met  wdth  opposition  from 
several  quarters,  including 
FCC  members,  the  courts, 
and  Congress. 


ETCETERA... 

» Former  SEC  head  Arthur  \ 
Levitt  and  others  joined  an 
accounting  think  tank. 
»  NBC  finalized  its  deal  to 
buy  Vivendi  Universal's  U.S. 
entertairunent  business. 
»The  Atlanta  and  Pittsburgh  I 
federal  home-loan  banks  both! 
reported  losses  for  the  third  | 
quarter. 


CLOSING  BELL 


On  Oct.  8,  TiVo  rose 
11.8%,  to  8.83,  on 
news  it  will  promote 
some  Fox  TV  shows 
and  that  DirecTV's 
CEO  will  join  its 
board.  Tne  move 
calmed  fears  that 
News  Corp.,  which 
is  buying  DirecTV, 
might  end  a  deal  to 
let  users  buy  satel- 
lite set-top  boxes 
with  TiVos  video- 
recording  service. 


DOLLARS 


OCT.  1.  '03  OCT.  8 

Data:  Bloomberg  Financial  Markets 
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he  dilemnia:  Do  you  share  the  open  air  riding  experience  in  SRX  V8  that  can  seat  up  to  six  others* 

k(!e[)  th(!  satisfyin^^,  driving  ex[)erience  to  yourself?  For  the  driver,  there's  a  320-hp  Northstar 

^.  VVT  and  available  Magnetic  Ride  Control,  the  world's  fastest  reacting  suspension  system. 

jr  passengers,  SRX  offers  an  o|)tional  UltraView  roof,  the  largest -opening  sunroof  in  its  class';* 

k;  Cadillac  SRX  performance  utility.  Open  air  utility,  exceptional  performance.  To  share,  or  not. 
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The  business  of  imaging  is  changing.  Because  now  Konica  and  Minolta  have  come  together  to  create 
Konica  Minolta  Business  Solutions.  It's  a  merging  of  innovation,  technology  and  R&D  firepower. 
And  a  whole  new  world  of  possibilities. 
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The  essentials  of  imaging         KONICA  MINOLTA 
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ruming  On  the  Tap 
OTWes  Clark 


HAS  HAD  BARELY  A  MONTH  on  the  campaign  stump,  but  Wesley 
Clark  is  giving  his  fellow  Presidential  contenders  a  run  for 
eir  money.  Already,  he  has  erdisted  some  of  the  most  prolific 
nd-raisers  in  the  Democratic  Party,  including  venture 
pitalist  Alan  J.  Patricof,  Wall  Street  financier  Steve  Rattner,  and 

find  contributors  while  the  general  was 
doing  his  Hamlet  act.  "Most  people  who 


llywood  producer  Norman  Lear.  The 
;st  evidence  that  the  retired  four-star 
eral  is  more  than  a  flash  in  the  pohtical 
i:  In  two  weeks  as  a  candidate,  Clark 
lied  in  more  than  $3-5  miUion.  That's 
ost  as  much  as  Missouri 
presentative  Dick  Gephardt  and 
nnecticut  Senator  Joseph  I.  Lieberman 
ied  in  the  past  three  months, 
rhe  scramble  for  cash  is  critical.  With 
1 13  weeks  before  the  first  votes,  the  nine 
vivors  of  Primary  '04  (Florida  Senator 
D  Graham  was  voted  off  the  island  on 
:.  6)  must  show  that  they  have  the 
incial  heft  to  take  on 
sident  Bush.  Former 
mont  Governor  Howard 
m  led  the  pack  with  a 
Dpping  $15  million  take 
he  third  quarter.  But 
rk  is  surging  with  the 
p  of  pr^matic  Dems 
0  think  his  chestftil  of 
dais,  liberal  social  views, 
centrist  economics 
;e  him  the  party's  best 
e  to  topple  Bush.  A 

y  organized  fund-raiser 
ar's  Los  Angeles  home 

$300,000,  including  a 
ick  from  California  real 

te  billionaire  Eli  Broad.       

ople  are  thirsty  to  have  a     ^^^^ 
Jier,"  Broad  says.  "None 
he  other  candidates,  capable  as  they  are, 
e  gotten  people  excited." 


'\ 


oing  Republicans 

\T  EXCITEMENT  helped  Clark  raise 
ut  two-thirds  of  his  $3.5  million  on 
Internet— respectable,  but  not  in  the 
le  league  as  Dean,  who  has  an  online 
e  of  about  600,000  donors.  Clark's 
J  is  all  the  more  impressive  when  you 
sider  that  his  rivals  tapped  the  easy-to- 


donate  have  already  made  up  their 
minds,"  says  Sihcon  Valley  tech  exec  Steve 
Kirsch,  a  Dean  backer  and  major  giver. 

To  compensate,  Clark  has  assembled  a 
squad  of  rainmakers  that  includes  New 
Yorkers  Sarah  and  Victor  Kovner,  EU 
Pariser  ofMoveOn.org,  Hyatt  hotel  scions 
J.B.  and  John  Pritzker,  Rolling  Stone 
pubhsher  Jann  Wenner,  and  Bob  Burkett, 
who  in  past  elections  helped  raise  money 
for  Massachusetts  Senator  John  F.  Kerry. 
Friends  of  Bill  are  rallying,  too.  They  in- 
clude Clinton  Library  head 
Skip  Rutherford,  Clark 
Campaign  Chairman  EU 
Segal,  and  Patricof,  who 
plans  a  $1  miUion 
November  gala  in  New 
York.  "Clarkwill  not  fail 
because  of  an  absence  of 
resources,"  Segal  vows. 

The  Clark  Brigade 
wiU  trumpet  his  miUtary 
credentials  and  past 
support  for  Republicans 
to  woo  independents 
and  GOPers.  "Clark  has 
CLARK:  He  pulled      the  capacity  to  reach  beyond 
in  $3.5  million  in      Democrats,"  says  Simon  Rosenberg, 
his  first  two  weeks     president  of  the  centrist  New 
^^^^  Democratic  Network.  And  Graham's 

exit  could  open  spigots  in  moderate, 
pro-military  Sunshine  State.  "Florida  is 
extremely  ripe  for  us,"  Burkett  says. 

Of  course,  cash  gets  you  only  so  far. 
Clark's  operation  is  still  beset  by  turmoil: 
Campaign  manager  and  former  TechNet 
exec  Donnie  Fowler  left  abruptly  on  Oct.  7 
after  a  dust-up  with  Segal.  But  if  Clark  can 
avoid  any  more  major  gaffes— and  if  the 
money  keeps  flowing— he  could  well 
emerge  as  the  Stop-Dean  candidate.  ■ 

-By  Lorraine  Woellert 


CAMPAIGN 
2004 

THE  GENERALS 
HEAVY  HITTERS 

DEMOCRATIC  Presidential 
candidate  Wes  Clark  has 
launched  a  fund-raising  bUtz 
with  the  help  of  key  party 
moneymen.  Among  them  are: 

■  Eli  Broad,  who  met  the  general 
through  Clinton  White  House 
counselor  Bruce  Lindsey,  now  a 
Clark  adviser.  The  philanthropist 
was  scouting  for  someone  to  run 
the  Los  Angeles  Unified  School 
District,  and  Clark  was  a  finalist. 
"He  was  very  impressive,"  says 
Broad.  "He's  a  centrist.  He'll 
have  big 

backing  from    CdCuS 
Democrats 
who  are  in 
business." 

■  Norman 
Lear,  who  is 
defending 
Clark's 
beachhead  in 
Hollywood. 

Days  after        ^^^^ 
Clark's  entry, 
the  longtime 

liberal  activist  wrote  to  150 
friends  asking  for  donations. 
The  result  was  a  celebrity- 
studded  Oct.  1  event  at  the 
producer's  home,  co-hosted  by 
TV  comic  Larry  David.  Lara 
Bergthold,  a  Lear  aide  and  a 
top  Hollywood  fiind-raiser,  will 
be  thumbing  through  her 
Rolodex  for  the  general.  Other 
Celebs  for  Clark  include  Bette 
Midler,  Jerry  Seinfeld,  and 
Michael  J.  Fox. 

■  Stanley  S.  Shuman,  executive 
vice-president  of  New  York 
investment  firm  Allen  &  Co., 
who  has  crucial  ties  to  Wall 
Street  money.  He  and  venture 
capitalist  Alan  J.  Patricof,  who 
was  finance  chairman  of  Hillary 
Rodham  Clinton's  2000  Senate 
campaign,  plan  to  tap  New 
York's  deep-pocketed  business 
community.  "The  money  is 
coming  on  a  very  broad-based 
basis,  quite  spontaneously," 
Shuman  says. 
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for  Clark: 
Jerry 
Seinfeld 
and  Bette 
Midler 
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RUSSIA 


MURKY  DEALINGS 
IN  THE  OIL  PATCH 

Why  is  the  Kremlin  going  after  giant  Yukos  just  when  ii 
maybe  on  the  verge  of  a  megadeal  with  Exxon? 


RIDAY,  OCT.  3,  WASN'T  A 
normal  day  at  the  Pod- 
moskovny  Lyceum,  an  or- 
phanage outside  Moscow.  As 
bewildered  children  looked 
on,  machine-gun-toting  po- 
hce  surrounded  the  building 
while  a  team  of  government  investigators 
combed  through  everything  from  com- 
puter records  to  children's  exercise  books 
in  search  of  evidence  of  tax  evasion  by  the 
institution's  benefactor,  oil  giant  Yukos. 
The  same  day,  poUce  raided  other  prem- 
ises linked  to  Yukos. 

Thus  unfolded  the  latest  chapter  in  the 
Yukos  Affair,  a  tale  of  political  and  busi- 
ness intrigue  that  has  gripped  Corporate 
Russia  for  the  past  few  months.  The  star 
in  the  drama:  40-year-old  Yukos  Chair- 
man Mikhail  B.  Khodorkovsky.  Kremh- 
nologists  say  Khodorkovsky— a  Commu- 
nist youth  leader  turned  banker  turned 
ohgarch— is  being  punished  by  the 
Kremlin  for  using  his  company  to  boost 
his  pohtical  clout. 

Kremlin  pummels  pesky  oligarch: 
We've  read  this  script  before.  But  the 
Yukos  story  gets  twisted  fast.  Consider 
that  just  a  day  earUer,  Khodorkovsky  and 
ExxonMobil  Chairman  Lee  R.  Raymond 
were  rubbing  elbows  at  a  panel  in 
Moscow  organized  by  the  World  Eco- 
nomic Forum.  The  Financial  times  re- 
ported that  Exxon  was  offering  Yukos  $25 
biUion  for  a  25%  stake— a  deal  rumored 
since  August.  But  neither  side  will  ac- 
knowledge that  a  deal  is  in  the  works. 
ChevronTexaco  Corp.  is  nosing  aroimd, 
too. 

And  what  about  Russian  President 
Vladimir  V.  Putin,  who  supposedly  wants 
Khodorkovsky  taken  down  a  few  pegs? 
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He  has  pubUcly  endorsed  the  idea  of  big 
foreign  investment,  leaving  open  for  now 
the  possibihty  of  an  ExxonMobil-Yukos 
deal— a  deal  that  would  net  Khodor- 
kovsky, already  Russia's  richest  man, 
several  bilhons.  In  a  recent  interview  with 
The  New  York  Times,  Putin  signalled  that 
he  would  welcome  a  major  investment  in 
Yukos  by  Exxon. 

ATTRACTIVE  RESERVES 

IT'S  A  RIDDLE  WRAPPED  in  a  mystery  in- 
side an  enigma,  to  borrow  from  Winston 
Churchill's  description  of  Russia.  How  the 
saga  is  resolved  could  determine  whether 
ExxonMobil  makes  one  of  the  biggest  oil 
deals  of  the  year,  whether  Moscow  really 
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wants  to  open  the  coimtry  up  further 
foreign  investment,  and  whether  Pui 
and  the  Kremlin  will  end  their  war 
Russia's  most  powerfiil  oUgarch. 

In  this  drama,  ExxonMobil's  moti\ 
tions  are  the  clearest.  The  newly  compl 
ed  merger  of  Yukos  and  its  locaJ  rival  S 
neft      has       created      the      worl 
fomth-largest  nonstate-owned  oil  co 
pany,  with  a  wealth  of  reserves  and  o 
put  liiat  is  rising  at  a  rate  of  20%  a  ye 
Its  exploration  and  production  costs, 
$1.47  per  barrel,  are  among  the  indus 
lowest.  All  of  these  are  attractions  in  i 
eyes  of  the  world's  largest  integrated 
company.  Despite  its  extensive  acrea 
ExxonMobil  has  seen  production  lev 
fall  off  in  the  past  year.  The  U.S.  compa 
would  also  stake  a  big  claim  on  one  of  i 
world's  fastest-growing  oil  patches,  af^- 
would  be  keeping  pace  with  BP  P?  ^-^^ 
which  in  February  inked  a  $9.8  billi  ^^ 
deal  with  Russia's  TNK.  As  Paul  Collist 
a  Moscow-based  oil  analyst  at  Brunsw  i^ 
UBS  puts  it:  "Russia's  risk  can  be  mftc 
gated— and  it  has  the  reserves  that  thi 
companies  need."  Just  how  eager 
ExxonMobil  to  boost  its  profile  in  Russ 
According  to  Collison,  who  recently  r 
with  ExxonMobil  executives,  the  Am< 
can  oil  major  is  willing  to  settle  for  a  i 
nority  stake  in  any  Russian  venture— cf :; 
though  it  usually  demands  control. 

But  whether  ExxonMobil  gets  a  d 
depends  on  the  Russians.  Khodorkov 
stands  to  profit  handsomely  from  ; 
sale.  When  the  former  banker  acqui 
his  36%  stake  in  Yukos  at  a  bargain  pi 
during  Russia's  privatization  progran 
the  mid-'90s,  most  people  assumed  |s 
would  cash  out  as  soon  as  a  rich  oppoi 
nity  presented  itself.  The  surprise  ^ 


R:: 


^pi  ^t  he  actually  had  a  head  for  the  oil 
,  ,fi  siness.  He  seemed  to  rehsh  the  job  of 
.;  3  filing  Yukos  into  a  world-class  oil  com- 
-.  PI  ny.  And  he  has  succeeded:  Yukos  is  on 
1,1  ick  to  log  a  $4.3  biUion  profit  on  sales  of 
Ijij  5  biUion  this  year.  A  runup  in  oil  prices, 
.c^  |d  steady  improvements  in  Russia's  in- 
,  ji  stment  climate,  have  boosted  Yukos' 
,  .\  are  price  by  68%  since  December,  to  al- 
..[  »st  $16.  This  could  be  the  moment  to 
J  ,5 1.  "If  someone  comes  along  and  offers 
.>  1 11  a  lot  of  money  for  half  your  company, 
^^  d  if  you  can  make  more  money  work- 
,j  ;  together,  then  why  wouldn't  you?" 
_j  fs  Stephen  O'Sullivan,  co-head  of  re- 
1  u-ch  at  Moscow  investment  bank  Unit- 
ji  Financial  Group.  Khodorkovsky 
,,  fuld  not  comment  for  this  story. 
,. ;  But  money  can  hardly  be  Khodor- 
' ,^  irsky's  only  motivation.  Like  the  U.S.  oil 
p  rons  of  yore,  he  is  also  a  philanthropist, 
J  inkling  his  wealth  across  a  variety  of 
.  .J  ises,  from  Internet  training  centers  to 
\..^  galleries.  He  has  been  bankrolling  op- 
sition  candidates  campaigning  for  par- 


liamentary elections  in  December.  But  the 
tycoon  has  stirred  controversy.  There  are 
currently  seven  different  investigations 
pending  against  Yukos  and  its  sub- 
sidiaries, with  possible  charges  ranging 
from  tax  evasion  to  complicity  in  murder, 
while  one  of  the  company's  major  share- 
holders has  been  languishing  in  a 
Moscow  jail  since  July  on  charges  of  em- 
bezzlement. Yukos  denies  all  the  charges, 
saying  they  are  pohtically  motivated. 

PUTIN-THE  WILD  CARD 

THE  RELENTLESS  BULLYING  may  have 
given  Khodorkovsky  a  further  incentive 
to  find  a  foreign  partner.  Yukos'  boss 
could  be  gambling  that  the  government 
will  cease  its  attacks  for  fear  it  might  scare 
off  a  high-profile  investor  like  ExxonMo- 
bil. Yet  the  reverse  could  happen:  Kremlin 
hard-liners  may  go  all  out  to  prevent  a  big 
chunk  of  a  major  Russian  company  from 
passing  into  the  hands  of  a  foreign  multi- 
national just  months  before  elections. 
Of  all  the  wild  cards  at  play  here,  the 


wildest  is  Putin.  No  major  U.S.  investor 
would  dream  of  entering  Russia  without 
the  Kremlin's  consent.  Putin  has  been  a 
long-standing  advocate  of  foreign  invest- 
ment, and  only  last  month  met  with  sen- 
ior U.S.  officials,  including  Commerce 
Secretary  Donald  L.  Evans,  to  discuss  co- 
operation in  the  energy  sector. 

So  why  is  Putin  saying  one  thing  while 
Russia's  police  seem  determined  to  send 
exactly  the  opposite  signal?  The  answer 
may  lie  in  the  netherworld  of  Kremlin 
poUtics.  With  a  presidential  election  ap- 
proaching next  March,  rival  factions  are 
battling  for  influence,  with  Khodorkovsky 
seemingly  caught  in  the  crossfire.  Putin 
may  be  calculating  that  the  campaign 
against  Yukos  is  enough  to  satisfy 
Khodorkovsk/s  enemies  in  the  Kremlin 
without  seriously  affecting  Yukos'  devel- 
opment or  deterring  foreign  investors. 
He'd  better  be  careful:  Even  tough  in- 
vestors like  ExxonMobil  can  get  spooked 
if  the  game  gets  too  murky.  II 

-By  Jason  Bush  in  Moscow 
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NEW  YORK  SCREENS 

As  prices  drop,  the 
TVs  are  no  longer 
for  the  rich  only 


) 


HIGH  TECH 


UQUID  CRYSTAL 
PRDFITS 

Asian  companies  are  scrambling  to  cash 
in  on  the  voracious  demand  for  LCD  TVs 


XECUTIVES  AT  TAIWAN  TV 
maker  Teco  Group  are  not 
used  to  getting  much  atten- 
tion. After  all,  the  company 
has  been  stuck  for  years  in  a 
low-margin  business  with- 
out much  glamour.  But  that 
was  before  the  advent  of  the  new  Big 
Thing:  flat-panel  televisions  made  with 
sleek,  Uquid-crystal  diode  (LCD)  displays. 
Now,  Teco,  which  started  making  LCD 
TVs  last  year,  is  at  the  center  of  one  of  the 
world's  hottest  electronics  businesses. 
And  Frank  Wu,  head  of  the  group's  home 
electronics  division,  boasts  that  his  com- 
pany is  positioned  to  profit.  Last  year  Teco 
sold  3,000  LCD  TVs;  this  year  it  expects  to 
sell  40,000.  "We  have  the  technology," 
says  Wu.  "We  can  move  faster." 

In  fact,  many  Asian  companies  are  scur- 
rying to  profit  from  the  boom  in  LCD  TVs. 
Some,  such  as  Sharp,  Matsushita,  and 
Samsimg,  make  money  two  ways:  They 
both  make  the  LCD  panels  and  assemble 
LCD  TVs  themselves.  Others,  Uke  Teco, 
purchase  the  panels  from  suppUers  such  as 
Samsung,  LG.Phihps— a  joint  venture  of 
the  Dutch  electronics  firm  and  Korea's  LG 
Electronics— and  AU  Optronics,  and  then 
make  TVs  under  their  own  and  other  com- 
panies'   names.    Meanwhile,   computer 
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makers  eager  to  diversify,  including  Gate- 
way Inc.  and  Dell  Inc.  in  the  U.S.,  are  sell- 
ing LCD  TVs  under  their  names  too. 

As  production  rises,  prices  are  drop- 
ping. That  further  increases  demand  from 
TV  shoppers  veiling  to  pay  $1,500  or  so  for 
the  lightweight,  space-saving  sets.  Accord- 
ing to  researcher  iSuppli  Corp.,  the  world 
market  for  the  sets  will  rise  from  $3.5  bU- 
Uon  this  year  to  $9.2  billion 
by  2005.  The  price  drop  is 
making  LCD  TVs  affordable 
for  the  middle-class.  Teco's 
Wu  says  he  has  heard  ru- 
mors that  an  LCD  TV  price 
war  might  break  out  during 
the  Christmas  selling  sea- 
son among  big  U.S.  retailers 
such  as  Best  Buy  and  Cir- 
cuit City. 


LCD  SPREE 


Prices  are  expected  to  plunge 

THOUSANDS  OF  OOUARS 
81 ! 

AVERAGE 
OF  26--30"  LCD  TV 


OUTSOURCING  BOOM 

UQUID  CRYSTAL  display 
technology  first  hit  con- 
smner  markets  in  the 
1960s.  By  the  late  '90s,  LCD 
screens  wot  ^videly  used  in 
notebook  PC  .  cell  phones, 
and  PDAs,  most  of  which 
are  made  in  Asia.  That  has 


.and  sales  to  soar 


„BIUJONSOF0aLARS 

^r 

GLOBAL 

15^ MARKET  F( 

I  LCD  TVs 

10 


DatxiSuppd 


given  compames 
Korea  and  Taiwai  ^ 
leg  up  on  the  coi 
petition.  Taiwai 
Quanta  Comput 
the  world's  biggest  maker  of  notebook  p< 
is  now  in  the  business  of  making  LCD  T^ 
as  are  smaller  computer  companies  i  j 
eluding  Sampo  and  BenQ.  While  the  coi 
panics  won't  disclose  their  clients,  analy: 
say  Sampo  is  making  TVs  for  Gateway  ai 
Quanta  for  Sharp. 

All  those  LCD  TV  manufacturers  £Vr^ 
driving  up  demand  for  LCD  pane  ''P 
"Companies  just  can't  supply  enou| 
panels  to  the  market,"  says  K.Y.  1a 
chairman  of  Taiwan's  largest  producer,  j 
Optronics,  which  has  11%  of  the  mark 
The  Koreans  are  still  the  big  powe 
LG.Phihps  makes  215%  of  LCD  pane 
while  Samsung  Electronics  produc 
21.2%,  according  to  Austin-based  marl- 
watcher  DisplaySearch. 

Making  LCD  panels— a  sandwich  pus 
glass,  Uquid  crystal,  and  thin  film  trans  f^l^ 
tors— is  expensive,  with  the  tab  for  o  i 
factory  topping  $1  billion.  Moreover, ":  ' 
watchers  demand  a  higher-quaUty  pictu  '  '• 
than  computer  users.  So  there  is  hot  coi  Ki 
petition  to  increase  the  supply  and  qua  [t: 
ty  of  panels.  Industry  leaders  Samsiu  ij- 
and  LG.Philips  last  year  opened  so-call  s?: 
Generation  5  LCD  fabrication  plan  tb 
which  produce  sheets  of  glass  lar  ilo-s 
enough  to  make  three  30-uich  LCD  T>  ri 
Each  Gen5  plant  costs  about  $1.5  billic  dil 
Taiwan's  players  are  responding  ;iiiei 
building  their  own  Gen5  fabs.  Not  to  jrec 
outdone,  Samsung  is  skipping  Gen6  ai  in 
plaiming  a  $3  bilUon  Gen7  fab,  whi  i-. 
win  produce  panels  that  can  ma  ka 
screens  for  a  dozen  30-inch  TVs.  Lfc: 

Despite  falling  prici  ssc 
profit  margins  in  the  bu  bj 
ness  remain  high.  But  d  ci 
ing  headfirst  into  this  nt  fe; 
market  is  not  vdthout  risl  b 
As  stores  are  flooded  w)  cim 
the  new  sets,  televisi^  bu^ 
manufacturers  may  ft  ar.; 
themselves  struggling  ie 
make  money  in  a  crowd  it ; 
field.  In  addition,  ther  pc-j 
the  threat  that  Chine  Sc ; 
companies  will  enter  t  a^:: 
business  and  swamp  all  si  ^ 
them.  But  for  now,  the  p  oc  - 
ture  is  clear— it's  mone  nir; 
making  time  for  a  h  m- 
product  ■  Bt,- 

-By  Bruce  Einhom   (?: 
Taipei  and  Moon  Ihlwan  jr 
Seoul,  with  Irene  M.  Ku  d  - 
in  Tokyo  %^ 
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rapan's  Iraq  aid  may  avert  a  showdown  on  the  yen 


HE  BIG  SHOWDOWN. 
Thaf  s  what  currency 
traders  would  normally 
expect  to  see  when 
Japanese  Prime 

3  [[inister  Junichiro  Koizumi  and 

^'resident  George  W.  Bush  get 
^•igether  on  Oct.  17  in  Tokyo.  After 

^^,  Treasury  Secretary  John  Snow 

;t)i  fectively  confronted  Japan  on 

ja  tpt  20  when  he 

m  chestrated  a  Group  of 

-i  tven  call  for  "flexible 

iDichange  rates"— 

ir  plo-speak  for  an 

l^  nerican  demand  that 

-ic  th  Tokyo  and  Beijing 

i  i  their  oirrencies 

:Dlpreciate.  China's 

:  a:  an,  which  trades  at  a 

1}  ed  rate,  hasn't 

M  idged.  But  since  Sept. 
,  the  free-floating  yen 

no  s  soared.  In  response, 

:o!er  a  brief  hiatus, 

.14  pan  again  intervened 

.;  s  the  currency  markets 

-i  buying  dollars. 

:  Vi  fizimii,  after  all,  needs 
a  Dust  exports  to  keep 
3  Jan's  fiagile  recovery 

:.:  ing.  And  the  U.S. 
d  ints  a  weaker  dollar  to  boost  American 

■3  oorts  and  keep  jobs. 
i  So  is  the  stage  set  for  serious 
;  lagreement?  Don't  bet  on  it.  In  the 
I  sh  Presidency,  geopolitics  trumps 
p  )noniic  politics.  And  Koizumi  is 
3  lying  his  geopoUtical  cards  very 
I  -ewdly.  At  considerable  risk  at  home, 
izumi  is  expected  to  pledge  more 
1  m  $5  bilhon  for  Iraq  reconstruction. 
■J.  »an  is  also  considering  deploying 
":  "00  peacekeeping  troops.  Good  news 
Bush,  who  has  been  savaged  for  his 


ALL  SMILES 

Bush  is  likely  to 
accept  Koizumi's 
currency  position 


failure  to  line  up  more  international 
help  in  Iraq. 

Of  course,  even  as  Americans  balk  at 
the  price  of  rebuilding  Iraq,  there's  equal 
consternation  about  the  2.7  million  U.S. 
jobs  vaporized  on  Bush's  watch,  many  of 
them  factory  slots  that  moved  to  Asia. 
But  Koiziuni  now  has  the  poUtical  cover 
he  needs  to  ignore  U.S.  manufacturers 
yelping  about  the  yen.  Thanks  to  Japan's 
help  on  Iraq,  figures  Barclays  Capital 
Chief  Economist  Mamoru  Yamazaki,  "it 
win  be  a  lot  easier  to 
intervene  in  the 
currency  markets." 

So  don't  be  surprised 
if  the  Japanese  prove 
undeterred  in  their 
determination  to 
weaken  the  yen  or  at 
least  slow  its  rise.  As  of 
Sept.  30,  Japan  had 
spent  $120  billion 
buying  dollars  in  2003. 
On  Oct.  5,  Japanese 
Finance  Minister 
Sadakazu  Tanigaki 
vowed  "decisive  action" 
if  the  currency  rose  much  beyond  its 
recent  level  of  about  110  yen  to  the 
dollar— already  7%  above  the  rate 
Tokyo  managed  to  maintain  through 
most  of  this  year.  Other  Finance 
Ministry  officials  are  discussing 
raising  the  cap  on  government  borrowing 
to  ftmd  currency  interventions.  That 
would  allow  for  an  additional  $90  billion 
in  dollar  purchases  through  Mar.  31. 
Bush  is  sure  to  talk  tough  on  the 
currency  front,  but  in  the  end  he'll 
almost  certainly  accept  Koizumi's 
position.  So  look  for  Koizumi  to  put  up 
serious  yen  and  troops  to  help  his  buddy 
out  of  his  Middle  East  jam.  In  return,  he 
will  want  some  studied  inaction  by 
Washington  as  Japan's  financial  author- 
ities pull  out  the  artillery  again.  ■ 
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Lula's  Trade  Crusade 
Is  Far  from  Over 


IT'S  A  RUDE  AWAKENING  for  the  Bush  Administration.  Brazilian 
President  Luiz  Inacio  Lula  da  Silva,  emboldened  after  bringing 
together  22  developing  countries  to  confront  the  U.S.  and 
Europe  at  global  trade  talks  in  September,  now  looks  ready  to 
derail  talks  for  a  Free  Trade  Area  of  the  Americas.  If  Brazilian 


concerns  such  as  America's  generous 
agricultural  protections  are  not  on  the 
table,  the  negotiations  involving  34  coun- 
tries in  Miami  on  Nov.  20-21  could  well 
break  down.  That  would  deal  a  new  blow 
to  U.S.  trade  strategy. 

Surprisingly  Assertive 

U.S.  TRADE  REPRESENTATIVE  Robert  B. 

ZoeUick  had  hoped  to  complete  both  a  new 

round  of  trade  liberalization  at  the  World 

Trade  Organization  and  the  establishment 

of  the  FTAA  before  January,  2005.  As  talks 

have  bogged  down,  Zoellick  has  been 

pursuing  what  he  calls  "competitive 

liberalization"— an  effort  to  forge  bilateral 

trade  pacts  with  countries  to 

pressure  them  to  agree  to 

the  broader  frameworks.  But 

increasingly  Lula  is 

challenging  Zoellick  at  his 

own  game.  Mercosur— the 

customs  union  linking 

Brazil,  Argentina,  Paraguay, 

and  Uruguay,  with  Chile  and 

Bohvia  as  associates— 

recentiy  signed  a  free-trade 

agreement  with  Peru.  Talks 

are  intensifying  with 

Colombia,  Ecuador,  and 

Venezuela.  "Our  objective  is 

to  integrate  South  America 

more  and  more,"  says  ^^ 

Brazil's  Foreign  Minister  ^^^" 

Celso  Amorim. 

The  aim  is  not  only  to  improve  regional 
trade  ties  but  also  to  strengthen  Mercosur's 
hand  at  the  Miami  talks.  Lula  wants  the 
U.S.  to  open  its  market  to  Brazilian  exports 
of  steel,  orange  juice,  and  other 
commodities.  Up  to  now,  however,  the 
Bush  Administration  has  ai^ed  for 
negotiating  those  issues  as  part  of  broader 
WTO  talks.  Meanwhile,  Brazil  doesn't  want 
to  discuss  topics  dear  to  Washington,  such 
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HARD-NOSED 

Lula  wants  U.S 
farm  subsidies 
on  the  table 


as  intellectual  property  rights.  At  a  recent 
preparatory  meeting,  "what  was 
disappointing  was  Brazil's  imwillingness 
to  engage,"  says  Ross  Wilson,  chief  U.S. 
negotiator  on  the  FTAA. 

Lula's  tough  stance  vis-a-vis  the  U.S.  is 
at  the  core  of  his  surprisingly  assertive 
foreign  poUcy  since  taking  over  the 
presidency  last  January.  A  former 
metalworker  and  trade  unionist,  he  has 
been  courting  alhes  as  far  away  as  India 
and  South  Africa.  Both  govenmients 
backed  Brazil's  challenge  to  the  US.  and 
European  Union  at  the  September  global 
trade  talks.  Now,  Brazil  wants  to  create  a 
free-trade  aUiance  with  these  two  other 
large,  developing  democ- 
racies. They  produce 
pharmaceuticals,  and  could 
try  to  maintain  a  united 
negotiating  stand  to  protect 
their  fledgling  industry  in 
global  talks.  "We  will  be  able 
to  increase  trade  between 
developing  countries 
without  having  to  wait  for 
results  at  the  WTO,"  Foreign 
Minister  Amorim  explains. 
Lula  has  plarmed  trips  to 
Africa,  the  Middle  East,  and  India  to 
push  his  agenda. 

What's  the  left-leaning  President's 
ultimate  goal?  His  aides  insist  that 
he  does  not  want  to  destroy  the 
multilateral  trade  regime  or  the  decade- 
long  effort  to  create  a  hemisphere-wide 
free-trade  zone.  But  Lula  clearly  doesn't 
want  Washington  to  call  the  shots 
anymore.  His  assertiveness  is  playing  well 
in  Brazil,  where  his  support  remains 
strong  despite  13%  unemployment.  As 
negotiators  head  to  Miami,  the  Bush  team 
can  likely  count  on  another  %ht.  ■ 

-By Jonathan  Wheatky  in  Brasilia, 
with  Paul  Magnusson  in  Washington 


GLOBAL 
WRAPUP 

CHOPPING  UP  PORK 
PROJECTS  IN  JAPAN 

FRESH  FROM  his  reelection  as 
ruling  Liberal  Democratic  Part 
chief,  Prime  Minister  Junichiro 
Koizumi  is  fkxing  his  political 
muscle.  Target  No.  1  is  Haruho 
Fujii,  the  reform-resisting 
president  of  Japan  Highway 
Public  Corp.  Koizumi  wants  to 
privatize  the  money-gushing 
state-owned  highway 
corporation.  On  Oct.  6,  his       ' 
Transportation  Minister,  Nobuteri 
Ishihara,  fired  Fujii.  It  was  a 
shrewd  move  by  Koizumi. 
Japanese  commuters  endure 
some  of  the  highest  highway 
toUs  in  the  world,  so  few  will 
shed  tears  for  Fujii,  a  career 
bureaucrat.  And  severing  state 
ties  with  the  entity  will  bring  H 
an  end  wasteful  pork-barrel 
projects  that  have  left 
government  finances  in  a  mess 
The  gambit  also  enhances 
Koizumi's  reformist  credential 
going  into  an  expected  general 
election  set  for  November. 

A  BREAKTHROUGH 
INU.S.-TURKISHTIES 

TURKEY  IS  likely  to  send  up  to 
10,000  troops  to  Iraq  by 
yearend,  despite  initial  Iraqi 
opposition  to  the  Tlirkish 
Parhament's  Oct.  7  decision  to 
deploy  peacekeepers  to  assist 
struggling  U.S.  military  forces 
Some  members  of  the  U.S.- 
appointed  Iraqi  Governing  Coun 
voiced  reservations  about  the 
Tlu-kish  deployment,  but  the 
ultimate  decision  is 
Washington's,  oflBcials  say. 

The  358-183  parhamentary 
vote  is  seen  as  a  victory  for 
Prime  Minister  Recep  Tayyip 
Erdogan.  He  wanted  to  repair 
Ankara's  relations  with 
Washington,  damaged  when  t 
Parhament  refused  U.S.  troopj 
passage  through  "Rirkish 
territory  on  the  eve  of  the  war. 
Now,  Turkey  will  receive  $8.5 
biUion  in  U.S.  loan  guarantees 


SCOTLAND    HAS   ALWAYS   LAID   CLAIM   TO   WHAT  is 

NOW   ONE   OF   THE   MOST   SOUGHT-AFTER   COMMODlT/ES 

IN  THE  WORLD   OF   FINANCIAL   SERVICES: 


Now  more  than  ever,  candor  is  a 
critical  asset  in  every  financial  partnership. 
But  in  Scotland,  honesty 
isn't  a  new/  policy.  It's 
a  centuries-old  tradition. 
We  balance  financial 
acumen  and  absolute 
integrity.  Free  thinking  and 
blunt  sincerity.  The  result? 
An  innovative,  inquisitive  and 
brutally  honest  lot  working 
to  improve  on  everything  around  them. 
,  J  This  environment  brought  about  the 
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Adam  Smith,  the  father  of  economics, 


hailed  from  the  land  of  golf  and  glens. 


BRUTAL   HONESTY. 


Smith,  by  no  coincidence  a  professor 


of  moral  philosophy,  infused  ethics  into 


economics.  He  asserted  the  world  would 


be  successful  if  countries  pursued  what  they 


services  companies  worldwide  set  up 
operations  here  or  access  the  astute 
sensibility  of  our  financial 
companies  and  universities. 
Scotland  is  a  port  in 
the  storm  for  businesses 
that  are  trying  to  balance 
good  returns  with  corporate 
stability.  Thanks  to  our 
highly  skilled  workforce  and 
global  connectivity  through 
world-class  telecommunications. 

Call  or  visit  our  Web  site  for  a  frank  (yet 


did  best  and  shared 
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inspired)  account  of  our 


business  environment. 


is  the  motivating  sentiment  behind  Scottish 


Development  Intemational,  helping  financial 


And  experience  a  natural  resource  with  unlimited 


value  in  today's  market.  Brutal  honesty. 
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Information  Technology  Internet 


Napster  Lives  Aga 
-SortOf 

Its  new  owner  has  made  nice  with  the 
music  industry.  But  will  fans  return? 


WHEN  NAPSTER  INC. 
announced  its  liqui- 
dation on  Sept.  4, 
2002,  it  seemed  like 
the  end  of  the  road 
for  one  of  the  Inter- 
nef  s  most  famous 
brands.  Bled  by  lawsuits  and  unable  to 
cobble  together  an  agreement  with  the 
recording  industry  to  make  the  service  legit, 
the  company  finally  called  it  quits.  While 
others  mourned  or  cheered  Napster's 
passing,  Christopher  Gorog,  a  restless  en- 
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tertairmient  veteran  turned  tech  exec, 
smelled  opportunity.  Napster  had  kick- 
started  the  digital  media  revolution  and  at- 
tracted 60  miUion  avid  fans.  "It  was  colos- 
sally  stupid  that  the  record  companies  and 
Napster  hadn't  found  a  way  to  ttim  one 
plus  one  into  two,"  says  Gorog,  who  took 
over  as  chief  executive  of  Silicon  Valley- 
based  software  maker  Roxio  Inc.  in  2000. 
"Something  started  brewing  in  my  head." 
Now,  after  a  long,  imlikely  crusade, 
Gorog  has  brought  Napster  back  from  the 
dead.  He  is  scheduled  to  take  the  stage  at  a 


TUNED  IN  Roxio 

CEO  Gorog  with 
the  Samsung 
Napster  player 


New  York  hotel  or 
Oct.  9  to  introduce 
Napster  2.0.  The  nev 
service  is  Napster  ir 
name  only,  at  least  s( 
far.  Rather  than  a  fra 
way  to  share  music  files,  it's  a  legal  way  t( 
buy  direct  from  record  labels.  After  buying 
Napster  out  of  bankruptcy  in  Novembei 
2002,  for  $6.1  million,  Gorog  shelved  it 
file-sharing  technology.  Instead,  the  nev 
Napster  offers  99(t-per-song  download 
and  a  $9.95  monthly  subscription  servic 
that  gives  customers  extra  features  such  a 
streaming  songs  to  their  PCs.  Gorog  is  con 
fident  that  the  service  can  be  as  revolu 
tionary  as  its  namesake,  helping  drive  th 
digitization  of  music  and  benefiting  recon 
companies,  artists,  and  consumers.  "We'i; 
going  to  make  the  record  companies  a  Ic 
of  money,"  he  says.  In  the  fiittu-e,  thougl 
the  company  could  use  Napster's  patent 
to  offer  a  legal  form  of  file  sharing. 

Gorog's  strategy  could  backfire  quickl 
if  music  lovers  decide  if  s  a  cynical  attemp 
by  corporate  suits  to  wring  profits  fror 
their  icon.  "Napster  was  an  undeip-oun 
thing.  You  felt  like  you  were  part  of  a  sul 
culture,"  says  Steven  Sarro,  a  17-year-ol 
from  Alameda,  Calif.,  who  started  his  mv 
sic  collection  using  Napster.  "If  you  have  t 
pay  to  use  it,  it's  not  going  to  do  well. 
Even  Roxio's  partners  are  taking  a  wai 
and-see  attitude.  Asked  days  before  tb 
launch  if  Gorog  was  smart  to  revive  tb 
Napster  name,  Dave  Fester,  general  max 
ager  of  the  Microsoft  Corp.  division  that 
licensing  music  and  video  software  1 
Napster,  took  a  long  pause  before  replyin{ 
"I  don't  know." 

The  revival  of  Napster  tells  much  aboi 
the  challenge  of  building  a  compelling,  l 
gal  music  service.  An  industry  inside 
Gorog  knew  the  labels  would  never  liceni 
music  to  Roxio-owned  Napster  unless  t 
dropped  the  file-sharing  technology  th 
incited  their  ire.  Instead,  Gorog  focused  c 
creating  a  site  where  users  could  discovi 
new  music— an  online  version  of  a  grot 
of  college  fiiends,  sharing  music  tips.  Th 
way,  he  hopes  to  attract  old  Napster  fai 
and  anyone  bored  by  the  radio  and  the 
CD  collection.  Beyond  dovmloads,  su 
scribers  will  get  an  online  magazine,  e 
elusive  live  recordings  of  up-and-comii 
acts,  and  more  extras  for  their  $9.1 
monthly  fee.  To  woo  fans  for  whom  Na 
ster  means  free,  he  launched  an  edgy  me 
keting  blitz  in  Jime,  including  online  a 
toons  featuring  Napster's  famous 
mascot.  "The  brand  has  to  seep  back  i 
from  below,"  Gorog  says. 

Gorog  has  succeeded  in  establishing 
solid  footing  for  the  revised  Napster 


It  takes  a  range  of  talent  to  ensure 
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Resurrecting 

Napster 

Roxio  wants  to  parlay  the  Napster 
name  into  a  site  that  stands  out  from  a 
slew  of  legal  online  music  services. 
Here's  the  plan-and  the  challenges: 


THE  PLAN. 


THE  CHALLENGE 


BRAND  THE  KITTY  Roxio  is  trying  to 
cultivate  a  hip  image  with  edgy  online 
cartoons  and  TV  ads  featuring  a  silent, 
inscrutable  cat  based  on  Napster's  logo. 

CREATE  A  COOL  COMMUNITY  Napster  2.0 
subscribers  can  check  out  new  music  by 
looking  at  other  users'  playlists,  by  reading 
an  online  'zine,  and  by  hearing  exclusive  live 
recordings  from  bands  like  Eve  6  (left). 


No  matter  how  cool  the  kitty,  the 
for-fee  service  won't  be  anything  lil- 
the  rebellious  and  free  file-sharing 
Napster  of  old. 

Rivals  Rhapsody  and  Musicmatch 
offer  many  of  the  same  goodies. 
And  with  just  20  people  creating 
content  for  Napster,  it  will  be  hard 
to  stand  out. 


OFFER  UNMATCHED  VARIETY  Napster  2.0 
will  offer  500,000  songs,  more  than  any 
other  online  distributor,  thanks  to  Roxio's 
purchase  of  music  service  pressplay 


If  Roxio  doesn't  keep  breaking 
ground,  heavyweights  such  as 
Amazon.com  and  Wal-Mart  will 
catch  up. 


EXPLOIT  ECONOMIES  OF  SCALE  The 

pressplay  purchase  gave  Roxio  400,000 
customers,  twice  that  of  Apple's  iTunes, 
one  consultant  estimates. 


Apple's  iTunes  Music  Store  will 
launch  a  Windows  version  this 
month  that  could  quickly  eliminate 
Roxio's  lead. 


many  fronts.  In  May,  Roxio  doled  out  $39 
million  for  pressplay,  a  three-year  old  mu- 
sic subscription  service  formed  by  Univer- 
sal and  Sony  Music  Entertainment  Inc. 
Pressplay  gave  Roxio  access  to  a  trove  of 
music  licenses,  the  technology  required  to 
sell  songs  via  the  Net,  and  a  head  start  on 
subscribers.  Now^,  Napster  consumers  will 
be  able  to  choose  from  more  than  500,000 
songs— almost  double  rival  offerings. 
Consultancy  Adventis  Corp.  says  pressplay 
had  400,000  subscribers  as  of  diis  sum- 
mer, twice  as  many  as  Apple  Computer 
Inc.'s  iTimes  Music  Store,  though  rivals 
dispute  pressplays  figure.  Gorog  also  per- 
suaded Samsung  Electronics  Co.  to  create 
a  portable  music  player  tuned  for  Napster 
2.0— an  effort  to  match  the  easy-to-use 
combination  of  Apple's  iTunes  and  iPod 
players.  "When  Napster  becomes  avail- 
able, people  will  at  least  check  it  out,"  says 
U.S.  Bancorp  Piper  Jaffray  Inc.  analyst  Eu- 
gene C.  Munster.  Investors  have  already 
taken  note,  propelling  Roxio's  stock  up 
217%  to  $10.72  since  it  bought  Napster. 

A  HOST  OF  RIVALS 

THE  CHALLENGE  WILL  be  getting  the  site 
to  stand  out  in  a  crowd.  Offering  down- 
loadable songs  for  99(t  apiece  and  a 
monthly  subscription  of  unlimited 
streaming  music  for  about  $10  is  exactly 
what  Musicmatch  Inc.  and  RealNetworks 
Inc.'s  Rhapsody  do.  And  a  whole  host  of 
new  online  music  services  are  on  the  way. 
Apple  is  expected  to  announce  a  Windows 
version  of  its  service  later  this  month.  By 
early  next  year,  services  should  be  available 
from  Amazon.com,  Sony,  and  Wal-Mart. 

Thaf  s  why  making  Napster  ffy  again 
will  face  long  odds.  Gorog  is  probably 
right  in  betting  that  people  will  visit  the 
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site,  especially  given  the  pressiure  from  the 
record  industry's  lawsuits  on  illegal  file- 
sharing.  But  visitors  may  well  be  disap- 
pointed. Unless  its  six-person  team  can 
turn  the  magazine  into  a  must-read  or  its 
exclusive  recordings  can  stand  out  from 
similar  fare  on  rivals'  sites,  Napster  could 
quickly  fade  away.  "Eighty  percent  of  Wall 
Street  is  skeptical  right  now,"  says  Piper 
Jaflfray's  Munster.  More  bullish  than  most, 
he  estimates  that  Roxio  will  sell  1  miUion 
songs  a  week  by  Christmas.  Though  thaf  s 
neck  and  neck  with  his  estimates  for  .^- 
ple,  if  s  300,000  short  of  the 
tally  he  figures  Roxio  needs 
to  break  even. 

A  slow  start  could  lead  to 
ugly  results.  While  Gorog 
focused  on  Napster,  Roxio's 
core  business  of  CD  bvuning 
software  has  suffered. 
Munster  expects  the  com- 
pany to  lose  money  for  the 
first  time  since  going  pubUc. 
Projections:  Sales  could 
shrink  17%  to  $100  milhon 
in  the  fiscal  year  that  ends  Mar.  31, 2004. 

Gorog,  who  plays  bass  guitar  with  oth- 
er LA.- area  executives,  has  been  itching 
to  make  a  place  for  himself  in  online  mu- 
sic since  1999.  Tired  of  running  business 
development  for  Universal's  theme  park 
division,  he  agreed  to  oversee  the  sale  of 
Universal's  concert  promotion  business. 
By  the  time  the  unit  was  sold  to  HOB  En- 
tertainment Inc.,  the  owner  of  House  of 
Blues,  Gorog  was  its  chairman  and  inter- 
ested in  posting  performances  online. 
The  tech  wreck  forced  House  of  Blues  to 
cancel  those  plans,  but  soon  after  Gorog 
got  a  call  from  a  headhunter  that  revived 
his    dream.    Storage    software    maker 


Roxio  has 
faltered  as 
Gorog 
focused  on 
Napster 


Adaptec  Inc.  wanted  to  spin  out  a  u 
later  named  Roxio,  which  made  a 
burning  software  package  that  is 
loaded  on  many  home  PCs. 

Gorog  felt  he  could  use  the  software 
offer  more  services  and  began  pitching 
vision  to  Roxio's  board  and  his  music 
dustry  connections.  The  dream  quic 
turned  into  reality  when  Napster  went 
hquidation.  The  day  before  the  Nap 
purchase  was  announced,  Gorog 
former  Universal  colleague  Michae 
Bebel,  who  ran  pressplay.  Gorog  £J 
Bebel    quickly    persua 
Universal  and  Sony 
that   combining    press 
into  a  legal  Napster  woul^ 
the  best  way  to  spur  o 
sales. 

Roxio's  marketing  s 
egy    has    been    carefti 
crafted.      Focus      groil 
showed  the  Napster  bra 
had  great  strength.  Nesj 
98%  of  Net  users  knew 
name  and  47%  said 
would  pay  for  music  sold  by  Napster, 
maintain  Napster's  rebellious  feel, 
company  began  posting  the  edgy  c 
toons.  In  one,  the  inscrutable  cat,  exj 
ing  Zen-like  confidence,  lands  a  he 
ing  deal  with  haggling  music  executi' 
The  company  says  1  million  people  h 
watched  the  animations. 

While  Napster's  launch  will  geneii 
buzz,  this  may  be  its  one  and  only  ch; 
to  estabhsh  itself  in  the  emerging  onlj 
music  business.  If  s  a  long  shot.  Bu 
Napster  2.0  can  recapture  any  of  the  m 
ic  of  its  namesake,  the  kitty  will  get  a  r 
lease  on  life.  ■ 

-By  Peter  Burrows  in  Santa  Clara,  C 
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AVAVA 


WICHEVER  PATH  YOU  CHOOSE  — Client-Server 
r  IP-enabled  Telephony  —  you'll  make  the  most 
f  your  existing  equipment  and  applications 
ith  Avaya.  Keep  up  to  85%*  (or  more!)  with 
ur  open  standards-based  solutions  and 


multi-vendor,  multi-technology  expertise.  The 
world  leader  in  IP  Telephony  offers  you  the 
flexibility  to  support  a  diverse  set  of  endpoints  — 
IP,  digital,  analog  and  mobile.  As  well  as  voice 
encryption  for  maximum  security  anywhere  on 


a  higher  plane 
of  communication 


your  network.  We've  even  got  flexible  solutions 
for  greenfield  installations.  All  supported  by 
Avaya  Global  Services.  So  start  moving  to  IP 
without  the  heavy  lifting  at  avaya.com/iptelephony. 
Or  call  866-GO  AVAYA  today. 


I  P    Te  I  e  p  hon  y 


Contact   Centers 


Unified   Communication 


Services 


Migrate  to  IP  Telephony. 

KEEP  85% 

ofj  your  eurrent  inve&tment. 

NIX  THE  FORKLIFT. 


"Based  on  histoncal  results  Individual  results  may  vary 
depending  upon  your  specific  network  environment. 

003.  Avaya  Inc.  All  Righls  Reserved  Avaya,  the  Avaya  Logos  and  all  irattomarKs 

■Nad  by®  Of '"  are  liademarte  of  Avaya  Inc.  and  may  be  registered  in  certain 

lunsdidions.  All  ottier  trademarks  are  the  property  of  their  respective  owners. 
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This  is  not  a  drill,  a  recent  study  identified  financial  statistics,  R&D 
data,  strategic  plans  and  customer  lists  as  the  top  information  items  stolen 
from  companies.  Why?  Because  the  more  this  information  empowers 
you,  the  more  valuable  it  becomes.  Unprotected,  it  makes  a  juicy  target. 
But  even  random  attacks  can  cost  you.  The  Radicati  Group  says  malicious 
code  will  cause  over  $57B  in  economic  damage  by  2006.  The  answer? 
Security  solutions  that  work  inside,  outside  and  end  to  end. 


A  guide  to  the  on  demand  world:  Security 


How  to  tell  anyone 
anything  without  telling 
everyone  everything. 

It's  a  tightrope.  And  as  an  on  demand  business,  you're 
walking  it.  On  one  hand  you  need  to  be  responsive, 
flexible  and  welcoming.  On  the  other  you  need  to 
protect  the  vital  data  that  makes  such  flexibility  and 
responsiveness  possible.  Accessible  and  user-friendly 
but  still  secure.  Open  to  anyone.  But  not  everyone. 


Countless  suppliers,  vendors  and  partners  are  connected  to  your 
systems.  Some  on  the  periphery,  some  so  tightly  integrated  that 
they  have  direct  access  to  your  processes.  That  gives  you  the  power 
to  think  faster,  share  more  easily  and  react  together  as  one.  As  an 
on  demand  business,  it's  your  point  of  strength.  A  comprehensive 
security  strategy  can  stop  it  from  becoming  a  point  of  pain. 


Can  you  see  it?  it's  an  on  demand  world.  And  you  don't  have 
time  to  wrestle  with  multiple  security  systems.  Think  all-in-one. 
IBM's  Security  Event  Management  solution  can  centrally  manage 
incidents,  proactively  address  vulnerabilities,  protect  assets  and 
ensure  continuity.  Backed  by  IBM's  thousands  of  industry  experts 
and  technology  specialists,  it  protects  the  bank,  without  breaking 


'i)i      it.  On  demand  security.  Get  there  with  (e)  business  on  demand'" 


The  Corporation  St  rate; 


POWER  SURGE 

Under  CEO 
Baum,  Sempra's 
profits  jumped 
50%  since  1999 


-*^A 


—  ». 
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Sempra's 
Golden  State 

The  California  energy  player  figured  out 
how  to  prosper  while  its  rivals  floundered 


HE  DAMAGE  FROM  CALI- 
fomia's  three-year-old  en- 
ergy crisis  lives  on. 
Rocked  by  tumultuous 
swings  in  power  prices,  gi- 
ant utility  PG&E  Corp.  saw 
its  two  major  business 
units  collapse  into  bankruptcy.  Neigh- 
boring Edison  International  rang  up  bil- 
lions of  dollars  in  debt.  The  crisis  even 
helped  fuel  the  campaign  to  recall  Gov- 
ernor Gray  Davis. 

In  San  Diego,  complaints  were  so  loud 
among  Sempra  Energy's  22  million  cus- 
tomers that  Chairman  and  CEO  Stephen 
L.  Baum  watched  as  consumers  burned 
their  bills  in  front  of  the  company's 


headquarters.  "It  was  the  French  Revo- 
lution syndrome,"  Baum  recalls.  "They 
were  looking  for  somebody's  head." 

Baum  didn't  just  escape  the  guillo- 
tine—he figured  out  how  to  profit  from 
the  energy  fiasco.  While  the  utility  sector 
has  floundered,  Sempra's  profits  have 
jumped  by  50%  since  1999.  The  company 
expects  to  earn  $600  milhon  on  sales  of 
$6.6  biUion  this  year.  The  stock,  recentiy 
at  $30  per  share,  returned  99%  to  share- 
holders from  Dec.  31, 1999,  through  Sept. 
30,  2003,  vs.  an  11%  drop  for  the  Stan- 
dard &  Poor's  Utiihty  Index. 

Now,  Baum,  an  affable  62-year-old  for- 
mer Marine  Corps  captain,  is  using  that 
financial  strength  for  an  ambitious  ex- 


pansion. Since  2001,  Sempra  has  sper 
$1.5  billion  to  build  three  power  plant 
Baum  is  also  looking  to  invest  $1.3  bi 
lion  over  the  next  five  years  to  stake  out  I 
leading  position  in  the  emerging  markq 
for  liquefied  natural  gas  (LNG),  the  nor 
polluting  fuel  of  choice  for  utilities. 

SHREWD  DECISIONS 

Critics— and  there  are  plenty— se 
Sempra  inflated  the  cost  of  energy  whi^ 
at  the  same  time  signing  a  lucrative  cor 
tract  to  sell  power  to  the  state  at  hig 
prices.  It  still  faces  state  and  federal  ir 
vestigations.  But  it  now  seems  possibl 
that  Sempra  will  sail  through  the  crisj 
largely  unscathed.  "It's  tough  not  to  cor 
elude  the  worst  is  well  behind  themj 
says  Michael  R.  Peevey,  president  of  l 
California  Public  Utility  Commission. 

The  roots  of  Sempra's  success  Ue  in  I 
decision  Baum  made  in  1998  as  he  wa 
considering  how  Sempra  could  prospJ 
under  Cahfomia's  new  energy- deregul^ 
tion  law.  He  chose  to  sell  the  company 
plants,  a  move  that  allowed  Sempra  to  g| 
out  from  under  a  state-imposed  cap 
what  it  charged  consimiers. 

The  second  shrewd  move  came  in  es 
2001,  when  a  desperate  Governor  Da\ 
signed  long-term  contracts  with  27  ene 
gy  companies  to  supply  power.  Sempj 
snared  a  10-year  deal  worth  $6.6  bilhol 
Wholesale  electricity  prices  have  fall^T 
85%  since  then,  and  Davis  pressxird 
most  of  those  providers  to  renegotia^ 
Sempra  refused— and  has  so  far  withstc 
challenges  from  California  in  state  coi 
and    federal    regulators.    Says    Baur 
"These  weren't  babes  in  the  woods 
we  negotiated  with." 

The  California  contract  helped  Bat 
to  finance  the  three  gas-fired  po\ 
plants  he  opened  last  summer  in  Arizor 
California,  and  Mexico.  Now,  he  has 
sights  set  on  liquefied  natural  gas.  Wil 
gas  prices  high,  Sempra  is  racing  to  opij 
facilities  in  Mexico  and  Louisiana 
will  convert  imported  LNG  back  into! 
gas.  Big  guns  such  as  Royal  Dutch/Sh[ 
and  Marathon  Oil  Corp.  are  also  chasi 
LNG,  but  Baum  got  an  early  start. 

Sempra  hasn't  completely  put  the  cril 
behind  it.  It's  one  of  several  dozen  coil 
panics  negotiating  setdements  with  fel 
eral  regulators  over  charges  that  it  berl 
frted  unfairly  from  California's  enerl 
crisis.  The  betting  among  energy  expej 
is  that  Sempra  may  have  to  refund  tens! 
milUons  of  dollars.  But  considering  tl 
battering  that  most  utihties  and  povj 
plant  builders  have  taken,  Sempra  coi| 
still  emerge  looking  like  a  wiimer.  I 
-By  Christopher  Palmeri  in  San  Dit\ 
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THE  MOST  TRUSTED  NAME  IN  NEWS 


Customers  are  an  investment. 
Maximize  your  return. 


a^ 


PeopleSoft  Customer  Relationship  Management  lets  you  capitalize  on  every  customer  interaction 
across  your  enterprise.  ^^^^HI^MIcVl'^ 

Only  PeopleSoft  CRM  is  fast  to  implement,  easy  to  use,  and  delivers  smart  business  processes  for  managin 
your  customer  relationships.  It  integrates  real-time  information  across  your  organization  to  help  determine  th 
most  profitable  ways  to  manage  customers.  Simply,  PeopleSoft  CRM  turns  every  point  of  customer  contai 
into  a  profit  opportunity.  Learn  more  by  visiting  us  at  www.peoplesoft.com/realtime  or  call  1-888-773-82771 


Customer  Relationship  Managemen 


SPECIAL     ADVERTISING     SECTION 


The  Real-Time 

r 

,   Right  Now  Enterprise 


Coke's  latest  message  is  "Try  to  make  it  Real."  Reality  shows  are  still 
the  hottest  network  bet.  And  news  channels  use  tickers  at  the  bottom 
of  our  screens  to  pump  us  with  more  information  lest  we  miss  prior  or 
future  coverage  during  the  broadcast.  All  of  these  are  hints  to  the  business 
commimity  that  say,  as  a  culture,  we  want  our  information  now. 


Real-time  computing  continues  to  be  the 
focal  point  for  IT  departments  and  man- 
agement teams  because  it  allows  companies 
to  make  faster,  more  effective  decisions. 
Don't  be  surprised  if  Boardrooms  start 
looking  like  control  centers  with  dashboards 
of  key  business  indicators  flashing.  Company 
Web  sites  too,  will  soon  be  augmented  with 
graphical  gauges  of  business  performance 
and  shareholder  information.  Not  only 
will  employees  have  customer  information 
at  their  fingertips,  but  they'll  also  have 
predictive  data  on  what  a  specific  customer 
would  most  likely  buy,  or  even  whether 
there  are  any  indications  that  a  customer 
may  be  lost  -  all  before  they  ever  talk  with 
the  customer  directly.  Real-Time  Enterprises 
(RTEs)  are  happening  right  now  -  in  all 
industries  and  all  size  companies.  Companies 
such  as  GE  and  IBM  are  already  claiming 
that  real-time  computing  is  saving  them 
$1.5  billion  or  more  per  annum.  In  any 
economy,  those  are  numbers  that  just  can't 
be  ignored. 

Real-time  is  a  relatively  simple  concept 
by  which  critical  business  information  is 
available  and  can  be  acted  upon  at  any 
time.  Gartner  Inc.,  a  technology  research 
and  advisory  firm,  defines  real-time  as  the 
complete  compression  of  lag  -  between 


the  detection  of  an  event,  the  reporting  of 
that  event,  the  decision-making,  and  the 
response.  They  further  note,  "The  RTE  is 
an  enterprise  that  competes  by  using  up- 
to-date  information  to  progressively  remove 
delays  to  the  management  and  execution 
of  its  critical  business  processes."  Examples 
range  fi^om  immediately  replenishing 
inventories  due  to  unexpected  swings  in 
demand,  to  altering  prices  throughout  a 
retail  chain  in  response  to  competition, 
to  monitoring  stock  trading  close  enough 
to  see  potential  issues  before  they  result 
in  SEC  insrblvement.  Call  it  'real-time,' 
'near  reirf(-time,^ 'right- time,'  or  'on-time' 
compuqng  -  whatever  yovu:  favorite  term, 
it's  overall  goal  continues  to  be  to  help 
management  have  all  the  necessary  infor- 
mation at  their  fingertips  to  be  accmgfeely 
proactive  -  or  at  least  reactive,  as 
as  possible. 

Aberdeen  Group,  Inc.,  a  computer  and 
commimications  research^and  consulting 
organization  writes  that  the  "RTE  delivers 
three  real-world  benefits  that  impact  the 
bottom  line:  1)  proactive  ma^gement  of 
opportunities;  2)  tactical  responsiveness;  arid 
3)  strategic  flexibifity."  Aberdeen's  Alex 
Veytsel  suggests  that  organizations  looking 
to  make  themselves  more  real-time  have 


SPECIAL    ADVERTISING     SECTION 


TEA  &  PeopleSoft's  Services  Procurement  System 

By  using  PeopleSoft's  Services  Procurement  system,  the  Texas  Education  Agency 
(TEA)  has  a  goal  of  saving  over  $1  million  per  year  by  improving  the  way  they 
manage  service  contracts  and  service  suppliers.  The  online  system  was  put^into 
place  to  provide  easier  access  to  information  for  administrators,  service  suppliers 
and  TEA  managers.  The  system  helps  TEA  in  a  number  of  ways  including: 

■  Providing  a  self-service  Web  page  for  each  of  their  suppliers  to  help  speed  up 
the  invoice-to-payment  process.  Suppliers  get  paid  faster  and  thus  are  happier. 

■  Allowing  TEA  to  analyze  its  current  relationships  with  its  suppliers  in  terms  of 
cost,  quantity  and  efficiency.  Previously  this  was  only  done  annually  but  now 
can  be  done  instantly,  providing  a  way  to  adjust  purchasing  and  program  content 
decisions  as  necessary. 


one  of  two  motivations:  either  reducing 
risk,  or  taking  advantage  of  opportu- 
nities. Risk  reduction  may  come  in 
the  form  of  fraud  detection,  credit 
risk  assessment  or  compUance  risk.  A 
formidable  example  of  this  is  the  new 
requirement  from  the  Sarbanes-Oxley 
Act  that  requires  public  companies 
to  report  immediately  on  materially 
significant  changes  in  the  business. 
Opportunities,  as  Veytsel  describes, 
can  be  better  cross-sell  analysis  of  a 
profitable  customer  or  the  overall 
improvement  of  customer  service  to 
encourage  loyalty  and  expansion  of 
overall  walletshare. 

Keith  Raffel,  chairman  and  founder 
of  Upshot  Corporation,  a  Web-based 
sales  management  provider,  noted 
that  he  uses  the  Upshot  system  to 
manage  his  sales  forecasts  in  real-time. 
"The  old  way  of  doing  forecasting 
was  to  wait  vmtil  the  quarter  closed  or 
was  nearly  closed  and  have  each  rep 
submit  their  next  quarter  forecasts  to 
a  central  system  or  department,  which 
would  roll  them  all  up  into  a  manage- 
ment level  report.  This  could  take 
several  days  to  several  weeks  to  com- 
plete. Many,  if  not  most  companies 
still  operate  this  way."  Raffel  continued, 
"Now  using  technologies  like  Upshot, 
managers  can  effectively  have  critical 
pipehne  information  available  and 
up-to-date  all  the  time.  We  call  this 
'info  to  go.'" 

However,  real-time  computing 
isn't  something  that  just  happens.  It 
must  be  carefully  planned  and  executed 


as  part  of  the  overall  enterprise's 
business  strategy.  Real-time  computing 
isn't  just  about  technology  as  it  affects 
the  entire  infrastructure  and  culture 
of  the  organization.  In  considering  a 
real-time  strategy,  there  are  some 
significant  issues  to  consider: 

1.  DATA  AVAILABILITY  -  What  infor- 
mation is  available  in  the  organization 
and  what  decisions  would  improve  with 


qiiicker  dehvery  of  the  data?  Once  it  is 
clear  what  needs  to  be  made  faster,  IT 
can  focus  on  ways  to  do  this  within 
the  constraints  of  the  technical  infra- 
structure and  available  budget. 

2.  DATA  ACCURACY  -  What  measure- 
ments are  in  place  to  ensure  that 
data  is  accurately  being  captured  and 
processed?  If  there  are  no  standards 
or  procedures  ensuring  that  the  data 


being  inputted  is  accurate,  you  may  have 
a  lot  of  available  data  that  is  not  usable. 

3.  MANAGEMENT  -  Has  your  com- 
pany's management  team  been  trained 
to  respond  to  instantaneous  data  feeds, 
and  are  they  prepared  to  respond 

to  issues  as  they  arise  on  the  spot? 
Managers  may  need  new  training  to 
help  them  understand  critical  business 
indicators,  and  plan  potential  solutions 
to  problems  before  they  happen. 

4.  EMPLOYEES  -  Can  your  employees 
respond  to  rapid  change?  For  example, 
retail  management  may  determine  that 
specific  products  should  be  pushed  in  • 
response  to  a  trend  or  seasonal  oppor- 
tunity. That  decision  is  only  as  good 
as  the  rate  at  which  this  can  be  enacted 
in  the  branches  through  the  individual 
employees.  Additionally,  what  roles  do 
employees  play  in  the  gathering  and 
analysis  of  business  information?  Are  . 
sales  people  accurately  reporting  win/ 
loss  reports  so  that  management  really 
knows  what  is  working  and  what  is  not?: 

5.  SUPPLIERS  -  Without  the  support 
and  integration  of  your  various  suppliers 
you  may  never  be  able  to  achieve  a 
true  real-time  environment  simply 
due  to  the  fact  that  your  supply  is 
critical  to  your  ability  to  deliver  to 
your  customers. 

6.  CUSTOMERS  -  Understanding  what 
is  important  to  your  customers  in 
terms  of  real-time  is  paramount. 
A  customer  may  prefer  to  have  certair 
things,  such  as  service  information  or 
product  delivery  information  available 
to  them  in  real-time.  However,  they 
may  be  reasonably  satisfied  with  less 
than  real-time  access  to  historical 
purchase  information.  It  is  equally 
important  that  customers  can  exchang< 
information  with  the  company  as  well 
Building  a  bi-directional  flow  of  infor 
mation  is  critical  in  building  an  RTE. 

7.  COST  -  Most  importantly,  as 
organizations  find  areas  to  improve 
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The  market  is  volatile.  Consumer  confidence  is  fickle.  And  you've  got  a  business  to  run.  Clearly,  you  need 
business  systems  that  help  you  plan  accordingly.  SAP  has  more  than  30  years'  experience  helping  companies  run 
more  efficiently,  with  everything  from  analytical  tools  that  help  you  take  decisive  action  to  an  open  e-business 
platfiDrm  that  helps  you  get  more  value  out  of  the  systems  you've  already  invested  in.  So  no  matter  what  size 
company  you  are,  we  have  a  long-term  plan  for  you.  Visit  sap.com  for  more  details. 
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their  business  responsiveness,  the  cost 
of  improving  the  systems  and  people 
adds  up.  Therefore,  organizations  will 
have  to  intelligently  select  which  areas 
of  the  business  need  real-time  informa- 
tion, in  order  to  bring  them  strategic, 
competitive  value. 

Many  technologies  come  to  bear  in 
deUvering  real-time  information  and 
the  tools  to  use  that  information.  Some 
of  the  new  ones  to  look  out  for  include: 

■  Events  or  Alerts  provide  a  way  to 
notify  specific  individuals  to  changes  in 
acceptable  thresholds  or  other  standard 
procedures.  An  alert  may  be  set  to 
notify  a  manager  when  an  inventory 
level  is  low  or  if  customer  retention 
may  be  at  risk  because  of  diminished 
activity,  or  even  to  notify  a  salesperson 
that  a  customer's  balance  remains 
unpaid  or  is  dehnquent. 

■  Management  dashboards 

provide  a  consoHdated,  user-friendly 
way  to  look  at  key  performance  indi- 
cators (KPIs)  and  observe  the  various 
levels  of  activity  ^\ithin  the  business. 
Such  dashboards  are,  in  fact,  graphical 
appUcations  representing  dials,  gauges, 
dynamic  charts  and  graphs  that  allow 
managers  to  have  a  better  sense  of 
actual  business  performance  than  the 
typical  management  reports,  which 
may  take  more  time  to  develop,  deliver 
and  decipher. 

■  Wireless,  mobile  devices 

including  handheld  computers,  cell 
(smart)  phones  with  and  without  video 
and  Internet  connectivity,  laptops, 
personal  data  assistants  (PDAs)  and 
others  enable  users  to  be  untethered. 
This  means  that  customers  can  interact 
with  a  company  anywhere,  anytime, 
not  just  at  a  store  or  from  their  home. 
It  means  management  can  be  on- 
location  getting  necessary  information 
downloaded  on-demand.  It  also  means 
customer  service  can  be  more  effective 
having  the  necessary  information  and 
tools  at  the  place  of  service.  Other 
technologies,  such  as  radio-frequency 


Managing  Sales  Forecasts  in  Real-Time  with  the  Upshot  Dashboard 


identification  tags  (RFID)  and  GPS 
devices  are  also  becoming  very  cost 
effective,  enabling  the  practical  col- 
lection of  information  in  many  ways 
previously  inaccessible. 

■  Real-time  databases  leveraging 
the  past  30  years  of  database  design 
advances  have  paved  the  way  for  the 
new  database  systems  coming  to 
market  that  optimize  the  transactional 
capabilities  of  relational  systems, 
while  maintaining  the  adaptabiUty  of 
object-oriented  systems.  Some  new 
vendors  are  moving  aggressively  to 
capture  relevant  data  as  a  stream 
rather  than  within  a  static  data  structure, 
to  provide  a  more  dynamic  view  of 
information  as  it  flows  in  and  out  of 
the  business. 

■  Analytics  applications  are  getting 
easier  to  use  and  are  more  focused  than 
the  traditional  statistic  analysis  tools 
offered.  The  new,  pre-packaged  systems 
are  intended  for  general  marketing 
personnel,  as  well  as  for  use  by  those 
on  the  front  lines.  Once  the  domain  of 
the  large  catalogue  retailers,  analytics 
are  now  in  the  mainstream,  helping 
businesses  large  and  small  improve 
customer  service  by  predicting  customer 


needs.  These  systems  have  the  abiUty 
to  answer  questions  concerning  cus- 
tomer retention,  cross-sell  (aka  next 
best  product)  recommendations  and 
pricing  elasticity  analysis. 

■  Real-time  integration  brokers 

utiUze  a  common  notion  of  messaging 
and  message-oriented  middleware 
(iMOM)  to  help  integrate  disparate 
systems  to  deUver  a  consoUdated  set  o\ 
data  and  unified  transaction  response. 
Changes  in  data  state  (for  example  an 
address  change  or  purchase  made)  wil 
be  propagated  to  all  systems  needing 
that  information. 

■  Portals,  instant  messaging, 
webcasting  and  knowledge 
management  tools  are  already 
being  used  to  help  train  and  assist 
employees  and  customers  to  collaborate 
with  and  between  one  another.  As  has 
been  shown  in  numerous  reports,  cus- 
tomers who  can  help  themselves  are 
more  satisfied  than  those  that  have  to 
rely  on  talking  with  a  customer  servict 
representative.  Additionally,  customei 
service  representatives  who  are  able  t< 
better  service  customers  are  also  monj 
satisfied  in  being  able  to  do  their  jobs] 
more  effectively. 
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'OfallthemidmarketCRM 
packages  we  tested, 

UpShot  is  the 

only  one  that 

provides  seamless 

integration 

with  desktop  applications, 

its  own  modules  and 

back-office  applications." 

eWEEK,  May  12,  2003 


Salesforce.conrfs 

back-office 

integration 

strategy  is  more  of 

an  afterthought, 


although  the  company's 

recent  focus  on  integration  has 

led  to  remarkable  progress." 

eWEEK,  May  12,  2003 
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/if  ITH  WHAT  YOU'VE  GOT. 


)r  your  sales  team  to  close  the  sale,  they  need  to  be  closely  connected  to  critical  information. 
)ur  CRM  solution  can't  exist  as  an  island,  or  your  sales  team  becomes  one  as  well.  They  need 
formation  that  resides  everywhere  from  desktop  applications  to  back-office  systems.  Integrating 
lis  data,  completely  and  seamlessly,  is  crucial  for  any  CRM  strategy  to  be  truly  effective.  As 
/VEEK  points  out,  UpShot  delivers  on  this.  Once  your  sales  team  discovers  that  UpShot  works 
ith  just  about  anything,  thpv  won't  want  to  work  with  anything  less. 

CALL  1.888.224.3720  OR  VISIT  US  AT  WWW.UPSH0T.COM/bW  TO  RECEIVE  A 
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Waters  Corporation  &  mySAP  CRM 

$900M  Waters  Corporation  has  already  received  a  $2  million  or  35  percent 
internal  rate  of  return  this  year  from  their  RTE  initiative.  Waters  Corporation 
develops  products  and  solutions  that  improve  laboratory  effectiveness  for 
pharmaceutical,  life  science,  environmental,  food  and  beverage,  agriculture  and 
industrial  applications.  By  implementing  mySAP  CRM,  Waters  increased  the 
percentage  of  chemistry  sales  generated  from  less  than  one  percent  to  four  percent 
($4.6  million)  and  with  that,  they  doubled  the  average  dollar  amount  per 
transaction.  The  new  system  also  helped  them  to  improve  the  efficiency  of  their 
lead  qualification,  to  subsequently  capture  more  than  $800,(X)0  in  new  sales. 


Many  advocates  of  RTE  see 
Customer  Relationship  Management 
(CR]VI),  Supply  Chain  Management 
(SCM),  and  Enterprise  Resource  Plan- 
ning (ERP)  coming  together  toward 
overall  coordination  through  Business 
Process  Management  (BPM).  In  a 
white  paper  written  by  Werner  Vogels, 
Cornell  University's  Department  of 
Computer  Science,  Vogel  notes,  "We 
have  seen  that  the  set  up  of  real-time 
operations  in  the  front-ofBce  has  led  to 
staggering  problems  in  other  parts  of 
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the  operations.  This  is  largely  because 
most  of  the  business  process  remains 
implemented  as  a  batch  process."  Vogel 
continues,  "In  the  past  five  years, 
automating  large  parts  of  the  supply 
chain  have  enabled  businesses  to 
reduce  inventories  significantly,  mak- 
ing them  leaner  and  more  profitable. 
However,  it  has  also  left  them  more 
vulnerable  to  shortages  and  hick-ups 
in  the  supply  chain,  and  the  lack  of 
buffering  forces  them  to  respond  to 
changes  at  their  suppliers  in  real-time." 
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•  Implement  your  Business  Process  Models  for  Improved  Profits 

•  Use  Process  Management  to  Deliver  Adaptable  Businesses 

■  Measure  and  Manage  Complete  Process  Solutions 
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•  Manage  Human  and  Technical  Change  through  Process  Synchronization 

■  Connect  your  Strategic  Intent  with  your  Capabilities  through  Business  Processes 
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Peter  Fingar,  author  of  several  books 
on  technology  and  business  including 
"The  Real-Time  Enterprise"  and 
"Business  Process  Management:  The 
Third  Wave"  stated,  "Real-time  involves 
both  the  tactical  activities  of  marshalling 
resources  to  allow  collaboration,  as 
well  as  the  strategic  goals  of  automating 
the  outward  facing  business  processes." 
Real-time  can  provide  an  added  value 
to  customers  that  may  overshadow 
the  actual  product  or  service  being 
delivered. 

"Although  many  real-time  technolo- 
gies are  new,  the  problems  that  they 
aim  to  solve  are  perennial.  Impressive 
as  they  are,  think  what  marvels  King 
Tut  could  have  built  with  real-time 
systems  helping  to  manage  the  supply 
chain,  when  building  the  great  pyra- 
mids," quips  Fingar.  His  opinion  is 
that  while  real-time  and  its  integration 
into  business  process  management 
may  not  exactly  parallel  the  building 
of  the  pyramids,  he  does  beheve  it 
will  shape  how  we  build  lasting  enter 
prises  for  the  next  20-30  years. 
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T.  Rowe  Price  Mutual  Funds. 

Investment  research  with  an  unobstructed  view. 


Our  independence  has  served  T.  Rowe  Price  investors  well.  Unlike  some  financial 
service  companies  with  outside  interests,  our  only  job  is  to  look  for  the  best  invest- 
ments for  you.  We  base  our  investment  choices  on  our  own  independent,  unbiased 
research,  seeking  companies  that  add  true  long-term  value  to  our  mutual  funds. 

AtT.  Rowe  Price,  we  believe  our  investor-based  approach  to  research  gives  us  a 
clearer  view  of  the  investment  opportunity  a  company  offers  and  can  help  identify 
risks  that  less  objective  research  may  miss.  It's  just  one  of  the  reasons  75%  of  our 
funds  have  outperformed  their  peers.  All  funds  are  subject  to  market  risk.  While 
results  will  vary  and  past  performance  cannot  guarantee  future  results,  we  believe 
our  investment  style  offers  the  best  opportunity  for  long-term  success. 

Independence  to  better  serve  your  investment  needs.  It's  all  part  of  investment 
management  excellence  at T.  Rowe  Price. 

Call  or  visit  ourWeb  site  to  learn  more  about  the  investment  approach  of  over  90 
carefully  managed!.  Rowe  Price  funds. 


75% 


Over  #9  /O 
of  our  mutual 
funds  beat  their 
1-,  5-,  and  10-year 
LIpper  averages* 
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INVEST    WITH    CONFIDENCE 


For  more  informalion,  including  risks,  fees,  and  expenses,  request  a  iund  profile  or  prospectus;  read  it  carefully  before  investing.  "* Based  on  total  return,  82  of  97, 58  of  73,  and  37  of  47  T.  Rowe  Price 
funds,  including  separate  share  classes,  outperformed  their  Upper  averages  lor  the  I-,  5-,  and  10-year  periods  ended  6/30103,  respectively.  (Source  lor  data:  Upper  Inc.)  T.  Rowe  Price  investment 
Services,  Inc.,  Distributor.  FAM-V0678I 1 
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Putting  Carbon 
Dioxide  in  Its  Place 

"Sequestering^emissions  maybe  the  best 
way  to  fight  global  warming 


HOLE  IN  WEST 
Virginia  may  help  keep 
the  world  from  heating 
up.  In  late  May,  a  group 
of  scientists  and  engi- 
neers began  driUing  a 
well  9,190  feet  down 
into  a  deep  aquifer  beneath  an  American 
Electric  Power  Co.  coal-fired  power  plant. 
Now  the  hole  is  finished,  and  researchers 
are  anal>'zing  samples  they've  brought  up 
from  each  layer  in  the  earth.  The  aquifer, 
along  with  other  geological  formations, 
may  someday  provide  a  home  for  milhons 
of  tons  of  carbon  dioxide  now  being 
spewed  into  the  atmosphere  by  the  burn- 


ing of  coal,  oil,  and  gas.  Sequester  enough 
greenhouse  emissions,  and  it  maybe  pos- 
sible to  slow  global  warming. 

It's  a  controversial  plan— and  not  just 
because  global  warming  is  still  ques- 
tioned in  some  circles.  If  capturing  and 
storing  carbon  is  feasible,  environmen- 
talists fear  that  nations  may  ease  up  on 
efforts  to  boost  energy  efficiency  and  de- 
velop renewable  resources.  "We  can't  al- 
low it  to  be  a  substitute  for  reducing 
emissions,"  says  Philip  Clapp,  president 
of  the  National  Environmental  Trust. 

Yet  economic  models  show  that  car- 
bon sequestration  is  cheaper  than  most 
emission-cutting    strategies.    So    even 


many  enviros  view  it  as  a  vital  strategy  j 
And  power-industry  execs  say  it's  virtu  e 
ally  inevitable.  Whether  or  not  you  be 
lieve  in  global  warming,  regulations  re  ; 
stricting  the  release  of  COj  are  coming  j 
says  Dale  E.  Heydlauff,  AEP  senior  vice  j 
president  for  governmental  &  environ  jj 
mental  affairs.  "We  are  going  to  hve  in ;  jj 
carbon-constrained  world."  At  the  samt  j- 
time,  there's  littie  prospect  of  weaninj  jc 
the  world  from  fossil  fiiels  such  as  oi  jje 
and  coal.  "Put  the  two  together  and  wi  y 
need  to  figure  out  how  to  use  coal  mor'  1^1^ 
efficiently— and  we  need  to  capture  CO  jt 
and  store  it  permanently,"  says  Heyd  |jr: 
lauff.  "That  is  the  dream."  5 

The  dream  is  closer  to  reality  thai  qi 
most  people  realize.  "Every  single  majo  j)^^ 
component  is  being  done,"  says  Howan  [er 
J.  Herzog,  professor  of  chemical  engJ  i^r 
neering  at  Massachusetts  Institute  c  ^i 
Technology.  "There's  no  doubt  it  is  tech  ^  t 
nically  feasible."  j^f 

Indeed,  since  the  1970s,  oil  companie  jj^ 
have  pumped  COj  down  many  oil  well  i^ 
to  make  oil  more  fluid  and  easier  t  jy, 
bring  to  the  surface.  Now,  they're  als 
testing  the  idea  of  sealing  the  gas  undei  HP[i 
groimd.  Three  years  ago,  for  instance,  a  [[ , 
international  group  began  pumping  CC  ^  [^ 
into  the  Weybum  oil  field 
Saskatchewan.  So  far,  the  results  ai 
promising.  "What  this  offers  is  a  soli 
tion  to  the  greenhouse  gas  problem  i 
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and  gas  industry's  backyard;  jjj,, 


Greenhouse 
Gases  Go 
Underground 

Global  warming  can 
be  tackled  without 
giving  up  fossil  fuels- 
it  carbon  dioxide 
can  be  captured 
and  buried 
for  thousands  of 
years  below 
ground. 
Here's  how: 


DEPTH  IS  NOT 
DRAWN  TO  SCALE 
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lays  geochemist  Bill  Gunter  of  the  Al- 
berta Research  Council. 
'    Geologists  calculate  that  depleted  oU 
nd  gas  fields,  aquifers,  and  other  under- 
Toimd  formations  could  store  trilhons  of 
3ns  of  CO2.  That's  plenty  of  space,  given 
^lat  the  world's  current  emissions  of  the 
^  'as  from  fossil  fuel  use  are  about  22  bil- 
'*  on  metric  tons  a  year.  And  economists 
't  leg  the  burial  cost  at  a  relatively  afFord- 
''  ble  $1  to  $8  per  ton  of  CO2. 
'^   More  expensive  is  capturing  the  gas 
"  1  the  first  place.  The  standard  way  is  to 
^  ubble  the  stuff"  spevvdng  out  of  power 
'^  lant  smokestacks  through  a  hquid  sol- 
;nt.  The  solvent  dissolves  the  COj,  then 
^  bating  the  solvent  releases  the  gas.  The 
1"  rocess  is  well  understood  but  takes  lots 
^  f  energy.  As  a  result  the  cost  is  high. 
■P  hat's  why  energy  companies  launched 
'  research  effort  two-and-a-half  years 
^  50  to  lower  the  cost  by  half  to  three 
jarters.  "We've  gone  a  long  way  to 
''*  entifying  the  technologies,"  says  Velio 
^1 1  Kuuskraa,  chair  of  the  project's  advi- 
'■ '  |ry  board. 

^RLY  SEPARATION 

^CORDING  TO  MOST  experts,  though, 

e  best  approach  would  be  to  grab  the 

2  out  of  fossil  fiiel  before  it's  burned. 

a  process  called  gasification,  coal  is 

-4nverted  into  hydrogen  and  carbon 

bnoxide.  The  hydrogen  can  then  be 

^^  ed  to  make  electricity  or  to  power  cars, 

—  ,d  the  CO  is  easily  reacted  with  oxygen 

make  CO2.  U.S.  utility  companies  and 

^  Energy  Dept.  are  planning  a  $1  bil- 

n  coal  gasification  project,  called  Fu- 

reGen,  to  generate  power  and  store 

rbon. 

Proponents  are  hoping  the  plant  will 
monstrate  that  the  approach  works 
time  to  get  the  technology  into  power 
ts  that  v^dll  be  built  in  China  and 
ewhere  in  coming  decades.  "It's  ab- 
utely  critical  that  we  develop  meth- 
of  burning  coal  cleanly.  That  means 
gasification  and  sequestration," 
s    Clapp.    The     companies    have 
dged  $200  million  for  FutureGen, 
Congress  has  yet  to  appropriate 
ds  for  the  rest. 

b  environmentalists  who  would  pre- 

to  reduce  emissions  in  the  first  place, 

idea  of  captming  and  storing  carbon 

bit  unsavory— like  tackhng  obesity 

developing    yet    more    low- calorie 

|ds  instead  of  cutting  excessive  con- 

ption.  But  inelegant  as  it  may  be, 

on  sequestration  appears  to  be  the 

ckest  and  cheapest  route  to  fighting 

al  warming.  ■ 

-By  John  Carey  in  Washington 
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ONE  MBA.  THREE  FORMATS. 
UNMATCHED  FLEXIBILITY. 

Earning  an  MBA  shouldn't  mean  giving  up  your  life  and  your  job.  That's 
why  Duke  University's  Fuqua  School  of  Business  offers  three  of  the  most 
innovative  and  flexible  executive  MBA  programs  in  the  world.  Each 
program  enables  you  to  continue  your  career  -  and  your  life  -  while  you 
earn  your  MBA  from  a  school  that  consistently  achieves  Top  10  rankings 
from  BusinessWeek,  U.S.  News  &  World  Report  and  Financial  Times. 
The  Duke  MBA  -  Global  Executive;  Learn  from  anywhere  in  the  world. 
This  innovative  program  for  executives  with  global  responsibilities  and 
an  average  of  14  years'  experience  combines  traditional  teaching  with 
Internet-enabled  distance  learning.  Residential  classroom  sessions  in 
Europe,  Asia,  the  U.S.  and  South  America  enhance  understanding  of 
international  business.  The  Duke  MBA  -  Cross  Continent:  Geared  toward 
professionals  with  3  to  9  years  of  experience,  this  unique  program 
combines  weeklong  residential  classroom  sessions  in  North  Carolina, 
Europe  and  Asia  with  Internet-enabled  distance  learning.  As  with  Global 
Executive,  Cross  Continent  allows  for  learning  from  anywhere  in  the 
world.  The  Duke  MBA  -  Weekend  Executive:  Meet  alternate  weekends 
on  our  North  Carolina  campus  and  gain  strategic  vision  participating  on 
diverse  teams  of  managers  averaging  11  years  of  experience.  At  Duke, 
you'll  find  the  power  -  and  the  flexibility  -  to  take  your  career  exactly 
where  you  want  it  to  go. 


DUKE  EXECUTIVE  MBA 


www.fuqua.duke.edu/info/bwr 

919.660.7804 

e-mail:  executive-mba-info@fuqua.duke.edu 
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What  Bartleby  the  Scrivener  can 
teach  you  about  Bob  the  sales  guy. 


You  may  remember  the  1853  Herman  Melville  story  about  a  clerk  named 
Bartleby.  One  day  he  simply  refused  to  do  what  was  asked  of  him. 
"I  would  prefer  not  to,"  he  replied,  to  that  request  and  all  subsequent 
ones  —  thereby  confounding  his  boss  and  alienating  his  coworkers. 

It's  the  human  factor.  And  it's  critical  to  your  success.  All  the  mission 
statements  and  whiz-bang  new  processes  in  the  world  won't  fly  if  you  don't 
get  Bob  the  sales  guy,  Doris  in  Accounting  and  everyone  else  to  buy  in. 

Being  on  demand  is  about  empowering  your  people.  It's  about  integrating. 
Rethinking.  Decentralizing.  Flattening  your  organization  so  the  people 
on  the  front  lines  can  make  decisions  on  the  spot.  Without  doing  the 
corporate  square  dance. 

Win  them  over.  Don't  let  your  Bobs  turn  into  Bartlebys. 

On  demand  business  starts  with  on  demand  thinking. 

We  have  over  3,500  specialists  in  change  management.  Surprised?  IBM's 
capabilities  are  unique:  we  provide  real  insight  into  corporate  transformation, 
coupled  with  deep  experience  in  every  industry  and  the  ability  to  implement 
change  on  the  ground.  Making  sure  your  ideas  and  your  people  work 
together  —  that's  on  demand  business.  Get  there  with  on  demand  people. 
Call  800  IBM  7080  (ask  for  thinking)  or  visit  ibm.com/services/thinking 


Can  you  see  it? 


ne  IBM  logo  are  trademarks  or  registered  trademarks  of  International  Business  Machines  Corporation  in  the  United  States  and/or  other  countries.  ©  2003  IBM  Corp.  All  rights  reserved. 
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After  several  bleak  years,  companies  are 
jumping  back  into  exec  ed  programs-but  they 
want  them  their  way.  by  Jennifer  merrih 


BACK  IN  1997,  WHEN  HABITAT  FOR  HUMANITY  INTER- 

national's  Ted  Swisher  returned  to  his  Americus  (Ga.)  oflBce  af- 
ter a  six-day  executive  program  at  Harvard  Business  School,  he 
had  only  one  regret:  that  his  vast  network  of  colleagues  hadn't 
attended,  too.  The  insights  and  perspective  he  gained  would  be 
invaluable  for  senior  staffers  who  manage  the  housing  non- 
profit's 2,100  worldwide  chapters,  but  Swisher  figured  the  pro- 
gram's cost— thousands  of  dollars  per  person— was  way  out  of 
reach  for  the  largely  volimteer  organization. 

So  Habitat  continued  to  hold  its  training  sessions  in  church 
basements  and  community  centers,  plodding  through  the  nuts 
and  bolts  of  raising  money  and  selecting  famihes  to  build  homes 
for.  Every  few  years,  the  group  sent  another  exec  to  the  Harvard 
program  and  again,  the  idea  of  partnering  with  Harvard  would 
tantalize.  But  Swisher,  Habitat's  vice  president  of  U.S.  aflfihates, 
wanted  more  for  his  staff.  So  last  fall,  Swisher  decided  to  plunge 


in  and  ask  the  prestigious  school  to  cut  Habitat  a  deal.  It  work 
Harvard  offered  the  group  a  three-day  program  at  cost,  nearl; 
20  faculty  members  involved  agreed  to  teach  for  fi-ee,  ar 
grant  helped  Habitat  winnow  the  cost  to  just  $500  per  pz 
pant.  This  June,  Harvard  played  host  to  its  largest  exec  ed  ( 
yet,  some  400  of  Habitat's  senior  staffers  and  field  advisers.  "V 
wanted  to  step  back  and  look  at  the  big  picture,"  says  Swishe 
"The  experience  was  enlightening  and  aflfirming." 

If  s  that  fkxibihty  and  impact  that  thrust  Harvard  into  tl 
No.  1  spot  for  executive  education  again  this  year,  a  perch  it  hi 
held  since  1997  Since  then,  the  school  has  increased  the  numb 
of  open  enrollment  programs  it  offers  fi"om  56  to  80  and  co) 
tinues  to  wow  the  corporate  world's  most  senior  managers  wi 
its  Advanced  Management  Program,  a  sort  of  mini-MBA.  Ha 
vard  also  has  remained  a  powerhouse  in  leadership,  strateg 
and  general  management,  according  to  the  companies  that  n 
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ed  executive  education  providers  for  BusinessWeelc's  biennial 
ranking,  which  for  the  first  time  ranks  open-enroUment  and 
customized  programs  separately. 

Corporate  managers  and  human  resources  directors  fi-om  134 
companies  in  20  countries  responded  to  BusinessWeel^s  survey  of 
executive  education  this  year.  Their  responses  helped  form  the 
basis  of  the  rankings  of  the  open  and  customized  programs 
(table,  page  90).  All  told,  the  companies  sent  more  than  21,400 
employees  to  courses  and  spent  some  $210  miUion  in  training 
dollars  at  B-schools  and  non-university-affihated  organizations 
such  as  the  Greensboro  (N.C.)-based  Center  for  Creative  Leader- 
ship and  the  American  Management  Assn.  in  New  York.  That 
comes  to  about  one-third  of  total  revenues  reported  by  exec  ed 
providers,  or  $662  miUion  in  2002-2003.  BusinessWeek  again 
presents  an  exclusive  ranking  of  the  Top  25  Executive  MBA  pro- 
grams (page  94).  Both  rankings  were  completed  in  collaboration 
with  Boston-based  Cambria  Consulting  Inc. 

WANTED:  RESULTS 

NEXT  ON  THE  EXEC  ED  LIST  is  the  University  of  Pennsylva- 
nia's Wharton  School,  ranked  No.  2  in  open  enrollment.  The 
school's  partnership  with  INSEAD  (No.  5)  has  strengthened  its 
position  with  global  companies  and  its  longstanding  reputation 
as  a  finance  powerhouse  continues  to  woo  managers  to  its 
Philadelphia  campus. 

At  No.  3,  the  University  of  Michigan  Business  School  gets 
credit  for  helping  manage  change  and  teaching  companies  to 
think  through  new  ways  of  competing.  And  Michigan  may 
have  some  of  the  freshest  ideas  about  executive  education,  as 
the  school  revamped  its  offerings  and  has  begun  to  link  up 
with  other  campus  departments  and  professional  schools  to  of- 
fer jointiy  taught  courses,  like  its  new  program  in  health-care 
management  and  leadership  development  given  by  faculty 
from  the  business  school.  School  of  Medicine,  and  School  of 
Public  Healtii. 

For  corporate  respondents,  getting  tangible  results  from  exec- 
utive training  was  more  critical  than  ever.  After  several  bleak 
years,  many  companies  have  been  pressed  for  profits  and  have 
scaled  back  their  once-robust  training  budgets.  That's  particu- 
larly true  for  open  enrollment  programs,  which  can  cost  any- 
where from  a  few  hundred  dollars  for  a  day-long  class  to  more 
than  $50,000  for  a  six-week  intensive  seminar  for  senior  man- 
agers. Those  are  often  offered  as  perks  for  up-and-coming  man- 
agers—only to  be  cut  when  budgets  are  tight.  StiU,  schools  say 
the  half-empty  classrooms  of  the  past  two  years  may  not  stay  that 
way  for  long.  At  many  schools,  including  Harvard,  University  of 
Michigan,  and  Nortiiwestem  University's  Kellogg  School  of 
Management,  for  example,  open-enrollment  courses  for  the  fall 
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The  half-empty  classrooms  of 
the  past  two  years  are  filling  up| 
as  companies  look  for  help 


are  filling  up— and  some  are  even  selling  out  again.  "[The  ni 
bers]  are  beginning  to  build  back  up  as  companies  are  starting  '■ 
look  for  help,"  says  Stephen  Burnett,  associate  dean  for  Kellogg 
executive  education  programs.  Two  new  programs  that 
school  has  started  in  the  past  year— Kellogg  on  Branding 
Women  Director  Development— are  fuUy  subscribed  in  their  1 
go-roimd. 

But  some  companies,  feeling  huge  financial  pressure, 
upending  decades  of  corporate  tradition  and  slashing  t] 
training  spending  nearly  completely.  Ford  Motor  Co.  for  or 
canceled  many  of  its  executive  education  programs 
months  ago  and  decided  to  hold  back  spending  until  mi 

agers  could  decide  what  exactl 
they  wanted  to  get  out  of  executii 
training— and  how  it  would  hej 
their  business  lines.  Some  oth| 
companies,  like  Boeing  Co., 
bringing  leadership  training  ail 
other  programs  in-house,  hardly  ul 
ing  outside  providers  at  all.  Sorl 
employers,  though,  reluctant  to  gl 
everything,  are  demanding  mol 
from  the  schools.  They're  asking  f  I 
coursework  to  be  custom- design! 
and  for  exec  ed  providers  to  home  I 
on  internal  business  challeng^j 
rather  than  have  their  execs  si 
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days  away  from  headquarters  with  managers  from  other 
companies. 

In  fact,  nearly  42%  of  respondents  said  they  were  sending 
fewer  employees  to  open- enrollment  programs  than  they  did 
five  years  ago,  citing  an  unclear  return  on  the  investment  and 
courses  that  are  too  generic  and  therefore  not  helpful  enough 
once  an  employee  is  back  on  the  job.  But  rather  than  abandon 
training  altogether,  some  50%  of  respondents  said  they  were 
sending  more  people  to  customized  programs.  These  programs 


can  take  weeks  or  months  to  design  and  are  typically  focused  on 
a  company's  particular  problem,  challenge,  or  leadership  goal. 
Examples  are  tailored  to  a  company's  industry  and  circum- 
stances, coursework  asks  participants  to  tackle  real  problems, 
and  eniployees  attend  with  their  peers. 

As  more  and  more  companies  are  turning  to  such  programs. 
B-schools  and  other  exec  ed  providers  are  scrambling  to  meet 
their  needs— and  employers  are  increasingly  shopping  around 
for  the  provider  with  the  best  deals.  It's  not  unusual,  say  exec  ed 


The  20  BEI    Executive  Education  Programs 

This  year,  BusinessWeek  splits  the  Executive  Education  ranking:  open  enrollment  programs,  open  to  participants  from  a  variety  of  companies,  and  custom 
programs,  designed  specifically  for  one  company  Below  are  the  best  in  both,  according  to  a  global  survey  of  corporate  managers  and  human  resource  executives. 

OPEN  ENROUMENT                                                                   CUSTOMIZED  CURRICULUM 

RANK   PROVIDER/                                 2002-03             OPEN        FIVE-YEAR 

LOCATION                               TOTAL  REVENUE*  PROGRAMS    REVENUE 

MILLIONS           OFFERED       CHANGE 

RANK    PROVIDER/                                 %  REVENUE      REVENUE 
LOCATION                                          FROM          MILLIONS 
PROGRAMS                                     CUSTOM 

NO. 

CLIENTS 

SERVED  02-03  " 

1   HarvarcT'VIB             $67.0              80          33.9% 
Boston        ^^^P 

1    Duke  Corporate  Ed.**        100%         $24.0 
Durham,  N.C. 

32 

2   Pennsylvania                        37.7              116           31.3 
(Wharton)  Philadelphia 

2    Harvard                               21              14.7 
Boston 

24 

3   Michigan                              20.5              74         -15.6 
Ann  Arbor,  Mich. 

3    IMD                                     50              28.7 
Lausanne,  Switzerland 

70 

4    Center  for  Creative               46.2             417            8.5 
Leadership  Greensboro,  N.C. 

4    Pennsylvania                        48               18.1 
(Wharton)  Philadelphia 

54 

5   INSEAD                                67.2              117          68.0 
France/Singapore 

5    INSEAD                                48              32.2 
France/Singapore 

69 

6   Stanford                                 16.5              35           46.0 
Palo  Alto,  Calif. 

6    Virginia  (Darden)                   54               8.4 
Charlottesville,  Va. 

17 

7   Columbia                              17.4              79          27.9 
New  York 

7    Center  for  Creative             48             22.2 
Leadership  Greensboro,  N.C. 

173 

8    IMD                                        57.4              80           73.4 
Lausanne,  Switzerland 

8    Northwestern                       50                NA 

(Kellogg)  Evanston,  III. 

29 

9   Northwestern                        NA              112            NA 

(Kellogg)  Evanston,  III. 

9    Michigan                             19               3.9 

Ann  Arbor,  Mich. 

24       : 

10   London  Business  School      18.8             156         116.0 
London 

10    Babson(Olin)                        82               5.5 
Wellesley,  Mass. 

37 

11   Virginia  (Darden)                     15.4              58           -1.9 
CharlnttP»;viliP.  Va. _                    ^^^^^ 

11    Columbia                             37               6.4 

New  York 

18 

12   Chicago                                 10.5              28         343.0 

Chicago 

12    Thunderbird                        73               78 

Glendale,  Ariz. 

133 

13   Thunderbird                          10.7            245          -4.5 
Glendale,  Ariz. 

13    Stanford                               19               3.1 

Palo  Alto,  Calif. 

'    ? 

14    American  Management          NA               NA            NA 
Assoc.  New  York 

14    London  Business  School     55               10.3 
London 

50 

15   Case  Western  Reserve           2.3              59         121.0 
(Weatherhead)  Cleveland 

15    Dartmouth  (Tuck)                  36               2.0 

Hanover,  N.H. 

»   1 

16    MIT  (Sloan)                              11.1               28          171.0 
Cambridge,  Mass. 

16    Indiana  (Kelley)                    100               2.0 
Bloomington,  Ind. 

31 

17   Duke  (Fuqua)**                         2.1              36           NA 
Durham,  N.C. 

17    Ashridge                             54              16.3 
Hertfordshire,  England 

106      1 

18    lESE                                        30.0               124            NA 
Barcelona 

18    Toronto  (Rotman)                    50                2.5 
Toronto 

10 

19    NYU  (Stern)                              NA               25            NA 
New  York 

19    Case  Western  Reserve         55                1.3 

(Weatherhead)  Cleveland 

"  i 

\ 

20   UNC  (Kenan-Flagler)                   8.3              44          48.0 
Chapel  Hill,  N.C. 

20    NYU  (Stern)                            60                NA 
New  York 

M 

Rankings  were  determined  by  the  results  of  an  online  survey  BusinessWeek  sent  to  337  companies:  134  responded  (40%).  Companies  indicated  familiarity  witti  both  university  and  private-sector  providers  and  ranked  them  in  order 
of  best  programs  overall  for  both  custom  and  open  enrollment  programs.  A  No.l  ranking  was  assigned  10  points.  No.2  nine  points,  etc.  To  compute  the  ranking,  the  total  score  for  a  scfxxJl/provider  was  multiplied  by  the  number  of 
companies  ranking  it  and  divided  by  the  number  of  companies  ttiat  indicated  familiarity.  Schools/providers  ranked  too  infrequently  by  companies  were  disqualified.  The  survey  was  administered  by  and  rankings  were  tabulated  by 
Cambria  Consulting  Inc. 

•Includes  all  custom  and  open  enrollment  revenues 
**  Dukes  custom  executive  educ^ation  programs  are  njn  through  Duke  Corporate  Education,  a  forixofit  company,  but  five  years  ago.  the  two  branches  reported  revenues  together 
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program  directors,  for  a  company  to  ask  for  proposals  from  a 
dozen  or  more  schools. 

Thaf  s  why,  for  the  first  time,  BusinessWeek  was  able  to  rank 
the  Top  20  programs  in  each  category.  This  year  saw  huge  mo- 
mentimi  for  providers  of  customized  executive  education— with 
frill  programs  that  can  cost  $5,000  to  $10,000  per  participant 
for  a  weeklong  course.  For  the  Top  20  providers  on  our  Ust,  cus- 
tom programs  were  often  more  than  50%  of  revenues,  topping 
$190  million. 

Atop  the  new  customized-curriculum  ranking  is  Duke  Corpo- 
rate Education,  the  for-profit  spin-off"  of  Duke  University's  Fuqua 
School  of  Business,  which  handles  all  of  the  customized  pro- 
grams for  the  university.  Not  too  shabby  for  a  company  that  last 
year— despite  good  reviews  from  clients— looked  as  if  it  might 
have  to  fold  itself  back  into  the  vmiversity  because  of  sagging  rev- 
enues and  a  slump  in  the  executive  education  market.  But  Pres- 
ident Blair  Shepard  was  able  to  persuade  administrators  to  give 
him  more  time. 

The  wait  for  a  better  climate  may  be  paying  off".  Now,  Duke 
Corporate  Ed.  takes  in  more  revenue  than  all  but  two  other 
schools  on  the  list  and  has  wooed  some  B-school  professors  to 
come  work  for  the  group  full  time.  "We  are  to  a  business  school 
what  a  university  [teaching]  hospital  is  to  a  medical  school,"  says 
Shepard,  adding  that  Duke  Corporate  Ed.  is  made  up  of  60%  ac- 
ademics and  40%  experienced  managers.  That  mix  allows  for  a 
successful  melding  of  theory  and  practice.  Duke  Corporate  Ed. 
won  high  praise  from  clients  who  say  the  group  has  helped  them 
with  ever3rtliing  from  transforming  strategies  to  integrating  dis- 
parate cultures  after  business  units  have  merged.  For  the  2002- 
03  fiscal  year,  the  group  made  money  for  the  first  time  and  raked 
in  $24  million  in  revenue,  up  from  the  $8  miUion  it  took  with  it 
from  the  vmiversity  in  the  spin-off" three  years  ago. 

Harvard  took  the  No.  2  spot  in  the  custom  ranking,  wirming 
kudos  from  clients  for  its  extensive  online  tools,  called  Harvard 
Manage  Mentor,  helpftil  lessons  on  management  and  leader- 
ship, and  courses  and  lectures  by  its  marquee  faculty,  such  as  al- 
ways-in-demand  innovation  guru,  operations  management 
professor  Clayton  M.  Christensen.  Also  available  to  corporate 
clients:  Coursework  and  notes  are  posted  onHne  after  they  com- 
plete their  program.  At  No.  3  on  tlie  list  is  Sv^dtzerland's  IMD, 
which  served  70  chents  last  year  and  was  cited  for  its  global 
business  and  leadership  courses. 

NEEDED:  LEADERSHIP 

A  NUMBER  OF  EXEC  ED  PROVIDERS,  including  Harvard, 
"Wharton,  Northwestern  University's  Kellogg  School  of  Man- 


UALITY  Control 


Companies  rated  the  current  quality  of  executive 
education  programs  as  compared  with  five  years  ago. 
Custom  programs  outpaced  open-enrollment  courses. 


RAISON  D'ETRE 


Companies  send 
employees  to  executive 
education  for  all  kinds 
of  reasons.  The  top  five, 
according  to  corporate 
respondents: 


1 

2 
3 
4 
5 


Executive  education  is  an 
important  training  tool 

Company  is  emphasizing 
management  development 

Such  programs  are  necessary 
for  succession  planning 

Believe  payback  on  such 
executive  programs  is  high 

New  workplace  challenges 
demand  different  skills 


Data:  6usinessWee*<  Executive  Education  Survey 


BETTER 

WORSE 

THE  SAME 

^^  78.1% 

1.0% 

21.0% 

P«M  54.4% 

4.4% 

41.2% 

agement,  and  Univers 
of  Virginia's  Dare 
School,  excelled  enou 
in  both  custom  a 
open-enrollment  p 
grams  to  show  up 
rankings.  The  Center 
Creative  Leadership 
the  only  private  provic 
on  both  lists.  In  open  ( 
rollment,  it  climbed  fri 
No.  13  to  the  No.  4  sp 
And,  impressing  cust' 
clients  with  its  depth 
offerings  in  leaders! 
and  management  de\ 
opment,  it  made 
No.  7  spot  in  the  cust 
ranking.  "The  work  tl 
do  there  is  like  no  ot 
school  or  organizati 
If  s  well  thought  out,  a 
the  programs  h; 
impact,"  says  Deej 
^^^^^^^^^  Sethi,  vice-president 

executive  and  leaders! 
development  at  publisher  and  financial  informati 
company,  Thomson  Corp.,  which  handles  much  of  its  train 
in-house  but  occasionally  supplements  with  outs 
coursework. 

Unlike  a  B-school,  CCL  focuses  only  on  corporate  lead 
ship  issues,  skipping  the  hard-core  academic  lessons.  Over 
past  two  years,  what  with  the  spate  of  corporate  scandals  £ 
profits  in  peril  in  many  industries,  "there  has  been  a  lot  of 
terest  in  leadership  development  as  a  strategic  imperati\ 
says  CCL  President  John  R.  Alexander.  CCL  offers  more  tl 
400  open  programs  per  year  but  almost  half  its  revenues  1 
year  came  from  its  custom  programs,  designed  for  more  tl 
170  chents  in  2002-2003.  What  are  custom  clients  asking 
most?  Development  of  "bench  strength"  to  take  fiit 
leadership  roles  in  their  companies,  and  assistance  in  stir 
lating  iimovation  and  creativity,  particularly  coming  out  ( 
recession. 

That's  a  trend  that  plays  out  across  industries,  fi-om  high-t 
to  manufacturing  to  consumer-goods  companies.  And  scuttl 
executive  development  altogether  because  of  tough  times 
mistake,  say  some.  "The  economic  marketplace  and  challen 
[for  business]  are  diflferent  than  anything  we've  exp 
enced  in  a  decade,"  says  Roseanna  de  Maria,  a  corpoj 
consultant  and  former  head  of  executive  education 
Merrill  Lynch  &  Co.  "So,  for  corporations,  the  train 
becomes  critical  for...profitabihty." 

That  idea  is  sinking  in  as  companies  slowly  star 
sign  up  again  to  exec  ed  programs.  Managers  v 
slashed  executive  education  spending  over  the  past 
years  are  finally  rethinking  their  budgets.  Sure,  th 
good  news  for  the  B-schools,  but  it  could  also  oflR 
much-needed  boost  to  corporations  trying  to  si 
through  still-challenging  times.  ■ 


Biisiiu'.ss\V('('l<  bnliiio 


For  more  than  300  profiles  of 
executive  education  and  executive  MBA  programs,  visit 
www.businessweek.com/bschoois.  While  there,  try  out  our  t 
MBA  Insider,  a  road  map  for  applying  and  getting  into  B-sch 
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Open  to  all  infrastructures. 

When  you're  choosing  an  information 
management  solution,  the  last  thing 
you  want  to  do  is  change  your  existing 
infrastructure.  Before  you  know  it,  you're 
locked  into  costs  that  can  spin  out  of 
control.  With  LEGATO  the  door  is  open 
to  whatever  hardware  or  software 
you're  using  now  -  or  may  choose  in 
the  future.  That's  the  beauty  of  LEGATO. 
Big  time  freedom.  Small  time  costs. 
Problem  Solved. 


LLvjAl  CJ  the  leader  in  open  software  solutions  for  Information  Management™       www.LEGATO.com 


LEGATO  Systems,  Inc.  LEGATO  and  the  LEGATO  logo  are  registered  trademarks  of  LEGATO  Systems.  Inc.  All  other  trademarks  are  the  property  of  their  respective  owners. 


SPECIAL  REPORT 


As  executive  MBA  students  foot  more  of 
the  bill  themselves,  they're  also  demanding 
more.  Which  schools  deliver? 


BY  THE  AGE  OF  35,  PATRICK  DAVENPORT  HAD  AN 

impressive  resume.  The  former  vice-president  for  corporate  fi- 
nance at  GE  Capital  (GE)  was  running  his  own  venture-capital 
firm  that  helped  fimd  technology  companies  such  as  a  compo- 
nent manufacturer  that  Intel  (INTC)  Corp.  snapped  up  for  $400 
miUion.  And,  with  a  master's  degree  in  finance  under  his  belt, 
Davenport  would  seem  to  have  httle  use  for  an  MBA. 

But  there  were  gaps  in  his  knowledge,  he  says,  such  as  mar- 
keting skills  and  the  ability  to  inspire  teamwork.  At  the  same 
time,  Davenport  was  reluctant  to  take  two  years  off  to  attend 
a  fiiU-time  MBA  program.  So  instead,  he  applied  to  North- 
western University's  Kellogg  School  of  Management  Execu- 
tive MBA  program,  figuring  he  could  continue  to  run  his  25 
portfolio  companies  while  he  studied  and  attended  classes 
every  other  weekend.  Now,  five  months  after  graduation,  he's 
leaving  venture  capital  to  start  an  investment  fiind  in  real  es- 
tate. It's  something  he  knows  httle  about,  but  he's  not  worried. 
"I've  got  a  Kellogg  [education  as  a]  foundation  for  everything 
I'll  do  ft-om  here  on  out,"  says  Davenport. 

If  s  that  kind  of  senti- 
ment that  propelled  Kel- 
logg into  the  No.  1  spot 
once  again  in  Business- 
Week's biennial  ranking  of 
the  best  Executive  MBA 
programs.    Grads    were 
quick  to  credit  a  faculty 
that  balanced  academics 
and  high-level  work  expe- 
rience—and knew  how  to 
incorporate  students'  own 
experience    and    insight 


into  the  curriculimi.  Just  as  important,  as  with  most  of  the  tc 
EMBA  programs,  Northwestem's  EMBA  faculty  includes  the  tc 
professors  in  Kellogg's  ftill-time  program,  not  just  adjimcts  < 
less-seasoned  faculty  members. 

When  EMBA  programs  got  their  start  30  years  ago,  the 
purpose  was  clear:  to  provide  corporations  with  a  way  to  be 
up  their  high-performance  execs'  finance,  marketing,  and  gej 
eral-management  skills  without  losing  them  to  full-time  MI 
programs  or  other  employers.  Corporations  provided  time  cl 
from  work  and  footed  the  bill.  The  schools  were  deUghtedf 
the  pricey  programs  were  cash  cows,  and  companies,  not  st 
dents,  were  the  real  clients.  There  was  also,  however,  an 
spoken  assumption  that  the  execs  were  more  concerned  wij 
the  credential  than  the  content  and  were  willing  to  earn  a  lof 
er- calorie  MBA. 

That  picture  has  changed  dramatically.  Cost-conscioj 
employers  are  cutting  back,  and  today,  many  EMBA  studer| 
are  paying  for  a  big  chunk  of  their  tuition  themselves.  Or 
42%   of  respondents   this  year  were  entirely  comparl 


Head  of  the  CLASS 


EMBA  grads 
ranked  these 
schools  tops  by 
by  subject  area 

*Sctxx)ls  not  in  the  Top  25 
but  with  statistically  valid 
response  rates  are  eligilile 
for  sutJiectarea  ratings 


STRATEGY 

FINANCE 

MARKETING 

ETHICS 

GLOBAL 
BUSINESS 

Georgetown 

Chicago-Barcelona 

Kellogg 

Kellogg 

Thunderbird* 

Vanderbilt 

Rochester* 

Duke-Global 

UNC 

Duke-Global 

Toronto* 

Columbia 

UNC 

Georgia  State 

Georgetown 

UNC 
Emory 

Chicago 
Notre  Dame* 

Case  Western 
UCU\ 

Texas-Austin 
Chicago 

Emory 
IMD 
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sponsored— a  dro-  rrom  52%  in  2001.  And  21%  paid  for  the 
degree  entirely  the:aselves,  up  from  16%  in  2001.  That's  a  sub- 
stantial sum  considering  that  tuition  for  the  two-year 
programs  can  run  more  than  $100,000.  The  trend  shows  no 
sign  of  slowing,  either.  Fully  50%  of  current  EMBA  students  at 
the  University  of  California  at  Los  Angeles'  Anderson  School 
of  Management,  for  example,  are  paying  100%  of  the  bill  this 
year.  "We've  never  seen  anything  like  it,"  says  George  T.  Geis, 
associate  dean  and  director  of  the  EMBA  program  at  UCLA. 

It's  no  surprise,  with  students  sheUing  out  so  much  more, 
that  they're  also  demanding  more.  They're  insisting  on  quality 


teaching,  rigorous  course  work,  and  more  services  and  suppo; 
in  such  matters  as  travel,  housing,  and  scheduling.  One  bi 
complaint  this  year:  Most  schools  don't  provide  adequate 
reer  services,  given  the  price-tag  (page  98). 

Schools  at  the  top  of  the  list  excel  at  satisfying  many  of  thes  f 
new  demands.  To  determine  the  best  Executive  MBA  program 
BusinessWeek  worked  with  Cambria  Consulting  Inc.  to  survt 
more  than  4,000  almnni  from  the  2003  graduating  class,  ga 
nering  a  65%  response  rate.  We  also  surveyed  64  EMBA  pri 
gram  directors,  receiving  a  72%  response  rate.  The  grads'  su 
vey  asked  about  everything  from  quality  of  teaching 


The  Top  25  EMBA  Programs 


2003                           SCHOOL 
RANK 

2001 
RANK 

GRAD 
POLL 

DIRECTOR 
POLL 

TOTAL* 
TUITION 

ENROLLMENT" 
WOMEN         MINORITIES 

GRADS'  Y 

MGM1 

'■ 

1    Northwestern  (Kellogg)  Evanston,  III. 

1 

6 

2 

$108,000 

18% 

7% 

11. 

2    Chicago  Chicago 

2 

4 

3 

96,000 

16 

14 

11: 

3    Pennsylvania  (Wharton)  Philadelphia 

3 

10 

1 

115,800 

16 

3 

7 

' 

4   Duke  (Fuqua-Weekend)  Durham,  N.C. 

4 

20 

4 

79,500 

13 

4 

8 

5   UNC(Kenan-Flagler)  Chapel  Hill.  N.C.                *" 

"*  5 

3 

9 

57000 

15 

5 

8 

6    IMD  Lausanne,  Switzerland 

13 

5 

12 

83,950 

12 

NA 

10. 

7    UCLA  (Anderson)  Los  Angeles 

10 

8 

7 

70,000 

28 

12 

10 

8    Texas  (McCombs)  Austin 

12 

2 

20 

62,800 

11 

1 

61 

9   Duke  (Fuqua-Global)  Durham.  Germany 

NA 

1 

18 

104.030 

21 

19 

U 

( 

10    Emory  (Goizueta)  Atlanta 

8 

9 

9 

70,364 

23 

11 

8 

11   Georgetown  (McDonough)  Washington,  D.C. 

9 

11 

24 

70,450 

23 

10 

8 

12   use  (Marshall)  Los  Angeles 

6 

22 

8 

74,200 

22 

9 

U 

13   NYU  (Stern)  New  York 

7 

35 

5 

105.000 

33 

4 

7 

14  Cornell  (Johnson)  Ithaca,  NY. 

NA 

12 

20 

102,800 

15 

12 

g 

15   Columbia  New  York                        ^^^^^F 

18 

15 

6 

112.200 

15 

3 

6 

16   Purdue  (Krannert)  West  Lafayette,  Ind. 

14 

19 

27 

48,000 

20 

14 

S 

17   Washington  (Olin)  St.  Louis            ^^^F 

16 

16 

15 

84.500 

22 

9 

a 

18  SMU  (Cox)  Dallas 

19 

13 

22 

63,550 

20 

10 

ic 

19   Pepperdine  (Graziadio)  Culver  City,  Calif. 

11 

24 

36 

71.500 

26 

15 

i 

20  Vanderbilt  (Owen)  Nashville 

17 

18 

32 

69,500 

25 

8 

i 

21  Case  Western  Reserve  Cleveland 

NA 

7 

17 

75,000 

18 

5 

i: 

22  Chicago-Europe  Barcelona 

NA 

14 

28 

79,500 

11 

NA 

( 

23  London  Business  School  London 

23 

25 

11 

62.775 

24 

NA 

( 

24  Georgia  State  (Robinson)  Atlanta 

20 

24 

20 

50,500 

25 

21 

( 

25  Western  Ontario  (Ivey)  Mississauga,  Ont. 

15 

26 

""T^" 

"        54.750 

20              NA 

I 

*  Provided  by  business  schools,  tui'jon  figures  for  out-of-state  residents  wh.ere  applicable,  "  Provided  by  business  schools:  enrollment  figures  are  for  nvKt  recent  class.    ***  Based  on  compilation  of  EMB  -  : 
top  20%  in  each  category  of  students  get  As.  The  next  25%  get  Bs.  The  next  35%  are  awarded  Cs.  Where  there  is  inadequate  infomnatioo  in  a  category,  schools  receive  NA.  Questions  represent  only  part  of  -  - 
More  results  can  be  foup-d  at  wv,w  busmessweek  conVbschccIs/                                                    Data"  BusinessWeek.  Camtna  Consulting  Inc     Research  by  Kate  Hazelwood.  Jennifer  Merritt.  Susannar,  _  ,^. ,  -  = 

:-ses 
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fectiveness  of  support  staff.  Schools  with  too  few  responses 
"  rare  disqualified.  Program  directors  were  asked  to  list  the  10 
^  bhools,  excluding  their  own,  that  offer  the  highest-quality  pro- 
rams.  The  directors'  and  students'  surveys  each  contributed 
-^*io%  of  the  total  score.  Graduate  scores  from  2003  counted  as 
^  vo-thirds  of  the  total  grad  score.  The  scores  from  the  last  sur- 
Tt  by  in  2001  made  up  the  balance.  We  standardized  the  scores 
5*''om  both  surveys  and  tallied  them  for  a  ranking. 
■^  Just  behind  Kellogg,  holding  the  No.  2  spot,  is  neighboring 
iu  niversity  of  Chicago  Graduate  School  of  Business.  Chicago 
3  'Iraduates  raved  about  the  program's  international  focus— un- 


^^^^H^^^^^^B 

School  graded  by  grads 
hing     curriculum 

SUPPORT 

DESCRIPTION 

B 

A 

Grads  praise  emphasis  on  teamwork  and  laud  accessible  faculty  for  its 
balance  of  business  experience  and  tfieory 

!:                      A 

j 

A 

Grads  say  international  aspect  of  a  U.S.  program  differentiates  it  from 
ottier  programs,  and  give  fiigfi  marl<s  for  sense  of  community 

' 

B 

No.  1  in  Directors  Poll;  grads  say  large  class  size  doesn't  merit  high  tuition 
but  praise  program's  rigor  and  reputation 

1 

B 

C 

Grads  praise  discussion  and  coursework  precisely  tailored  to  exec-level 
students;  strong  emphasis  on  community,  family,  and  ethics 

\                  ^ 

A 

Staff  highly  responsive  to  student  suggestions  and  complaints;  grads 
say  faculty  are  tops  in  their  fields 

A 

B 

The  most  international  of  all  the  top  programs;  module  approach  provides 
for  immediate  real-world  application  of  coursework 

i                 A 

A 

Grads  rave  about  tuition-free  access  to  classes  post-graduation  and  laud 
comprehensive  field-study  program,  faculty  with  executive  experience 

A 

A 

High  marks  for  teaching  quality  and  support,  and  a  curriculum 
immediately  applicable  at  work-at  a  competitive  price 

If                  A 

B 

Two-week  foreign  residency  each  semester  augmented  by 
teleconferencing  and  distance  learning  praised  as  highly  effective 

B 

A 

Shorter  program-16  months  rather  than  20-requires  immediate 
acclimation;  students  note  well-connected  faculty 

S                  A 

C 

Grads  laud  largely  ego-free  faculty's  dedication,  enthusiasm,  and 
surprising  expertise  in  a  "nonbusiness"  town 

C 

B 

Grads  concerned  by  outdated  materials;  praise  excellent  support  staff  and 
accessible  faculty;  opinions  vary  widely  on  caliber  of  student  body 

c 

B 

Standout  adjuncts  receive  high  praise,  but  fellow  students  do  not;  grads 
note  need  for  tougher  acceptance  standards 

B 

B 

Off-campus  location  near  NYC  presents  inherent  difficulties  for 
commuters  and  professors;  grads  praise  curriculum  and  faculty 

1                 B 

C 

School  maximizes  NYC  location,  with  impressive  roster  of  business 
leaders  as  adjuncts;  grads  praise  responsive  administration 

8                  C 

C 

Grads  note  faculty's  ability  to  incorporate  current  events  into  curriculum, 
praise  faculty  as  accessible  and  engaged 

8 

A 

Faculty  praised  for  being  enthusiastic  and  available,  and  leaders  in  their 
fields;  grads  say  school  is  underrated  because  of  Midwest  location 

10                  B 

B 

Grads  praise  quality  of  teaching  and  professors  but  want  tougher 
admissions  standards  for  better-caliber  classmates 

8                  A 

D 

Grads  say  poor  interfacuity  communication  causes  glitches  between 
classes;  praise  strategy,  analytics,  and  a  lively  curriculum  in  general 

'■                   B 

C 

Grads  praise  excellent  faculty  with  just  a  few  exceptions;  grads  are 
enthusiastic  and  note  highly  recommending  school  to  peers 

1                 B 

A 

Consistent  praise  for  curriculum,  support  staff,  and  an  enthusiastic,  well- 
rounded  faculty  made  this  school  a  new  entry 

A 

C 

Grads  rave  about  weeks  in  Chicago  and  Singapore  but  want  more 
inclusion  of  European  and  Asian  business  practices 

1                 C 

D 

Grads  laud  high  caliber  of  a  very  international  student  body;  some 
professors  unskilled  with  executive- level  students 

B 

D 

Grads  appreciate  practical  emphasis  of  program;  evaluation  of  instructors 
varies  widely;  students  want  more  top-tier  guest  lecturers 

NA 

D 

Faculty  praised  for  real-world  and  consulting  experience,  but  grads  want 
newer  case  studies  and  teaching  aimed  at  executives 

^ 

usual  in  a  U.S.  program— in  which  students  from  the  school's 
Barcelona,  Singapore,  and  Chicago  programs  meet  in  each 
country  for  a  week,  in  addition  to  their  time  in  their  own  pro- 
gram. Dissatisfaction  centered  around  what  students  perceived 
as  an  overconcentration  in  finance.  ("It  should  be  labeled  an 
EMBAF,  an  executive  MBA  in  finance,"  gripes  one  alum.)  But 
most  respondents  gave  the  school  high  marks  for  an  environ- 
ment that  is  more  coUegial  and  fun  than  they  had  expected 
from  a  school  with  such  a  serious  quantitative  focus.  The  Uni- 
versity of  Pennsylvania's  Wharton  School  landed  at  No.  3.  Grad- 
uates praised  its  high-level  faculty  and  the  power  of  the  Whar- 
ton brand,  and  the  directors'  poll  ranked 
the  school  No.  1. 

Completing  the  top  five  were  other  fa- 
miliar names:  Duke  University  Fuqua 
School  of  Business'  weekend  program 
placed  No.  4,  with  students  lauding  a  rig- 
orous program  and  nurturing  faculty.  Stu- 
dents at  No.  5,  the  University  of  North  Car- 
olina's Kenan-Flagler  Business  School, 
cited  top-flight  professors. 

NEW  FOCUS 

STILL,  IT  HASN'T  BEEN  an  easy  road  for 
the  2003  EMBA  grads.  They  started  their 
degrees  at  a  time  when  there  were  plenty 
of  real-time  crises  to  bring  into  the  class- 
room. "Soft"  topics  such  as  leadership, 
crisis  management,  and  ethics  became 
hot  as  the  shock  of  September  11  was  fol- 
lowed by  sobering  corporate  misdeeds, 
while  an  economy  in  freefall  threatened 
to  take  EMBA  students'  jobs  vnxh  it— and 
often  succeeded.  Some  schools'  faculties 
worked  current  events  and  economic 
news  into  their  lesson  plans,  a  move  stu- 
dents say  they  appreciated. 

Now  that  they're  juggling  tuition  along 
with  fiill-time  jobs,  personal  lives,  and  a 
course  load  that  might  include  hours  of 
commuting  time,  EMBAs  are  ratcheting 
up  more  than  just  their  academic  expecta- 
tions. They  also  want  smooth  logistics  so 
they  can  concentrate  on  school,  work,  and 
family  rather  than  plane  tickets,  meals, 
and  books.  EMBA  students  also  prefer  to 
be  around  high-level  classmates  who  have 
a  string  of  professional  successes  already 
behind  them. 

They  also  crave  an  academic  challenge. 
Students  gave  the  highest  marks  to 
the  programs  that  they  considered  to  be 
the  most  rigorous.  Cornell  University,  el- 
igible for  the  EMBA  rankings  for  the  first 
time  this  year,  entered  the  list  at  No.  14, 
with  grads  praising  the  school  for  its  in- 
tensity even  as  they  said  it  made  for  a 
challenging  two  years.  "It  was  hard  to 
digest,  say,  the  entire  Cost  Accounting 
syllabus  into  a  three-weekend  course," 
says  one  alum. 

Some  schools  are  trying  to  deliver  that 
rigor  in  a  distinctive  package.  Duke's 
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Fuqua  Global  Executive  program,  which 
alternates  periodic  one-  and  two-week  in- 
ternational residencies  in  Durham  and 
Germany  with  distance  learning,  earned 
kudos  from  students  for  its  academics 
and  for  simulating  the  global  workplace 
through  teleconferences  and  team  proj- 
ects that  spanned  different  time  zones 
and  languages.  The  combination  is  work- 
ing: Duke's  Global  Executive  program 
comes  in  at  No. 9— and  unlike  other 
EMBA  hybrid  programs,  the  Global  Exec- 
utive program  also  won  praise  from 
EMBA  directors. 

TURNAROUND 

MORE  TRADITIONAL  international  pro- 
grams also  continued  to  impress,  as  well. 
Small  classes  and  discovery  trips  to 
Shanghai,  Dublin,  and  Silicon  Valley 
helped  IMD  in  Lausanne,  Switzerland,  se- 
cure the  highest  spot  in  the  rankings  of 
any  international  school,  at  No.  6.  And 
the  University  of  Chicago's  Barcelona 
program,  which  uses  the  same  faculty  as 
Chicago's  fiill-time  and  other  EMBA  pro- 
grams, entered  the  rankings  this  year  for 
the  first  time,  at  No.  22. 

Columbia  University,  a  lackluster  en- 
trant in  2001  whose  grads  then  claimed 
the  lowest  satisfaction  level  of  any  of  the 
Top  25  EMBA  programs,  managed  to 
pull  off  a  turnaround— at  No.  15  in  the 
overall  rankings  and  No.  15  in  student 
satisfaction.  The  difference  this  year? 
Grads  say  the  school  responded  with 
more  than  lip  service  to  the  class  of 
2001's  complaints  by  increasing  admin- 
istrative support.  Alums  also  lauded  the 
program  for  its  roster  of  high  achievers 
that  rallied  around  classmates  who  lost 
friends  and  family  on  September  11.  One 
change  they  fiercely  oppose,  though:  Co- 
lumbia's move  from  meeting  every 
Friday  to  meeting  every  other  Friday  and 
Saturday,  a  schedule  that  now  resembles 
that  of  most  other  EMBA  programs. 
Grads  say  the  switch  makes  an  EMBA 
less  manageable  for  students  with 
families. 

EMBAs  are  a  breed  apart.  They  identi- 
fy heavily  with  their  executive-level  re- 
sponsibility' and  status— and  they  value  a 
topflight  faculty  and  student  body  that  re- 
flect those  lofiy  heights.  They're  also  sen- 
sitive to  criticism  that  EMBAs  earn  an 
"MBA  hte"  and  want  to  be  taught  at  an 
even  higher  and  more  sophisticated  level 
than  their  younger,  less  experienced,  full- 
time  counterparts.  The  schools  that  ad- 
dress these  issues  head-on  remain  the 
best  of  the  bunch.  ■ 

-By  Kate  Hazelwood  in  New  York 


COMMENTARY 

BY  SUSANNAH  CHEN 

YouDorftGet 
What  You  Pay  For 

B-schools  give  EMBAs  little  help  in  job  searches. 


AFTER  GRADUATING 
from  the  executive 
MBA  program  at  the 
University  of  North 
Carolina's  Kenan- 
Flagler  Business  School  in  May, 
Nicole  Benedict  found  a  job  with 
"the  perfect  fit,"  as  a  manager  of 
customer  service  at  art.com,  an 
online  retailer.  But  one  thing  still 

rankles:  Her  alma  mater  provided  no 
help  in  finding  the  job.  In  fact,  its  career 
resoiu-ces  were  oflF  limits  to  EMBA 
students.  Benedict  paid  for  her  $51,000 
degree  herself,  with  no  support  firom 
her  ex-employer,  yet  the  school  said  she 
was  on  her  own  in  her  job  search. 

Of  the  EMBA  alums  who  responded 
to  BusinessWeel<^s  survey,  Benedict  is 
one  of  the  31%  whose 
companies  paid  less  than  20% 
or  nothing  at  all  toward  their 
degree.  Paying  students— with 
tabs  between  $50,000  and 
$100,000— have  much  the 
same  expectations  for  the  mid- 
career  program  as  daytime 
MBAs  do.  Problem  is,  the 
schools  haven't  caught  up  with 
the  new  reality.  Only  one-third 
of  survey  respondents  said  they 
had  access  to  their  B-school's 
career  services— and  many 
reported  that  access  ended  at        ^^^ 
job  postings.  "The  [self-sponsored] 
EMBA  student  is  left  in  the  cold," 
complains  Benedict. 

UNC  officials  say  they  will  now  ofier 
EMBA  grads  Umited  access  to  career 
services,  but  not  many  schools  are 
following  suit  The  resistance  to  open- 
ing the  doors  for  EMBAs  has  more  to  do 
with  the  past  than  the  present.  Histor- 
ically, almost  all  EMBA  students  were 
supported  by  employers.  Giving  career 


advice  to  students  whose  companies 
pay  their  way  was  and  is  still  a  no-no  fcj 
preserving  corporate  relationships. 

But  schools  that  keep  ignoring  the 
needs  of  the  growing  ranks  of  self- 
sponsored  students  are  missing  an 
opportunity.  EMBA  grads  are  a 
powerful  group  of  experienced 
managers— many  with  10  or  more 
years  imder  their  belts— who  could  be  j 
conduits  to  jobs  for  a  school's  MBAs 
and  undergrads.  If  the  career  office 
helps  them  find  satisfying  jobs,  EMBA^ 
vvdU  be  more  likely  to  steer  their 
companies  toward  their  alma  maters  il 
spending  executive-education  dollars^ 

Teaming  up  with  an  executive 
search  firm  is  one  way  to  find  fitting 
jobs  for  more  seasoned  EMBA 
students.  Another  is  to  make  key  MB^ 
employers  aware  that  EMBA  students] 


Footing  the 


EMBA  grads  are  paying  for  more 
of  their  tuition  than  in  2001 


BIII10lfBSn«rN(nHNGORl£SS11MN2O% 

16%    I  31% 

Data:  SusinessWeek  Executive  MBA  graduate  surveys 


are  available  for  senior-level  jobs— 
simply  lumping  EMBA  students  in 
with  yotmger  grads  won't  be  enough,  j 

B-schools  have  changed  over  the 
decades  and  now  have  multiple 
constituencies.  EMBAs  are  a  grovidng| 
cohort,  and  helping  them  with  their 
careers  could  plump  the  corporate 
Rolodex  and  lead  to  jobs  for  other 
types  of  B-school  students.  That's  an 
equation  any  MBA  can  understand.  Il 
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icidl  services  •  lighting  •  transportation  •  industry  &  automation  •  building  technologies 


Clean,  crush,  macerate. 

Dress,  ferment,  filter,  age,  bottle. 


drink,  and  be  merry. 


There  is  much  work  lo  be  done  bei(jre 


iters 


■'       grapes  can  be  transformed  into  line  wine. 
Fortunately,  Siemens  integrated  automation  is  in  place  lo  ensure  that  this 
age-old  tradition  operates  with  state-of-the-art  efficiency.  From  making 
manufacturing  more  productive,  to  pioneering  cleaner,  more  efficient  energy 
technologies,  to  holding  the  world  record  for  transmitting  data  over  a  single 
optical  fiber,  Siemens  is  reshaping  and  redefining  entire  industries. 
When  you  have  425,000  minds  working  together  all  around  the  globe, 
including  75,000  right  here  in  the  U.S.,  innovative  solutions  emerge. 
And  that's  what  it  takes  to  change  the  world. 
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Global  network  of  innovation 
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A  Whole  New 
Ball  Game? 

The  push  to  refonn-and  scale  back- 
collegiate  athletics  is  gaining  yardage 


A  GLORIOUS  AUTUMN 
day.  School  colors  ftying. 
Bands  blaring  fight 
songs.  Cheerleaders  in 
skimpy  skirts  kicking 
up  their  heels.  Stands 
vibrating  from  the 
stomping  feet  of  fans.  Fearsome  young 
men  raging  with  the  fire  of  competition. 
Isn't  this  what  college  is  all  about? 
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Er...not  according  to  a  killjoy  named 
Gordon  Gee.  In  September,  Vanderbilt 
Chancellor  Gee  grabbed  headlines  when 
he  announced  that  he  was  disbanding  the 
university's  athletic  department.  Granted, 
no  teams  were  cut,  no  athletic  scholar- 
ships lost.  But  Gee  did  strike  a  chord.  In 
trying  to  pull  the  athlete  back  into  the  ac- 
ademic community,  he  became  the  public 
face  of  a  movement  that  is  making  a  seri- 


ous stab  at  reforming  college  spot  no 

"Other  universities  have  called  and  sa  ut 

'Good,  you  jiunp  oflF  that  cliff,  and  il  dj] 

works,  get  back  to  me,' "  says  Gee. "  I  si  jj  o 

pect  they're  sweating  bullets,  vdth  all  tl  b  | 

national  attention."  ol 

Why?  Because  Gee's  success  or  faili  ut 

just  might  help  foretell  the  future  of  i  af 

extracurricular  activity  that  has  gro>  ki 

into  a  $3  biUion-a-year  aimual  indust  t^? 

according  to  Smith  College  econom  luj] 
Andrew  S.  Zimbahst,  author  of  Unpc 

Professionals.  Behind  the  crowds  and  '  \ 

hype,  pressure  is  building  either  to  tu  fjP 
class-skipping  athletes  into  students 
recognize    that— at    least    at   big-tii 

sports  schools— it's  too  late  to  turn  ba  r 

the  clock.  And  that's  pitting  reformi  COl 

against  an  army  of  alumni  booste  |Qrf 
politicians  who  control  state  schools, 

networks,  and  commercial  interests—  '''" 

of  whom  would  feel  the  impact  of  do\«  iffi 

sizing  college  sports.  ^c 

The  endless  debate  over  the  proper  r<  l 

of  sports  in  university  life  would  probal  ^' ' 

not  be  raging  so  fiercely  if  it  weren't  fo  BiS 
particularly  troubUng  spate  of  scandf 
Months  after  Maurice  Clarett  led  01 


porkate  to  the  national  title  in  football,  the 
!  sai  i  nning  back  was  charged  with  receiving 

•ecial  treatment  on  an  exam  and  ac- 
sijiised  of  lying  to  police  about  what  was 
W>len  from  a  car  loaned  to  him  by  a 

hool  booster.  The  men's  basketball 
Aiam  at  Fresno  State  was  put  on  proba- 
ibn  after  someone  else  did  players' 
sTOvjiurse  work.  The  University  of  Washing- 
ist  !n  was  hit  with  a  two-year  probation  for 
m  icruiting  violations. 


MICHIGAN  College  And  it  isn't  just 
athletics  is  now  a  the  players.  Georgia 
$3  billion-a-year  basketball  coach  Jim 
•JJ^Jj^trj^^  Harrick  resigned 
amid  charges  of  aca- 
demic fraud.  Alaba- 
ma fired  head  football  coach  Mike  Price 
for  "indecorous"  behavior  involving  a 
drinking  spree  and  a  stripper.  Iowa  State 
basketball  coach  Larry  Eustachy  re- 
signed after  photos  surfaced  showing 
him  drinking  and  kissing  coeds  at  a  par- 
ty after  a  game.  Most  bizarre,  Baylor  bas- 
ketball coach  Dave  Bliss  threw  in  the 
towel  after  trying  to  cover  up  illegal  pay- 
ments to  a  player— before  he  was  mur- 
dered—by allegedly  spreading  rumors 
that  he  dealt  drugs. 

Some  reforms  have  already  been  put  in 
place:  stricter  academic  requirements  for 
entering  freshmen  and  for  athletes  to  re- 
main eligible.  Others  are  long-range  and 
more  ambitious.  They  include  shortening 
the  football  and  basketball  seasons,  and, 
most  ftindamental,  pulling  back  from  the 
commercial  forces  that  have  turned  college 
sports  into  an  entertairmient  spectacle. 

Leading  the  charge  are  faculty  senates, 
including  many  from  the  six  athletic  con- 
ferences that  form  the  Bowl  Champi- 
onship Series  (BCS);  the  powerful  Associ- 
ation of  Governing  Boards  of  Universities 
&  Colleges;  and  the  National  Collegiate 
Athletic  Assn.  (NCAA)— generally  consid- 
ered the  marketing  arm  of  college  sports. 
"Whaf  s  unusual  here  is  having  a  facult)' 
group  and  a  trustee  group  aligned,"  says 
Robert  Eno,  co-chair  of  the  faculty  group, 
the  Coalition  on  Intercollegiate  Athletics 
(COIA),  alluding  to  trustees'  usual  fervent 
support  of  athletics.  "It's  odd.  It's  un- 
precedented. We're  all  surprised,  but  it 
seems  to  be  working  well." 

Crisis  is  nothing  new  to  college  sports. 
Violent  deaths  in  football  led  President 
Teddy  Roosevelt  in  1905  to  threaten  the 
game's   abohtion,  which   spurred   the 


forming  of  the  NCAA  that  same  year. 
What's  different  now  is  the  amount  of 
money  sloshing  around.  Schools  that 
make  it  to  the  top  bowl  games  can  pull  in 
up  to  $13  million  apiece.  And  in  March, 
1999,  CBS  signed  an  11-year,  $6  billion  TV 
contract,  mostly  for  basketball.  (Football 
contracts  are  awarded  by  individual  con- 
ferences.) As  a  result,  schedules  and  sea- 
sons have  expanded,  expenses  have  sky- 
rocketed, and  scandals  have  multiplied. 

FOLLOW  THE  MONEY 

NOW,  SAYS  MYLES  BRAND,  head  of  the 
NCAA  since  January,  "change  is  in  the 
air."  Predictably,  the  current  reform 
movement  started  over  money.  The 
coalition  of  faculty  members  was  born  in 
the  fall  of  2002  after  a  professor  of  clas- 
sic languages  at  the  University  of  Ore- 
gon, James  Earl,  became  alarmed  by  a 
single  act  of  university  spending.  "I 
picked  up  my  newspaper  one  morning 
and  read  about  the  university  spending 
$90  million  to  expand  the  football  stadi- 
um," says  Earl.  "The  faculty  had  never 
been  told  about  it.  We  went  nuts.  We're 
poor  as  church  mice  here.  How  could 
you  spend  $90  million  on  a  stadium 
when  we  can't  even  pay  the  faculty's 
salaries?" 

Earl  was  then  president  of  the  Oregon 
faculty  senate,  and  he  wrote  to  the  presi- 
dents of  the  other  universities  in  the  Pa- 
cific 10  Conference.  By  the  beginning  of 
2003,  faculty  senates  at  45  to  50  univer- 
sities had  contacted  the  COIA  to  voice 
their  support.  In  January,  the  Association 
of  Governing  Boards  of  Universities  & 
Colleges,  the  advisory  group  represent- 
ing the  trustees  of  over  1,200  institutions 
elected  to  join  the  COIA  in  its  reform 
push.  The  final  member  of  the  triumvi- 
rate to  weigh  in  was  the  NCAA.  Says 
Brand,  the  first  university  president  to 
head  the  NCAA  and  the  man  who  fired 
basketball  legend  Bobby  Knight  at  Indi- 


0  IReformers  Are  Driving  Downfield 


$ig  changes 
n  college 
Imports  are  in 
:he  works. 
Here  are 
some  of  the 
'eformers' 
goals: 


ALREADY  HAPPENING 

■  Vanderbilt  disbands  its  athletic 
department. 


ioff' 


31 


■  Five  New  England  colleges  reduce  the 
number  of  athletes  they  accept. 

■  Ivy  League  presidents  agree  to  cut 
recruitment  of  athletes. 

■  NCAA  raises  academic  requirements 
for  entering  freshmen  athletes  and 
stipulates  progress  that  they  must 
make  toward  graduation  each  year. 


ON  THE  WAY     

■  A  system  that  financially  rewards 
teams  that  do  well  academically  and 
punishes  those  doing  poorly.  To  be 
voted  on  by  Division  1  presidents  in 
April. 

■  Having  increased  academic 
standards,  the  NCAA  will  reexamine  the 
rules  on  how  much  time  athletes  can 
spend  on  their  sport.  It's  now  capped  at 
20  hours  a  week  but  is  sporadically 
enforced. 


MORE-RADICAL  IDEAS 

■  More  transparency  in  athletic 
department  budgets. 


■  Elimination  of  athletic  scholarships. 

■  Shorter  playing  seasons,  smaller 
teams. 

■  Taking  control  of  game  schedules 
from  TV  networks. 

■  Combat  commercialism  by  banning 
corporate  logos  on  uniforms  and  ads  in 
stadiums. 
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ana:  "Reform  was  one  of  the  conditions 
under  which  I  took  this  job." 

The  three  groups  met  in  Chicago  in 
April  and  endorsed  a  series  of  education- 
al and  budgetary  reforms.  Some  had  al- 
ready been  enacted  by  the  NCAA  over  the 
previous  two  years,  aU  of  them  aimed  at 
improving  academic  performance.  One 
rule  stipulates  that  athletes  complete  a  set 
percentage  of  the  requirements  to  gradu- 
ate each  year.  Another  raises  grade-point- 
averages  athletes  must  achieve  in  college, 
and  a  third  boosts  the  academic  qualifica- 
tions athletes  must  have  to  enter. 

The  reformers  also  back  a  carrot-and- 
stick  plan,  rewarding  teams  that  do  well 
academically  with  more  scholarship  slots 
and  money  from  television  and  punishing 
teams  doing  poorly  by  taking  away 
scholarships  and  ultimately  barring  them 
from  post-season  play.  These  measures 
will  be  voted  on  by  Division  1  presidents 
in  April  and  are  expected  to  pass.  "We  are 
also  looking  at  the  kinds  of  courses  that 
student-athletes  should  be  taking,"  says 
Brand.  "We  want  general  education 
courses,  not  any  old  course." 

Critics,  however,  point  out  that 
stronger  regulations  aren't  enough.  They 
require  accurate  and  honest  reporting. 
"You  can  toughen  up  academic  stan- 
dards, but  that  leads  to  more  academic 
fraud,"  says  Howard  ChudacoflF,  a  history 
professor  at  Brown  and  the  university's 
NCAA  faculty  representative.  Brand  in- 
sists that  maintaining  academic  integrity 
is  a  primary  objective  and  says  the  NCAA 
will  modestiy  boost  its  investigative  staff, 
which  now  numbers  15. 

The  April  meeting  also  set  longer-term 
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UNDER  A  CLOUD  Ohio  State's 
Clarett  and  former  Georgia 
basketball  coach  Harrick 


goals  involving  "transparency"  in  athletic 
budgets.  The  soiu-ces  of  money  for  college 
sports  are  often  murky:  Cash  from  boost- 
ers often  goes  vmreported  and  can  cover 
under-the-table  payments  to  coaches  and 
even  players.  Facilities  can  be  a  mystery  all 
their  own.  "If  s  always  difficult  to  account 
for  capital  spending,  athletic  or  other- 
wise," says  Brand.  On  Aug.  6,  the  NCAA 
received  a  $50,000  grant  from  the  Mellon 
Foundation  to  back  a  study  of  capital 
spending  on  athletics. 

What's  not  murky  is  that  as  more 
money  goes  to  new  stadi- 
ums, celebrity  coaches,  and 
better  training  facilities,  crit- 
ics of  the  so-called  "athletics 
arms  race"  have  become 
more  vocal.  Some  schools 
have  independent  athletic 
departments  that  support 
themselves,  but  the  majority 
are  ftmded  by  the  vmiversity. 
"About  30  schools  have 
separate  athletic  budgets," 
says  reformer  Earl,  but 
around  100  in  Division  1 
are  "sucking  money  from  the  schools." 

And  it  isn't  just  the  money  that  bothers 
the  reformers  but  the  deals  made  to  get 
that  money— like  the  Nike  swoosh  on  uni- 
forms at  many  schools  and  ads  on  arena 
walls.  "That's  an  unpleasant  message  to  a 
lot  of  people  who  care  about  the  idea  of 
the  university  as  a  place  of  inquiry  free  of 
commercial  taint,"  says  Derek  Bok,  for- 
mer president  of  Harvard  and  author  of 
Universities  in  the  Marketplace. 

The  reformers  are  also  training  their 
gims  on  what  may  be  the  most  powerful 


Fewer  than 
a  dozen 
schools 
make  a 
profit  from 
athletics 


force  in  today's  college  sports  landscapi 
television.  They  believe  that  TV's  sched 
ing  needs— games  during  the  week,  lo: 
travel     to     tournaments— increasin: 
clash  with  academic  requirements.  Or 
the  movemenf  s  long-term  goals  is 
gaining  control  of  schedules.  They 
like  to  see  shorter  seasons  and  sm: 
squads.  The  Drake  Group,  a  four-year- 
reform  organization  of  about  100  dw 
paying  professors  across  the  coun 
wants  "to  retiUTi  control  of  the  classroi 
to  the  faculty,"  says  its  president. 

Bensel-Meyers  of  the  U: 
versity  of  Denver, 
group  beUeves  many  i 
ic  departments  curren 
have  the  power  to 
grades  changed,  and 
courage  plagiarized  pape 

Major  ammunition 
the  reform  movement 
come  from  a  persuasive 
of  statistics— "myth-bre 
ing,"  Brand  calls  the 
that  challenge  the  bene: 
long  thought  to  flow  fr( 
strong  sports  programs.  One  of  t 
biggest  myths  was  shattered  when  Bra 
announced  in  August  that  "fewer  tha^ 
dozen  universities"  make  a  profit  fri 
sports.  All  of  those  were  Division 
schools  with  major  basketball  and  fo 
ball  programs. 

Universities  that  can't  rely  on  footl 
and  men's  basketball  to  pay  the  bills 
often  forced  into  painful  downsizing 
their  sports  programs.  Since  2000, 31 
vision  I  schools  have  eliminated  at  le 
one  intercollegiate  sports  team,  accord 
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Attend  Emory  Universit)''s  Executive  MBA 
Program.  Offered  through  Goizueta  Business 
School  in  two  flexible  formats  -  16-month 
Weekend  and  20-month  Modular  -  come 
learn  in  one  of  the  most  respected  programs 
in  the  world.  Ranked  #8  globally  by 
BusinessWeek  and  #10  by  Financial  Times. 


For  program  information, 
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or  call  404-727-6311. 
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Snorts  Biz 


to  the  Chronicle  of  High  Education.  This 
year.  West  Virginia  University  swung  the 
ax  at  five,  including  men's  cross-country 
and  men's  termis. 

Four  studies  in  the  past  eight  years— 
the  latest  by  the  NCAA  this  Vear— con- 
clude that  vidnning  sports  teams  do  not 
necessarily  inspire  alumni  to  donate,  and 
in  those  cases  v^^hen  they  do,  the  boost  is 
short-lived.  "We  only  saw 
an  impact  in  alumni  giv- 
ing if  a  school  wins  a 
bowl  game,  on  average 
7.3%,"  says  economist 
Thomas  A.  Rhoads,  who 
co-authored  a  2000 
study.  "But  when  a  bas- 
ketball team  was  put  on 
probation,  there  was  a 
decrease  of  13.6%  in 
alumni  contributions." 


Who's 
Tops  In 

Alumni 
Giving?' 

It's  not  all  big-time 
sports  schools 


OPEN  THE  DOOR 

PERHAPS  the  most  shock- 
ing findings  came  firom  a 
2001  study  by  the  Mellon 
Foundation  that  demon- 
strated the  importance  af- 
forded athletics  at  Ivy 
League  and  other  presti- 
gious schools  that  dov^m- 
play  sports  and  profess  to 
give  no  athletic  scholar- 
ships. "We  say  we  don't 
give  scholarships,  but  we 
really  do— the  whole  Ivy 
League  does,"  says 
Brown's  ChudacofF.  "We 
give  money  to  needy  stu- 
dents, and  we  have  a  lot  of 
needy  athletes."  The  Mel- 
lon report  revealed  that 
nearly  all  top  schools  also 
lowered  admission  stan- 
dards for  athletes,  open- 
ing the  door  more  readily 
for  jocks  than  for  minori- 
ties or  the  children  of  alumni.  Once  en- 
rolled, athletes  do  more  poorly  than 
nonathletes— as  much  as  20%  worse. 

"It  makes  it  harder  for  faculty  to  teach 
the  way  they  want  to  teach  because  they 
don't  get  the  commitment  or  the  prepara- 
tion fi-om  the  recruited  athletes  that  they 
get  firom  the  other  students,"  says  William 
G.  Bowen,  head  of  the  Mellon  Foimdation 
and  co-author  of  two  books  based  on  the 
study.  Bowen  adds  that  nonathletes  resent 
what  they  see  as  domination  of  the  cam- 
pus by  athletes,  who  can  make  up  as  much 
as  35%  to  40%  of  the  student  body  of 
smaller  schools,  compared  with  about  3% 
at  big  state  imiversities.  The  result,  he  says 
is  "an  athletic  divide." 
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Some  schools  have  already  taken  ac  (31 
tion  to  rein  in  sports.  Boston  Universit]  i  i 
dropped  football  in  1997  afi:er  113  years  j; 
and  Swarthmore  ended  a  122-year  footi  r-- 
ball  tradition  in  2000— both  citing  ai  i;: 
overconcentration  on  sports.  In  2002, 5  o  fat 
the  11  members  of  the  New  Englan<  ^i 
Small  College  Athletic  Confereno  j 
(NESCAC)  decided  to  reduce  the  numbe  j 
of  athletes  it  accepted  ^  : 
and  the  Council  of  Iv  tbt 
League  Presidents  in  Juni  jes 
voted  for  the  first  time  t » i 
limit  the  athletes  its  eigh  itat 
universities  can  recruit.  |je,  [ 
"We  were  willing  t  im 
trade  off" SATs  and  GPAs  t  fiaf 
get  a  kid  who's  a  great  viq  jfeu, 
linistorastudentofcolo:  mth 
but  we  were  more  willin  t,] 
to  make  that  trade-off  ft  i  j; 
athletes,"  says  Presider  i^g  f 
Morton  O.  Schapiro  c  |y 
WilHams,  which  voted  fc  ^^ 
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CORNELL 

$363 


UNIVERSITY  OF  PENNSYLVANIA 

$319.7 


JOHNS  HOPKINS 

$318.7 


UNIVERSITY  OF  WISCONSIN 

$3072 
UNIVERSITY  OF  CALIFORNIA 

$282.3 


•Totals  include  all  private  giving  for  2002 
Data:  RAND's  Council  for  Aid  to  Education 
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the  NESCAC  cuts 

How  many  schools  wi 
follow  suit  remains  to  b  j^ 
seen— and  some  of  the  «  | 
formers'  proposals  clear 
amount  to  pigskin  in  tl  { 
sky.  Many  university  leac  _^ 
ers  argue  that  the  benefi] 
of  a  major  sports  prograi 
still  far  outweigh  th 
drawbacks.  "The  idea 
sports  is  to  shine  a  hgl 
on  the  university  in  a  po. 
itive  manner  and  to  he] 
enrollment,"  says  Robe 
J.  Dwyer,  chairman  of  tl 
board  of  trustees  of  Ni 
gara  University  and 
1965  graduate  wl 
helped  fiind  the  schoo 
first  hockey  rink.  "Oi 
[men's  hockey  tean 
went  to  the  Final  Eight 
2000,  and  our  women  to  the  Final  Four 
2002.  Enrollment  has  risen  steadily." 

RABID  FANS 

BESIDES,  COLLEGE  SPORTS  are  deepLj^ . 
woven  into  America's  tapestry.  "Spoi  i 
offers  high  visibility  that  in  some  myst    "'"^ 
rious  way  creates  a  bond  between  t 
university  and  a  broader  public,"  safinge 
James  Duderstadt,  former  president 
the  University  of  Michigan.  The  pull  tt 
collegiate  sports  has  on  the  populace 
especially  true  at  state  schools,  whe 
traditions  are  storied  and  fans  rabid 
was  no  accident  that  Gee  waited  until 
had  left  his  previous  positions  at  01 
State,  Colorado,  and  West  Virginia  1 


i«an 


ai 


^  iate, 


re  making  his  stand  at  private  Vander- 

'|lt.  "If  I  were  to  try  to  do  this  at  Ohio 

"  says  Gee,  "I  would  end  up  pump- 

g  gas." 

}  And  it  is  not  just  emotions  that  are  at 
"  ay  at  state  schools  but  money  and  poli- 
^  :s.  The  governor  and  legislatures  con- 
™  ol  school  budgets,  and  they  stand  for 
''*  action  answerable  to  a  sports-crazed 
^  ;ctorate.  "Because  the  state  has  deeper 
''  bckets  than  any  single  institution,  state 
^  liiversities  are  more  likely  to  spring  for 
• '  rw  facilities,"  says  sports  economist 
a'  Imbalist.  "Once  that  investment  is 
'^  ade,  perhaps  hundreds  of  millions  of 
^ '  iillars,  it  ups  the  pressure  to  win." 
'^'  I  That's  why  many  think  the  reform 
^'  jovement  will  get  nowhere— at  least  at 
:.™  g-time  sports  schools.  "I  can't  believe 
^  ^t  a  Michigan  or  a  Penn  State,  schools 
'^"  'th  good  academics  and  successful 
*^^'  lorts  programs,  are  going  to  want  to 
'  It  back,"  says  Bill  Cella,  chairman  of 
"f'iagna  Global  USA,  the  TV  negotiating 

m  of  the  communications  conglomer- 
^^^  b  Interpublic  Group.  "I  think  the  re- 
' '  rse  is  happening.  There  are  efforts 
''^"  iw  on  behalf  of  the  networks  to  con- 
™  'ice  the  [bcs]  conference  to  go  into  a 
;  '^  il  playoff  structure.  That  would  gener- 
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MAVERICK  ate  some  real  money, 

Vanderbilt's  and  money  rules  the 
Gee  did  away  day."  Zimbalist  adds 
^thi  +■  ^^^  shortening  seasons 

athletic  might  not  loosen  mon- 

^^P^l^^        e/s   grip:    "With   less 
supply,   the    price    for 
sponsorship  and  advertising  could  go 
up,"  he  points  out. 

The  question  is:  Where  is  it  all  going 
to  end?  Reformer  Eno  sees  a  nightmarish 
future:  "If  the  situation  continues  to 
evolve  the  way  it  has,"  he  says,  "there's 


going  to  be  increased 
pressure  for  the  pay- 
ment of  athletes  in  the 
revenue  sports,  even  for 
the  outsourcing  of  big- 
time  football  and  basket- 
ball, to  try  to  distance 
the  universities  from  the 
negative  associations  of 
commercialism." 

That  may  not  be  far 
off.  State  legislatures  in 
California,  Utah,  and  Ne- 
braska last  summer  in- 
troduced bills  to  pay  ath- 
letes and  allow  them  to 
share  in  money  earned 
fi-om  bowl  games,  TV,  and  endorsements. 
The  NCAA  firmly  opposes  "pay-for-play" 
but  is  studying  a  plan  to  increase  scholar- 
ship support. 

"We're  at  a  crossroads,"  says  Brand.  "If 
this  reform  fails  and  schools  adopt  a  pay- 
for-play  professional  model,  it  is  the  end 
of  college  sports  as  we  know  it  and  a  seri- 
ous loss  to  the  educational  system." 
That's  why  the  reformers  plan  to  keep 
grinding  it  out  on  the  ground  until  they 
make  some  serious  yardage.  ■ 

-By  Skip  Rozin,  with  Susan  Zegel 


►      HOLD      UP     TO     MIRROR.     ANSWER      HONESTLY,    i 
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"^^  ou\  searching.  It  starts  with  a  lingering  question.  And  an  answer  you  may  not  like.  But  the  power  to  change  the 


jtcome  is  in  your  hands.  Wharton's  executive  education  programs  offer  a  breadth  and  depth  of  knowledge. 


ving  you  the  ability  to  approach  each  new  challenge- 
Jiange  the  world.  Will  you? 


-and  question— with  confidence.  The  right  answers  can 
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UnMarripd 

Ameria 

Say  good-bye  to  the  traditional  family. 
Here's  how  the  new  demographics  will  change 
business  and  society  BY  MICHELLE  CONLIN 


MOST  THURSDAY  NIGHTS,  HILLARY  HERSKOWITZ  slips  on  her  Seven  jeans,  chooses  froi 
among  her  dozens  of  shoes,  and  steps  out  for  an  evening  sipping  Ketel  One  ar 
tonics  with  the  modish  throngs  of  Manhattan.  The  35-year-old  communications  dire 
tor  and  her  designer-clad  wing  girls— a  pediatrician,  a  health-care  manager,  and  2 
executive  recruiter— cruise  the  city's  swankiest  bashes:  the  posh  private  parties,  tl 
paparazzi-stalked  soirees.  They  don't  just  watch  Sex  and  the  City.  They  live  it. 

But  after  13  years  of  this  behind-the-velvet-ropes  scene,  they        heart  when  he  got  a  vasectomy  three  years  ago  at  the  age 


have  yet  to  find  the  one  thing  they  want  most:  husbands.  The 
search  has  taken  on  a  more  desperate  flavor  of  late;  the  women 
now  plan  to  haunt  sports  bars  in  their  stilettos.  "It  feels  terrify- 
ing because  the  biological  clock  is  ticking,  and  I  want  to  have 
kids,"  says  Herskowitz.  "And  I  never,  ever  thought  I'd  wind  up 
here." 

Thirty  years  ago,  a  single  woman  like  Herskowitz  would 
have  been  considered  an  aberration.  An  old  maid.  Today, 
she's  so  typical  that  the  highest  IQs  in  Hollywood  and  on 
Wall  Street  and  Madison  Avenue  are  fixated  on  dreaming  up 
products  for  the  swelling  ranks  of  unattached  urbanites  just 
like  her.  Add  to  these  monied  romantics  a  growing  number 
of  gay  couples  such  as  Luke  Schemmel  and  Jonathan  Sha- 
piro, who  are  raising  two  adopted  kids;  divorced  parents 
such  as  Jason  Lauer  and  Terresa  Lauer,  who  share  custody  of 
their  7-year-old  son;  single  parents  like  Mark  Cunha,  a  wid- 
ower who  is  raising  a  son  and  daughter  alone;  and  young 
men  like  Vincent  Ciaccio,  who  broke  his  Italian  mother's 
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23  because  he  didn't  want  to  get  tied  down.  Along  with  i 
growing  numbers  of  cohabitants  and  elderly  unmarrie 
these  wildly  divergent  types  are  the  force  behind  a  huge  ( 
mographic  shift  taking  place  in  this  country:  We're  on  i 
verge  of  becoming— at  least  in  the  legal  sense— a  nation 
singletons. 

The  U.S.  Census  Bureau's  newest  numbers  show 


:. 


married- couple  households— the  dominant  cohort  since 
country's  founding— have  slipped  from  nearly  80%  in 
1950s  to  just  50.7%  today.  That  means  that  the  U.S.'s  86 
lion  single  adults  could  soon  define  the  new  majority, 
ready,  unmarrieds  make  up  42%  of  the  workforce,  40%  ^^' 
home  buyers,  35%  of  voters,  and  one  of  the  most  potent-  » 
pluralistic— consumer  groups  on  record. 

Yet  even  as  marriage  is  on  the  wane,  infatuation  with  the 
stitution  has  never  seemed  so  fierce— from  the  debate  o|lc 
same-sex  unions  to  President  Bush's  marriage-promotion  ci 
paign  to  reality  TV's  depiction  of  wedlock  as  a  psycholog: 
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DIVORCED 

Terresa  Lauer  and  Jason  Lauer 
of  Santa  Cruz,  Calif.,  share 
custody  of  their  son,  Joss 


Super  Bowl.  The  culture  may  be  so 
marriage-crazed,  though,  precisely 
because  the  rite  is  so  threatened.  In- 
deed, we  are  delaying  marriage 
longer  than  ever,  cohabiting  in 
greater  numbers,  forming  more 
same-sex  partnerships,  living  far 
longer,  and  remarrying  less  after  we 
spHt  up  (charts). 

What  many  once  thought  of  as 
the  fringe  is  becoming  the  new  nor- 
mal. Famihes  consisting  of  bread- 
winner dads  and  stay-at-home 
moms  now  account  for  just  one- 
tenth  of  all  households.  Married 
couples  with  kids,  which  made  up 
nearly  every  residence  a  century 
ago,  now  total  just  25%— with  the 
number  projected  to  drop  to  20%  by 
2010,  says  the  Census  Bureau.  By 
then,  nearly  30%  of  homes  will  be 
inhabited  by  someone  who  hves 
alone. 

This  unprecedented  demograph- 
ic shift  holds  vast  imphcations  for 
everything  from  Corporate  America 
to  the  culture  wars;  from  govern- 
ment institutions  to  the  legal  sys- 
tem. Vast  swaths  of  our  social  infra- 
structure are  still  modeled  on  the 
days  when  our  reahties  were  reflect- 
ed in  Leave  It  to  Beaver,  not  Queer 
Eye  for  the  Straight  Guy.  Corporate 
benefits,  pensions,  taxes.  Social  Se- 
curity, educational  funding— all  were  designed  in  the  last  cen- 
tury to  favor  and  encourage  marital  unions.  "There's  this  per- 
vasive idea  in  America  that  puts  marriage  and  family  at  the 
center  of  everyone's  hves,"  says  Bella  M.  DePaulo,  visiting  pro- 
fessor of  psychology  at  the  University  of  California  at  Santa  Bar- 
bara, "when  in  fact  it's  becoming  less  and  less  so." 

So  societally  ingrained  is  matrimony  that  on  their  wedding 


H 


day,  a  bride  and  groom  become 
mediately  ehgible  for  a  bonanza 
perks.  The  notion  that  married  pe 
pie  lose  out  because  they  pay  mc 
in  taxes  through  the  oft-cited  mi 
riage  penalty  is  only  partly  tn  ic 
Dual-income,   high-earning   mj 
rieds   and  low-income   coupl  "Q 
sometimes  suffer  the  penalty,  but  H 
sUghtly  more  than  half  of  all  spot  t 
es,  marriage  actually  slashes  tf 
bills,  particularly  for  those  wi  it 
children.  That  means,  for  examp  • 
that  mega-salary  executives  wi  IHL 
stay-at-home  v^dves  get  subsidi  re 
that  single  working  mothers  dor  ir: 
"It  does  seem  unfair  to  me  th  f  : 
there  are  single  people  in  our  exi  r-. 
same  situation  who  pay  more  th  ic;: 
we  do  in  taxes,"  says  Scott  Housei  Ir'; 
tax-code  expert  and  economics  pi  |||q 
fessor  at  California  State  Univers    : 
at  Fresno.  "Fixing  the  marria  j^-,;; 
penalty  is  just  going  to  make  t  ^-^c 
single  pendties  worse."  : 

Indeed,  the  elements  are  in  plii|m 
for  a  new  form  of  social  warfaCup 
That's  because  what's  occurring  ^.., 
a  wealth  transfer  to  the  marr 
class,  which  imposes  an  array 
unseen  taxes  on  singles— no  mat  ^~ 
how  many  people  they  care  for  'P*^ 
are  dependent  on  them  (table).  '^^^ 
In  the  workplace,  unmarr  f^^' 
people  vvdnd  up  making  an  aven 
25%  less  than  married  colleagi  nt^ 
for  the  same  work  because 
the  marriage-centric  structure 
health  care,  retirement,  and  otif'^'^^! 
benefits,  calculates  Thomas  F.  Cc 
man,  a  lawyer  who  heads  the  1 
Angeles-based  American  Association  for  Single  People. 

In  the  civic  arena,  rising  school  taxes  and  growdng 
equities  in  pensions  between  marrieds  and  singles  repres 
a  big  bonus  for  legal  couples.  The  unmarried  are  often  s  ^ 
jected  to  discrimination  in  housing  and  credit  applicatic 
They  pay  more  for  auto  and  homeowners'  insurance  and 
shut  out  of  valuable  discounts  on  gyms,  country  clubs,  htP^ii, 
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The  New 
American 
Way 

Delayed  marriage,  co- 
habitation, and  longer 
life  spans  are  making 
the  married  majority  a 
thing  of  the  past 


The  married  majority 
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•Hie  Unmarried  Penalty 

^^  America  gives  traditional  families  all  sorts  of  breaks.  But  the  86  million  adults  in  Unmarried 
l\merica-making  up  about  half  of  households,  42%  of  employees,  and  35%  of  voters- 
T^ace  big  "unmarried"  disadvantages: 


i 


Ml  — 

iplit'EWER  JOB  BENEFITS  Companies  subsidize 
:tf  lenef  its  for  employees'  spouses  and  kids.  But 
Mtnmarried  workers  don't  get  compensated  in 
- 1  :ome  other  form  to  make  up  the  difference.  For 
wi  ;P0uses,  benefits  are  tax-free.  For  domestic 
jip: partners,  benefits  get  taxed  (when  they  exist). 

^  IIGHER  UNEMPLOYMENT,  LOWER  PAY 

"ii  'inemployment  for  unmarried  people  with 
^M  ihildren  under  18  was  9.1%  last  year-vs.  just 
:  thi.8%  for  married  workers  with  kids.  Never- 
ainarried  men  also  make  less  than  married  men, 
:  "ihis  do  unmarried  women-until  they  hit  35, 
:i-«i(hen  never-married  females  start  to  earn  more. 

"  P'lilGHER  TAXES  Unmarried  partners  can't  file 
'  nt  returns.  Nor  may  they  do  so  with  blood 
jiatives  with  whom  they  are  living  and  sharing 

*  Ikpenses.  They  also  get  a  smaller  capital-gains 
reak  when  they  sell  their  houses. 

WER  SOCIAL  SECURITY  AND 
NEMPLOYMENT  BENEFITS  Everybody 
ays  these  taxes,  but  surviving  spouses  can 


4i 

Tini 


collect  half  of  a  deceased  worker's  benefits, 
whereas  domestic  partners  can't.  Many 
marrieds  can  also  collect  unemployment  if 
they  quit  to  move  with  a  relocated  spouse. 
NO  ESTATE-TAX  BREAKS  Married  people 
can  leave  spouses  everything,  tax-free.  But 
estates  of  unmarrieds  worth  more  than 
$675,000  are  taxed  at  25%  to  60%. 

TRANSFER  TAXES  Transfers  of  property  to  a 
spouse  are  not  taxable.  Transfers  to  domestic 
partners  are. 

MARITAL  STATUS  REDLINING  Many 
insurance  companies  put  married  drivers  into 
a  low-risk  category  and  unmarried  drivers  into 
a  high-risk  one. 

FAMILY  DISCOUNTS  Most  country  clubs, 
health  clubs,  and  auto  clubs  allow  a  spouse  to 
join  free  of  charge  or  at  a  steep  discount.  But 
unmarried  partners  must  pay  for  two 
memberships.  Not  to  mention  the  "single 
supplement":  the  40%  to  100%  more  that 


singles  pay  for  hotel  or  cruise-ship  rooms  that 
would  otherwise  be  shared. 

NO  VICTIMS'  RIGHTS  PROTECTION  If  a 

drunk  driver  kills  a  married  partner,  the  surviv- 
ing spouse  can  sue  for  wrongful  death.  But 
unmarried  surviving  partners  have  no  legal 
recourse. 

CREDIT  AND  HOUSING  DISCRIMINATION 

Unmarried  joint  applicants  are  sometimes 
offered  credit  on  less  favorable  terms  than 
married  counterparts.  Many  states  do  not 
ban  marital  status  discrimination  in  rental 
housing,  allowing  landlords  to  refuse  to  rent  to 
unmarried  tenants. 

UCK  OF  CITIZENSHIP  RIGHTS  FOR 
SAME-SEX  PARTNERS  Fifteen  countries 
recognize  same-sex  couples  for  immigration. 
But  U.S.  citizens  in  relationships  with  same- 
sex  foreigners  cannot  sponsor  their  partners. 

Data:  American  Association  for  Single  People.  Lesbian  & 
Gay  Immigration  Rights  Task  Force.  BusmessWeefc 


rav 

[T,jt  pms— even  football-ticket  lotteries.  In  some  states,  unmar- 

,  for  d  people,  perhaps  laid  off  from  jobs  and  scrounging  to 

[f]  Y  their  bills,  are  barred  from  taking  on  roommates  to  help 

„OTjf^  the  rent. 

'^lutdated  Definitions 

„^  lESE  SILENT  LEVIES  MAY  HAVE  SEEMED  LESS  important 
(j  5(1  the  days  when  most  homes  had  a  working  dad  and  a  full- 
pQj  le  mom— and  kids  largely  resided  with  their  two  biologi- 
[j,jj  parents.  But  today,  chances  are  that  if  you  live  to  the  age 
|j  '0,  you  will  spend  more  of  your  adult  life  single  than  mar- 
^,  1.  Moreover,  a  record  number  of  children— 33%— are  now 
,„j5  Ti  to  single  parents,  many  of  them  underemployed,  unin- 
j,j.5,  ed  mothers.  Yet  "most  workplaces  are  still  modeled  on  an 
i,jjig  dated  definition  of  an  ideal  worker— someone  who  works 
^j  re  than  50  hours  a  week  and  doesn't  take  breaks  to  raise 
^;  ]]( Idren,"  says  Joan  Williams,  co-director  of  the  Gender, 


.J  plitting  up  in 
'  ter  numbers.. 

MEN  DIVORCED* 


...forming  non- 
traditional  families... 


GAY  MALE  COUPLES  WITH  CHILDREN*  MALE  EST.  LIFE  EXPECTANCY  AT  BIRTH 


1^0    1    2000 


5%    I  22% 


races,  age  15  and  over 
U.S.  Census  Bureau 


LESBIAN  COUPLES  WITH  CHILDREN*  FEMALE  EST  UFE  EXPECTANCY  AT  BIRTH 


•All  races 


*As  a  percentage  of  all  same-sex  couples 
Data;  Urt>an  Institute 


Work  &  Family  Project  at  the  American  University  Law 
School.  "God  forbid  if  you  are  single  mother  trying  to  live  up 
to  that  ideal  without  a  wife." 

As  the  reality  of  unmarried  America  sinks  in,  CEOs, 
politicians,  and  judges  will  be  challenged  to  design  benefits, 
structure  taxes,  and  develop  retirement  models  that  more  fair- 
ly match  the  changing  population.  Already  in  Corporate 
America,  more  than  40%  of  the  500  largest  companies  have 
started  to  revise  their  marriage-centric  policies,  reexamining 
everything  from  subsidized  spousal  health  care  to  family 
Christmas  parties.  Companies  such  as  Merrill  Lynch  &  Co. 
and  Bank  of  America  have  begun  to  accommodate  the  shift  by 
instituting  "extended  family  benefits."  These  plans  allow  em- 
ployees to  add  a  qualified  adult  household  member  to  their 
health  plans— be  it  a  domestic  partner,  extended  family  mem- 
ber, or  grown  child.  American  Express  Co.  is  considering  a 
plan  whereby  employees  who  are  parents  pay  more  for  each 
kid  they  add  to  the  health  plan.  At  Xerox  Corp.  employees  now 
get  $10,000  upon  joining  the  company, 
on  top  of  a  standard  benefits  package,  to 
spend  on  whichever  programs  they 
choose  rather  than  having  it  automatical- 
ly earmarked  for  families;  at  Prudential 
Securities  Inc.,  cohabitants  can  get 
health  benefits  for  opposite  or  same-sex 
partners  as  long  as  they've  been  living  to- 
gether at  least  six  months. 

Writ  large,  these  kinds  of  changes 
could  lead  to  more  European-style  sys- 
tems that  de-link  marital  status  from  eli- 
gibility for  social  benefits.  Already,  a  bUl  is 
pending  in  Congress  that  would  make 
benefits  for  household  members  and  do- 
mestic partners  tax-free,  just  as  they  are 
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..and  living  longer,  upping 
the  odds  of  widowhood 


COYER  SHRY 


\^  Singledomis 

J  ig  How  Americans  Live 


(S  increasingly  see 
riarriage  as  optional... 

HIGH  SCHOOL  SENIORS  WHO  SAID  CHILD-REARING 
OUTSIDE  OF  MARRIAGE  IS  A  WORTHWHILE  LIFESTYLE 
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for  spouses.  Another  would  mandate  that  the  federal  govern- 
ment offer  health  benefits  to  domestic  partners;  in  the  past  few 
years,  Minneapolis,  San  Francisco,  and  Seatde,  among  other 
cities,  have  also  passed  laws  obligating  companies  doing  mu- 
nicipal business  to  do  so. 

The  lower  marriage  rates,  combined  with  declining  fertility, 
also  raise  questions— ones  Europe  and  Japan  are  already  fac- 
ing—about whether  smaller  future  generations  will  be  able  to 
support  the  growing  retirement  and  health  needs  of  the  huge 
numbers  of  older  people.  Can  the  coimtry  pump  out  enough  ed- 
ucated workers  to  supply  the  labor  force  with  the  talent  it  needs 
to  keep  productivity  strong?  Will  minority  groups  and  immi- 
grants, who  tend  to  have  higher  fertility  rates,  gain  more  pow- 
er? The  answers  to  these  questions  will  shape  social  policy  and 
force  coiporations  to  rethink  their  human-capital  strategies, 
product  lineups,  and  marketing  missions.  Because  unmarried 
America  has  such  diverse  constituencies— from  urban  swingers 
to  straidaced  widows— it  will  also  mean  more  micromarketing 
to  cater  to  these  finely  tuned  population  segments. 


Bush  draws  so  much  of  his  support  frc 
the  wedded,  who  give  him  approval  ratin 
15  percentage  points  higher  than  the  sin{ 
or  divorced.  Meanwhile,  the  numbers 
Democratic-favoring  singles  continues 
grow  in  nvunber  and  power.  There  are  a] 
rumblings  of  a  poUtical  backlash  as  nc 
traditional  families  balk  at  lopsided 
burdens.  Dual-income,  kid-free  coha 
tants,  and  elderly  retirees  on  fixed  incom 
for  example,  are  joining  forces  to  oppc 
school  bond  issues,  a  growing  argumt 
now  that  only  20%  of  the  electorate  1" 
children.  Charlotte  Ness,  a  55-year-( 
childless  single,  fiimes  about  the  way 
pays  the  same  school  taxes  as  the  marri 
couples  in  her  Vienna  (Va.)  neighborho 
but  will  only  get  half  the  capital-ga: 
break  on  the  sale  of  her  home.  "It's  nothi 
other  than  theft  by  a  government  of  m, 
ried  people,"  she  says. 

Some  singles  are  challenging  zoni 

laws  that  limit  the  number  of  unrelat 

people  who  can  live  together,  while  oth 

are  forming  homeowner  associations  tl 

ban  kids.  Then  there  are  those  who 

working  to  bar  travel-industry  practic 

that  force  them  to  pay  40%  to  100%  m( 

for  single-occupancy  hotel  rooms  as  vi 

as  auto  and  health-club  rules  that  lii 

discounts  to  spouses.  "You  never  used 

have  this,"  says  David  Popenoe,  co-dir 

tor  of  the  National  Marriage  Project 

Rutgers  University.  "Those  without  cl 

dren  and  those  who  aren't  coupled  h; 

begun  to  mobilize  much  more  than  tl 

did  in  the  past." 

Also  fueling  the  demographic  change:  More  people  are  co 

ing  out  of  the  closet  and  setting  up  same-sex  households.  A 

most  everyone,  on  average,  is  hving  longer,  which  will  make 

an  expanding  population  of  widows  as  boomers  age.  Mes 

while,  more  seniors  are  divorcing  so  they  can  qualify  for  Mi 

icaid,  while  others  are  living  together  instead  of  remarrying 

SINGLE 

At35,NewYor 
communicatiorl 
director  Hillary 
Herskowitz  say: 
"I  want  to  have 
a  family  I  never 
ever  thought  rd| 
wind  up  here" 
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39 
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Rumblings  of  a  Backlash 

THE  TENSIONS  BETWEEN  TRADITIONAL  families  and  the  new 
households  are  already  starting  to  spill  out  all  over  society— in 
offices,  neighborhoods,  and  political  campaigns.  Pollsters 
Celinda  Lake  and  Ed  Goeas  say  the  marriage  gap  could  become 
an  issue  in  the  2004  Presidential  campaign  since  George  W. 
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The  New  Color  of  Money 
Safer.  Smarter.  More  Secure. 


K^»iiiiiiifima 


Soon  you'll  begin  seeing  the  newly  designed  U.S.  currency, 
witli  subtle  background  colors  and  enhanced  security  features. 
But  one  tiling  will  never  change:  The  old  bills  will  always  be 
worth  just  as  much  as  the  new.  All  bills  are  good.  For  good. 


Security  Thread 

Look  closely  for  the  embedded  plastic  security 

thread  —  visible  from  both  sides.  You'll  find  a  tiny 

flag  and  the  words  "USA  TWENTY." 


Watermark 

Hold  the  bill  up  to  the  light  and  look  for  the  faint  image 
similar  to  the  portrait.  It's  part  of  the  paper  itself,  and 
you  can  see  it  from  both  sides. 

Color-Shifting  Ink 

Tilt  the  bill  up  and  down,  and  the  color-shifting  ink  in  the 
number  "20"  in  the  lower  right  corner  changes  from  copper 
to  green  and  back. 


For  more  information  about  new  currency  designs  visit  www.moneyfactory.com/newmoney 
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High-performance  supply  chain, 
delivered. 

When  the  world's  number  one  computer 
company  set  out  to  upgrade  its  already 
world-class  manufacturing  infrastructure 
several  years  ago,  they  began  with  a  bold, 
yet  simple  premise:  "build  more  systems 
with  less  inventory."  In  about  100  days, 
Accenture  and  Dell  conceived  and 
implemented  an  approach  that  allows  Dell 
to  operate  on  no  more  than  two  hours  of 
inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program  paid 
for  itself  five  times  over  during  the  first 
12  months  of  operation.  Dell  is  able  to 
adapt  more  quickly  to  rapidly  changing 
technologies  and  maintain  its  position  as 
a  high-performance  business. 


New  York  City  311 

High  performance  delivered  for 
government. 

More  than  900  non-emergency  city 
services  in  170  languages  for  8  million 
residents-services  that  once  took  14  pages 
of  telephone  numbers  in  New  York  City- 
are  now  available  24/7  with  a  single  call 
to  311.  Working  closely  with  the  city's 
Department  of  Information  Technology 
and  Telecommunication,  Accenture  took 
the  nation's  largest  311  project  live  in  just 
seven  months,  introducing  not  just  new 
applications  and  technologies,  but  a  new 
way  of  doing  business.  Having  surpassed  the 
2  million  call  milestone  in  just  five  months, 
the  system  is  giving  the  city  of  New  York 
the  agility  required  for  high  performance. 


Some  people  see  a  problem. 

Others,  an  opportunity  to  triumph, 


Go  on.  Be  a  Tiger. 


/• 


■or  high  performers,  adversity  is  merely  a  showcase  for  their 
nnovation.  To  see  how  we  can  help  your  organization  be  a 
iigh-performance  business,  visit  accenture.com 

-onsulting  •  Technology  •  Outsourcing 


High  performance.  Delivered. 
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avoid  losing  pension-survivor  or 
health  benefits.  "Sometimes  you 
have  to  break  the  rules  to  make  a 
living,"  says  64-year-old  Darlene 
Davis,  who  lives  with  her  boyfriend 
of  19  years,  Gary  Cohen.  Marrying 
Cohen  would  mean  losing  her  de- 
ceased husband's  health  benefits, 
which  she  reUes  on  as  a  heart-attack 
survivor  with  three  stents.  Last 
year,  the  state  of  Virginia  refused  to 
renew  her  day-care  Ucense  because 
of  old  laws  on  the  books  that  classi- 
fy cohabitation  as  illegal.  But  after 
the  American  Civil  Liberties  Union 
took  up  the  case,  oflBcials  relented. 
"In  the  spiritual  sense,  we  are  hus- 
band and  wife,"  she  says.  "But  the 
law  just  doesn't  see  it  that  way." 

Neither  does  the  workplace, 
where  singles  get  less  and  pay 
more.  Married  people  often  make 
more  than  unmarrieds,  with  mar- 
ried men  earning  an  average  11% 
more  than  their  never-married 
male  colleagues,  according  to  the 
Federal  Reserve.  The  unmarried, 
most  importantiy  those  with  kids, 
also  suffer  higher  unemployment. 
And  aside  from  subsidized  health 
coverage  for  spouses,  there  are 
plenty  of  other  inequities.  Social 
Security  is  one  of  the  biggest  redis- 
tributions machines  there  is:  Mar- 
ried and  unmarried  co-workers 
pay  the  same  amount  in  employ- 
ment taxes,  but  married  people  can 
leave  their  Social  Security  benefits 
to  surviving  spouses,  while  the  un- 
married can't  leave  them  to  surviv- 
ing partners. 

Pension  Penalties 

THAT'S  ONE  REASON  WHY,  given  the  gender  pay  gap,  single 
working  mothers  often  end  up  with  far  less  in  their  old  age  than 
lifelong  homemakers;  one-earner  married  couples  receive  av- 
erage benefit  returns  that  are  up  to  85%  higher  than  those  of 
single  males;  and  African  Americans,  who  have  low  marriage 
and  life-expectancy  rates,  sometimes  end  up  subsidizing  the  re- 
tirement benefits  of  millionaire  whites.  In  fact,  one  of  every 
three  black  male  youths  will  pay  for  retirement  benefits  they 
win  never  see. 

Pensions  also  certainly  come  with  big  penalties  for  singles.  If 
a  married  worker  dies  before  starting  to  receive  the  benefits,  a 
surviving  spouse  can  inherit  them.  For  singles,  they  go  back 
into  the  pot.  April  Murphy,  an  unmarried  38-year-old  who  has 
worked  as  a  flight  attendant  for  American  AirUnes  Inc.  for  11 
years,  found  this  out  when  she  tried  to  name  her  sister  as  her 
designate  on  her  traditional  pension.  The  company  told  her  that 
was  fine.  But  if  Murphy  dies  even  one  day  before  her  retirement, 
her  sister  won't  see  a  penny.  "When  I'm  pushing  a  beverage 
cart,  the  flight  attendant  on  the  other  end  is  getting  more  just 
because  she  has  a  spouse  or  child  or  two,"  says  Murphy.  "How 


COHABITING 

For  19  years,  Gary  Cohen  has 
lived  with  Darlene  Davis,  64. 
If  they  got  married,  she  would 
lose  her  deceased  husband's 
health  benefits 


can  you  compensate  one  emplo 
ee  more  than  the  other?"  Murpl 
was  also  stunned  to  learn  that  si 
had  no  legal  recourse:  Fedei 
anti-discrimination  laws  prott 
just  about  every  class— race,  i 
Ugion,  gender,  age— except  t 
unmarried. 

Although  marriage  and  ferti  f 
ty  rates  are  at  their  lowest  poi 
in  history  across  the  industriiji 
ized  world,  an  estimated  85% 
Americans  vdll  still  marry  at  le 
once  in  their  lives— even  thou 
that  is  a  huge  drop  from  the  h 
toric  high  of  95%  in  the  195(i 
Though  Rutgers'  Popenoe 
lieves  that  marriage  rates 
continue  to  sUde,  there  are  so 
countertrends  that  could  tilt  tl 
statistics  back  toward  a  marrij 
majority.  An  unforeseen  legalii 
tion  of  gay  marriage  or  an  e 
bigger  surge  in  married 
grants— who  are  already  pr 
ping  up  population  grovnh 
could  dampen  the  tren 
Hispanics,  the  fastest-growi 
minority  group,  tend  to  ha 
higher  rates  of  marriage,  giv 
their  religiously  rooted  fam  t 
values.  Some  demographe 
point  to  a  late-1990s  leveling- 
of  divorce  rates  and  the  numbi 
of  kids  living  with  single  parents  as  evidence  that  the  instil 
tion  may  be  approaching  a  turnaround.  But  most  chalk  ti 
development  up  to  the  booming  economy  and  welfare  refoi 
Nothing  less  than  a  massive  return  to  traditional  values,  tl 
argue,  vvdll  reverse  the  trend. 

Judging  by  the  attitudes  of  young  people,  that  seems  unlil 
ly.  Fully  54%  of  female  high  school  seniors  say  they  believe  tl 
having  a  child  outside  of  marriage  is  a  worthwhile  lifestyle, 
from  33%  in  1980,  according  to  the  University  of  Michig 
Siu-vey  Research  Center.  And  40%  of  female  twentysomethii 
would  consider  having  a  baby  on  their  ovm  if  they  reached  th 
mid-30s  and  hadn't  found  the  right  man  to  marry. 

What  was  once  a  frowned-upon  alternative  has  become 
mainstream.  Since  1970,  the  ranks  of  the  never-married  and 
childless  have  surged  astronomically,  according  to  the  Cen 
Bureau.  There  is  also  a  creeping  disconnect  between  marri; 
and  child-rearing,  with  an  850%  increase  since  I960  in 
number  of  unmarried  couples  Uving  with  kids.  As  for  childi 
40%  of  them  vdll  Uve  with  their  mom  and  her  boyfriend  bef 
they  turn  16,  according  to  the  National  Institute  of  Child  Hei 
&  Himian  Development. 

Certainly,  there  are  scores  of  reasons  to  encourage  n: 
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How  well  does  your 
insurance  company 
get  to  know  your  fleet? 


A  hands-on  insurance  company  is  bound  to  get  its  hands  dirty. 
But  we  wouldn't  have  it  any  other  way  At  Liberty  Mutual  we  get 
to  know  your  fleet  operations  firsthand.  We  get  out  there  and 
kick  the  proverbial  tires,  speak  with  your  drivers,  and  ask  the 
questions  that  allow  us  to  see  beyond  just  the  facts  on  paper. 
All  of  this  helps  our  underwriters  pinpoint  your  potential  risks, 
suggest  safety  program  improvements,  and  recommend  coverage 
at  a  price  that's  appropriate  for  you.  A  company  as  unique  as  yours 
deserves  a  unique  approach  to  insurance.  Where  white  collars 
aren't  always  quite  so  white. 
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For  more  information  go  to  www.libertymutual.comlbusiness 
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riage.  Social  research  suggests  that  it  is 
one  of  the  repubUc's  great  stabilizers. 
Living  with  two  happily  married  parents 
is  the  best  shot  a  kid  has  for  a  successful 
launch  in  life.  Marriage  attaches  fathers 
to  children  and  protects  adolescents 
from  the  scourges  of  addiction,  suicide, 
teen  pregnancy,  and  crime.  Matrimony 
also  offers  families  a  layer  of  economic 
protection  in  an  era  when  demands  for 
individual  competence  and  educational 
achievement  have  never  been  greater; 
when  even  members  of  the  middle-class 
face  slippery  job  security,  diminishing 
benefits,  and  bidding  wars  for  houses  in 
the  ever- dwindling  number  of  good 
school  districts. 


Looser  Ties 


BUT  JUST  BECAUSE  matrimony  is  good 
for  society  doesn't  mean  that  outmoded 
social  benefits  are— especially  when  so 
many  kids  are  not  living  in  the  kinds  of 
traditional  households  that  current  so- 
cial policies  favor.  As  more  and  more 
companies  begin  to  loosen  the  connec- 
tion between  benefits  and  marriage— 
and  partners  who  act  like  they  are  mar- 
ried are  treated  as  if  they  are— if  s  likely 
that  there  may  be  even  higher  rates  of 
cohabitation  and  even  lower  rates  of 
marriage,  as  has  already  happened  in 
Europe.  The  difference,  though,  is  that 
European  countries  have  stronger  social 
safety  nets  in  the  form  of  long,  subsi- 
dized maternity  leave  policies;  good 
part-time  jobs  for  mothers;  and  tight- 
knit  extended  families,  who  help  care  for 
children  bom  to  single  parents. 

In  America,  the  debate  over  the  rela- 
tive prominence  of  unmarrieds  and 
marrieds  is  likely  to  grow  more  com- 
plex and  caustic  as  the  tipping  point 
nears.  Some  say  that  the  country  is 
sliding  down  a  slippery  slope,  gutting 
one  of  the  last  social  safety  nets  that 
exists.  Critics  warn  of  an  atomized  so- 
ciety of  subgroups,  each  vying  for  its 
selfish  interests,  with  children  the 
ultimate  victims.  But  others  say  that 
given  the  demographic  trends,  what's 
needed  isn't  a  nostalgia  for  the  past 
but  a  rethinking  of  our  notions  of  rela- 
tionships, parenting,  and  family.  No 
matter  how  the  politics  play  out,  the 
demographic  convulsion  is  certain  to 
cause  a  collective  reexamination  of 
what  it  means  to  be  full-fledged  mem- 
bers of  society.  No  matter  if  you  think 
that's  for  better  or  worse,  husbands 
and  wives  no  longer  have  a  monopoly 
on  that.  ■ 

-Withjessi  Hempel  in  New  York 
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COMMENTARY 


BY  ALEXANDRA  STARR 


Washington's  $1  Billion 
Lecture  to  the  Poor 

Why  a  "pro-marriage"  bill  isn't  likely  to  help  much 


THE  DECLINE  OF  THE 
two-parent  family  has 
long  prompted 
conservative  hand- 
wringing.  The  Bush 
Administration,  however,  is  on 
the  case.  As  part  of  a  welfare  bill 
moving  through  Congress,  the 
President  seems  poised  to  win  $1 
bniion  over  five  years  to  promote 

marriage.  The  funds  could  be  used  for  a 
national  ad  campaign  championing  the 
benefits  of  wedlock,  for  premarital 
counsehng  services,  and  for  instruction 
in  high  schools. 

It's  certainly  true  that  children  do 
better  when  they're  raised 
by  married  biological 
parents— provided  the 
relationship  is  relatively 
fnction-free.  And  there's 
ample  evidence  that 
teaching  middle-class 
couples  communication 
skills  can  be  helpful  in 
keeping  fragile  unions 
together.  But  the  Presi- 
dent's plan  to  spread  the 
marriage  gospel  in  poor 
communities  is  likely  to  do 
Uttle  to  salvage  the 
troubled  institution. 

The  biggest  problem 
with  the  scheme,  which 
Congress  is  likely  to 
approve  now  that  a  key 
Senate  committee  passed 
it  in  September,  is  that  it  turns  a  blind 
eye  to  the  broader  issues  that  plague 
many  poor  households.  As  Rachel 
Gragg,  a  social  policy  expert  at  the 
Center  for  Community  Change,  a  Hberal 
advocacy  group,  puts  it:  "It's  hard  to 
devote  yourself  to  a  relationship  when 
you're  worried  about  whether  you  can 


Welfare 
moms  need 
child  care, 
not  an  ad 
campaign 


buy  food,  pay  the  rent,  and  keep  yo 
kids  safe." 

A  more  effective  approach  would 
to  fund  a  variety  of  assistance  prog: 
that  promote  marriage  in  more  in 
ways.  For  example,  an  initiative  Min 
nesota  tried  a  few  years  ago  lifted 
marriage  rates  in  impoverished  com 
munities  by  helping  to  improve  the 
economic  stability  of  famihes.  Even 
though  the  Minnesota  Family  Inves 
ment  Program  made  a  big  differeno 
was  expensive  and  wasn't  renewed 
when  die  initial  experiment  came  to, 
end.  How  did  the  MFIP  manage  to 
marriage  rates?  The  program  allow 
parents  on  welfare  to  continue  to  co' 
benefits  even  after  they  found  jobs 
long  as  their  earnings 
didn't  exceed  the  pove: 
threshold  (now  $14,50i 
for  a  family  of  three)  b)| 
more  than  40%.  By 
allov^ring  welfare  chec 
be  combined  with  inco 
from  work,  the  MFIP 
helped  to  keep  couples 
together  and  made 
marriage  seem  a  more 
viable  option. 

While  Bush's  pro- 
marriage  bill  may  be  a 
heartfelt  response  to 
decline  of  the  tradition; 
family,  most  of  the  morj 
would  probably  wind 
helping  middle-class 
couples.  Why?  Similar 
experiments  by  several] 
states  show  that  they're  the  ones  wh 
are  easiest  to  sign  up,  while  welfare 
moms  are  more  diflBcult  to  reach.  It 
would  help  children's  well-being  if  r 
were  raised  within  healthy  marriage 
But  the  Administration's  plan  may  t 
more  of  an  exercise  in  good  intentio 
than  effective  social  poUcy.  ■ 
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YOU'RE  LOOKING  AT  THE 

MOST  POWERFUL  ECONOMIC 

FORCE  IN  THE  COUNTRY 

THE  AMERICAN  DREAM. 
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The  population  is  growing  and  with  it  the  American  Dream  of  homieownership.  In  fact,  every 
eight  seconds  a  baby  is  born  in  this  country  —  that's  four  miUion  babies  a  year.  This  combined 
with  the  miUions  of  famihes  that  move  to  our  country  in  pursuit  of  the  American  Dream 
makes  for  a  population  that  we  anticipate  will  grow  by  30  million  by  20I0.  And  when  they 
dream  of  owning  a  home,  we'll  be  there.  Because  as  the  American  Dream  grows,  so  do  we? 
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Finance  Corporate  Governance 


Red  Flags  Rising 
AttlielVlerc 

The  Chicago  exchange  is  rife  with  conflicts 
and  "independent"  directors  wiio  aren't 


WITH  SO  MUCH  on- 
going drama  at  the 
New  York  Stock 
Exchange,  htde  at- 
tention has  been 
paid  to  that  other 
great  anchor  of  the 
U.S.  markets— the  Chicago  Mercantile 
Exchange.  The  Merc  is  a  veritable  island 
of  corporate  governance  tranquility.  The 
futures-trading  bourse  did  some  soul- 
searching  before  it  became  a  public  com- 
pany last  year,  and  found  its  corporate 
governance  to  be  in  fine  shape.  Still,  the 
Merc's  incoming  chief  executive,  Craig  S. 
Donohue,  says  the  105-year-old  ex- 
change—like its  East  Coast  brethren— is 
about  to  undergo  far-reaching  changes. 
"There  is  no  doubt  that  we  are  going  to 
continue  to  evolve  and  change,"  says 
Donohue. 

The  Merc  certainly  will  be  changing— 
if  not  voluntarily,  then  with  a  push  from 
the  Commodity  Futures  Ti-ading  Com- 
mission, which  is  delving  into  market 
governance.  And  for  good  reason.  The 
Merc  board— including  its  compensation 


committee— remains  controlled  by 
traders  and  floor  brokers  who  are  regulat- 
ed by  the  exchange.  Indeed,  the  Merc 
seems  rife  with  the  same  conflicts  of  in- 
terest that  tarnished  the  Big  Board  before 
CEO  Richard  A.  Grasso  self-destructed, 
including  consulting  deals  for  directors 
such  as  former  Chairman  Leo  Melamed. 
Under  the  definition  employed  by  the 
Merc,  Melamed  and  brokers  regulated  by 
the  exchange  can  become  "independent 
directors"— an  oddity  that  conjures  up 
memories  of  the  attempt  to  name  former 
Citigroup  Inc.  Chairman  Sanford  I.  Weill 
to  a  "pubUc"  position  on  the  NYSE  board. 

A  review  of  public  documents  shows 
that  the  Merc  shares  the  NYSE's  tin  ear 
on  governance  issues.  The  Merc's  20- 
member  board  is  dominated  by  people 
who  are  anything  but  independent. 
Most  make  their  living  in  or  around  the 
Merc's  trading  pits.  Only  4  of  the  20  di- 
rectors have  no  current  ties  to  the  Merc 
or  its  trading  floor.  Fifteen  are  longtime 
exchange  members,  many  still  working 
as  traders  or  brokers. 

The  Merc  has  insisted  that  its  gover- 


The  Merc's  Brand  of  Governance 


The  Chicago  Mercantile 
Exchange,  a  publicly 
traded  company  that 
says  its  board  is 
dominated  by 
independent  directors, 
is  beset  by  conflicts 
of  interest: 


INSIDER  DOMINANCE  Fifteen  of  the  exchange's 
20  directors  are  floor  traders  or  do  business  at  the 
exchange,  but  are  defined  as  independent  because 
they  are  not  employed  by  the  Merc 


CONSULTING  DEALS  Two  directors,  both  former 
Merc  chairmen,  are  paid  at  least  $200,000  a  year 
as  board  advisers 


REGULATORY  CONFLICTS  Many  directors  trade 
regularly  in  the  pits  or  run  companies  that  do  so,  even 
though  the  board  is  in  charge  of  regulatory  apparatus 
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nance  poUcies  are  more  than  adequ;  tha^ 
and  that  all  its  directors  are  "indepei  rati 
ent"  except  for  chief  executive  Jame;  nben 
McNulty,  vi^ho  will  be  succeeded  by  Do  tbo; 
hue  at  yearend.  With  their  diverse  ba  ttair 
grounds,  they  oflFer  "independent  obj  ijer 
tive  views,"  wrote  board  Chaim  oni 
Terrence  A.  Dufiy  and  former  Chaim  iriji 
John  R  Sandner,  a  paid  adviser  to  the  M  lare : 
board,  in  a  letter  posted  on  the  exchan^  c  - 
Web  site.  And  though  Donohue  says  t  leur 
the  Merc  expects  to  increase  the  num  is 
of  board  seats  held  by  people  with  no  |[\,i 
to  the  Merc,  he  sees  no  problem  with  Jir, - 
current  setup.  Says  Donohue:  "Our  bo  j ; 
is  absolutely  and  definitely  independ  K;- 
from  management.  None  of  oiu-  so-ca 
member- directors  has  a  sufficient  r  \%] 
tionship  with  the  institution  to  comp  [car 
mise  their  independence."  jf,^ 

But  such  views  are  unlikely  to  si  skj^j 
regulators.  Notes  one  top  Securities  &  (iv. 
change  Commission  official:   "Mem  t- 


3Mii»s  have  always  been  considered  insid- 
iJipeqi  rather  than  pubUc  or  independent 
bers."  One  potential  sore  spot  is  the 
ivi)oi|tc  board's  compensation  committee.  It 
^c  ia  chaired  by  William  R.  Shepard, 
r;  ob)  ider  and  president  of  Shepard  Inter- 
hairn  onal  Inc.,  a  futures  brokerage.  He  did 
'r,m  return  phone  calls.  The  other  mem- 
:^;M ;  are  a  floor  broker,  the  head  of  a  trad- 
iiani  company,  and  former  Agriculture 
3.5 1  retary  Daniel  R.  Ghckman.  Compen- 
'  nufli  on  is  a  hot  topic  at  the  board,  in  light 
ttiBOl  iIcNult/s  lucrative  pay  package,  de- 
mi  :d  by  a  previous  pay  panel,  in  which  he 
Vorbo !  $1.8  million,  plus  an  option  package 
epend  led  at  over  $66  million. 

■.J  WATER 

ruff  CRITICS,  THE  FACT  that  brokerage 
s  such  as  Shepard  are  considered  in- 
s>  endent  directors  is  absurd.  "It  raises  a 
St  )f  red  flags,"  says  Ann  Yerger,  deputy 

',leiD  ctor  of  the  Council  of  Institutional  In- 


Reform  is 
coming. 
Regulators 
will  likely 
make  sure 
ofit 


vestors.  Also  troubling  to 
critics  is  that  ostensibly  in- 
dependent directors  seem 
burdened  with  glaring  con- 
flicts of  interest.  Former 
Chairman  Melamed  is  paid 
$200,000,  plus  $150,000 
for  expenses,  as  a  "senior 
policy  adviser"  to  the  ex- 
change board.  Likewise, 
board  member  Sandner  is  a 
"special  policy  adviser,"  for 
which  he  gets  $200,000  a 
year,  plus  meeting  fees. 

Both  men  play  big  roles  in  governance 
at  the  exchange.  Sandner  chairs  the 
Merc's  governance  committee,  which 
also  includes  Melamed.  The  ex-Merc 
chairman,  a  renowned  figvu"e  in  Chicago's 
market,  is  in  some  hot  water  because  of 
his  conflicting  roles.  The  Merc  is  being 
sued  by  a  former  executive,  Lewis  C.  Ting, 
who  says  his  governance  recommenda- 


tions were  disregarded.  In  the  suit,  Ting 
says  he  was  wrongly  fired  in  part  because 
he  complained  to  Merc  executives  that 
board  members  routinely  "engage  in 
practices  designed  to  compensate  them- 
selves and  their  fHends  at  the  expense"  of 
the  Merc.  The  suit  cites  Melamed's  ex- 
pense allowance  as  an  example.  Ting 
blames  Melamed  for  his  firing,  saying 
Melamed  resisted  changes  in  corporate 
governance  that  were  championed  by 
Ting.  The  Merc  declines  comment  on  the 
suit  as  does  Melamed,  who  says  he  trades 
only  for  his  own  account. 

DRAMATIC  CHANGE 

SUCH  COZY  PRACTICES  MAY  be  in  jeop- 
ardy. The  CFTC,  which  oversees  the  Merc 
and  other  futures  exchanges,  has  put  all 
such  self-regulatory  organizations 
(SROs)  under  a  microscope.  Asked  about 
the  apparent  conflicts  at  the  Merc,  a 
spokesman  says  CFTC  Chairman  James 
E.  Newsome  directed  his  staff,  in  May,  to 
review  "the  roles,  responsibilities,  and 
capabilities  of  SROs."  He  added  that  SRO 
governance  is  one  element  of  the  review, 
which  should  be  finished  by  yearend. 

Even  without  pressure  from  the 
CFTC,  the  Merc's  governance  practices 
are  ripe  for  scrutiny.  "It's  not  a  private 
club  anymore,"  says  Nell  Minow,  editor 
of  The  Corporate  Library  LLC,  a  research 
firm  that  tracks  governance  issues.  She 
argues  that  a  board  that  appears  to  be 
run  by  and  for  traders  isn't  serving  the 
public.  Donohue  says  changes  are  com- 
ing. He  notes  that  the  Merc  board  has  al- 
ready changed  dramatically,  that  it  is 
half  its  pre-IPO  size,  and  that  13  direc- 
torships could  be  filled  by 
completely  unaffiliated 
folks  over  time.  Adds 
Glickman:  "The  board  is 
going  to  have  to  bring  in 
more  outside  directors  as 
time  goes  on." 

Melamed  insists  that  he 
and  his  fellow  directors  are 
already  models  of  propri- 
ety. "We  have  been  jealous- 
ly independent,"  Melamed 
says.  His  job  at  the  Merc, 
he  says,  is  as  a  "thought 
leader."  There's  no  denying  that 
Melamed  is  one  of  the  smartest  men  in 
the  world  of  finance.  But  as  an  another 
bright  man  by  the  name  of  Dick  Grasso 
can  attest,  it  takes  more  than  brainpow- 
er to  satisfy  the  gods  of  corporate  gover- 
nance nowadays.  II 

-By  Joseph  Weber  in  Chicago,  with 
Gary  Weiss  in  New  York  and  Amy  Borrus 

in  Washington 
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CRIME  SCENE 

Ammon  was 
found  in  his 
Hamptons 
mansion  in 
October.  2001 


A  Murder  Mystery, 
A  Money  Mess 

Behind  the  nasty  fight  over  what's  left  of 
Ted  Amnion's  millions.  BYMARCIAVICKERS 


ABASHING,  HIGHLY  Suc- 
cessful Wall  Street  finan- 
cier is  murdered  just 
days  before  he  is  due  to 
complete  an  acrimo- 
nious divorce  firom  his 
wife.  The  wife  inherits 
almost  everything  and  soon  marries  her 
boyfriend,  an  electrician  who  has  served 
several  jail  terms  and  has  stated  publicly 
that  he  is  a  target  of  the  murder  investi- 
gation. Less  than  two  years  later,  the  wife 
dies  of  cancer— and  now  a  batde  is  brew- 
ing over  her  will. 

As  the  saying  goes,  you  just  can't  make 
this  stuff  up. 

Almost  two  years  after  the  murder  of  R. 
Theodore  Ammon,  the  crime  has  yet  to  be 
solved.  It  is  an  incredibly  sordid,  complex 
saga.  But  just  as  murky  are  the  financial 
questions  left  in  the  wake  of  the  killing  of 
Ammon,  a  52-year-old  former  Kohlberg 
Kravis  Roberts  &  Co.  partner  and  chair- 
man of  Jazz  at  Lincoln  Center.  How,  for 
example,  did  Ammon's  assets— worth  an 
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estimated  $200  milhon  at  the  peak  of  his 
career— dwindle  to  $34  million  by  the 
time  his  estranged  wife,  Generosa  Am- 
mon Pelosi  died?  What  has  happened  to 
the  Ammon  Foundation,  the  charity  that 
has  been  virtually  inactive  since  its 
founder's  death?  And  what  about  the 
lawyers  who  will  now  ex- 
ercise almost  unfettered 
control  over  both  the 
foundation  and  the  trusts 
established  for  Ammon's 
13-year-old  twins? 

In  an  exhaustive  review, 
BusinessWeek  has  man- 
aged to  account  for  Am- 
mon's missing  millions, 
most  of  which  disappeared 
in  the  tech  stock  collapse  of 
2000.  But  the  investigation 
amplifies  questions  raised 
by  Ammon's  fiiends  over 
whether  the  remaining 
millions  will  be  used  as  he 
intended.  Under  the  wills 


GOLDEN  BOY  Ammon 

was  something  "out  of  a 
Fitzgerald  novel,"  says  a  pal 


of  Ammon  and  his  wife,  the  foundation 
due  to  receive  about  $40  milhon  now  th 
Generosa  has  died. 

Some  friends  of  Ammon  are  surpris 
at  the  central  role  his  wife  created  for  h 
two  lawyers,  Michael  G.  Dowd  and  G< 
ard  J.  Sweeney.  Both  Dowd  and  Sween 
began  representing  her  just  after  the  mi 
der.  Despite  the  brevity  of  this  relatic 
ship,  Generosa's  deathbed  will  names  t 
lawyers  executors  of  her  estate  a 
trustees  for  the  Ammon  children,  a  s 
and  daughter  adopted  from  the  Ukraii 
The  will  also  names  Dowd  and  Sween 
sole  trustees  of  the  Ammon  Foundatio 
These  multiple  roles  create  the  pote 
tial  for  a  rich  stream  of  fees  for  the  f 
lawyers.  Usually,  a  will  names  one  exec 
tor  who  collects  a  standard  commissior 
about  $1  milhon  on  an  estate  the  size 
Generosa's— estates  experts  say.  Yet  bf 
Dowd  and  Sweeney  are  named  execute 
and  Dowd  confirms  that  each  will  coll 
a  one-time  commission 
as  much  as  $1  millii 
That  arrangement  is  le§ 
but  it  has  raised  e; 
brows.  "It  seems  a  bit  i 
usual,"  says  R.  Edw? 
Townsend,  a  Manhati 
estate  attorney. 

As  trustees  for  the  4 
million  Generosa  left 
the  twins,  the  lawyers « 
also  legally  collect  1% 
the  estate's  income  ei 
year,  plus  1%  of  the  prir 
pal  every  time  a  distril 
tion  is  made  to  the  tw) 
Those  sizable  fees  wo 
last  imtil  the  children 
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50  years  old— a  provision  Generosa  insist- 
ed upon,  according  to  a  source  familiar 
with  the  will.  Says  Dowd:  "I  would  guess 
we  would  both  be  collecting  commissions 
[as  executors].  I  don't  know  if  we  are  both 
collecting  fees  as  trustees."  Sweeney 
would  not  comment  on  the  record.  Dowd 
and  Sweeney  could  also  earn  annual  fees 
as  trustees  of  the  Ammon  Foundation. 

Daniel  Pelosi,  the  electrician  whom 
Generosa  married  after  Ammon's  death, 
is  challenging  his  estranged  wife's  will. 
He  received  $2  milhon  under  a  post-nup- 
tial agreement  but  was  not  n<uned  in  the 
wdll.  His  estates  attorney,  James  Spiess, 
claims  Dowd  and  Sweeney  "exerted  un- 
due influence  on  [Generosa]  when  she 
was  on  her  deathbed"  and  that  her  signa- 
ture on  the  will  is  illegible.  Dowd  vehe- 
mendy  denies  this  and  says  cancer  had 
crippled  his  chent's  right  hand. 

Sweeney  and  Dowd  are  somewhat 
controversial  figures  themselves.  Dowd,  a 
Manhattan  attorney  who  has  represented 
several  women  accused  of  murdering 
their  husbands,  had  his  law  license  sus- 
pended for  four  years  in  1990  after  he 
confessed  to  doling  out  kickbacks  to 
Queens  (N.Y.)  poUticians  in  a  scheme  in- 
volving the  Parking  Violations  Bureau. 


The  scandal  impUcated 
Queens  Borough  President 
Donald  Manes,  who  subse- 
quendy  committed  suicide. 

Sweeney  has  been  a  legal  ^ 
bigwig  for  the  Queens  De- 
mocratic Party  since  the 
1980s.  For  years  he  has 
been  allowed,  by  court 
mandate,  to  collect  fees 
from  the  estates  of  all 
Queens  County  residents 
who  die  without  a  will  or 
survivors.  While  legal,  it's  a 
job  for  which  he  has  been 
widely  criticized.  "Sweeney 
makes  about  a  nuUion  a 
year  from  doing  this— de- 
spite being  in  private  practice  as  well," 
says  a  Queens  lawyer  who  asked  not  to  be 
identified. 

POWER  CROWD 

THE  TED  AMMON  MURDER  could  be  this 
century's  Stanford  White  tale.  On  Oct  22, 
2001,  die  handsome,  athletic  Ammon  was 
found  naked  and  bludgeoned  to  death  in 
his  $10  milhon  ivy-covered  East  Hampton 
manse.  Among  the  1,000  or  so  mourners 
at  his  fiineral  were  such  powerfiil  Wall 


The  laptop 
used  to  gain 
entry  the 
night  of  the 
murder  "was 
burned  in 
a  fire/'  says 
Generosrfs 
lawyer 


Streeters  as  KKR  Chairma 
Henry   R.    Kravis;   Apol. 
Management's  Leon  Blac 
investor  and  former  Depu , 
TVeasury  Secretary   Rog. 
Altman;    and    Quadrang 
Group  head  Steve  Rattm 
"Ted,  even  by  Wall  Stre 
standards,  was  an  excee- 
ingly  skillful  and  talent  r 
businessman,"  says  Altma 
"But  more  than  that,  he  w  i 
a  golden  boy,  the  most  i 
tractive   person   you   e\ 
met— out  of  a   Fitzgera 
novel." 

Although  never  a  leger. 
Ammon  was  a  prosperc 
and  energetic  presence  on  Wall  Street 
the  heady  '80s  and  '90s.  He  joined  KKR., 
1983  and  worked  on  the  finn's  signatt : 
deal,  the  1988  RJR  Nabisco  takeover. 
1990,  he  testified  against  jimk-bond  Id 
Michael  R.  Milken  on  KKR's  behalf. 

Ammon  was  only  the  second  partr 
ever  to  depart  KKR  voluntarily,  cashi  i 
out  in  1992  at  age  42  for  an  estimated  $.r 
milhon.  Shortiy  after,  he  founded  E; 
Flower  Press,  now  called  Vertis  Inc. 
highly  profitable  company  that  print) 
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irspaper  circulars.  He 

r  started  a  private- eq- 
firm,  Chancery  Lane 
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tures. 
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ng  money  away.  In 

8,  he  created  the  Am- 
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lerosa  as  co-trustee. 

donated  more  than  $1 

ion  to  Jazz  at  Lincoln 

ter  and  almost  $15 

ion  for  scholarships 

lima  mater  Bucknell 

versity,  the  school's 
'i^i  est  gift  ever.  "Ted 
ispa  I't  want  his  name  on 
^tK(  building.  He  was  in- 
iKK  ibiy  selfless,"  says 
m  knell  President  Stef- 
»V9  H.Rogers. 

mdl  ome     of    Ammon's    ^^^^^^^ 
^'    ids    say   they   were 
P^  )lexed  as  to  why  he  was  married  to 

eone  like  Generosa,  who  could  be 

ficult  even  in  the  best  of  times,"  says 
ided  They  married  in  1986.  In  later  years, 
^In  erosa  became  more  and  more  de- 
ipn   iding.  Convinced  he  was  having  af- 


ated 


Where 
Did  the 
Money 

Go? 

Wall  Streeter  Ted 
Ammon  was  once  worth 
as  much  as  $200  million 
before  his  murder.  But 
after  his  estranged  wife 
died  recently,  her  estate 
was  estimated  to  be 
worth  only  $34  million. 
Here's  what  happened: 

Numbers  are  estimates 


^100  MilHon 

Was  lost  in  the  NASDAQ  crash 

$32  Million 

Went  to  repay  J.P.  Morgan  Chase  loans 

$9  Million 

Went  to  fulfill  charitable  pledges  and 
cover  estate  fees 


$25  MiUion 

Went  into  a  trust  for  the  Ammon 
Foundation 


$34  Mimon* 

Went  to  estranged  wife,  Generosa 

*  Does  not  account  for  money 
Generosa  may  have  raised  or  spent 
after  Ammon's  death 


fairs,  in  1999  she  demanded  that  he  move 
with  the  family  to  Coverwood,  a  $6  mil- 
lion estate  Ammon  had  bought  in  Surrey, 
England,  say  friends.  "Ted  gave  in  to 
Generosa  until  he  couldn't  take  it  any- 
more," says  a  friend.  Once  the  couple 


separated,  she  had  him 
followed  by  a  private  in- 
vestigator, friends  say,  and 
began  dictating  his  time 
with  the  children. 

Some  months  before 
Ammon's  untimely  death, 
Generosa  had  taken  up 
with  Pelosi,  an  elfectrical 
contractor  she  had  hired  to 
supervise  the  renovation  of 
an  $8  million  Upper  East 
Side  townhouse.  More 
"dems  and  dose"  than 
debonair,  Pelosi  had  been 
arrested  numerous  times 
over  the  years  on  felony 
and  assault  charges  and 
served  three  jail  terms  for 
drunk  driving.  Pelosi  had 
installed  the  video-surveil- 
lance system  in  the  Am- 
mons'  East  Hampton 
house— equipment  that 
was  shut  off"  the  day  of  the  murder.  Pelosi's 
criminal  defense  lawyer,  former  John  Got- 
ti  defender  Gerald  L.  Shargel,  would  not 
comment  on  the  murder  investigation. 

After  the  murder,  Generosa  and  Pelosi 
wed  and  immediately  moved,  with  the 
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twins,  to  Surrey.  The  family  was  soon 
forced  to  return  to  the  U.S.  so  Pelosi  could 
serve  jail  time  on  Long  Island  for  drunk 
driving.  In  the  spring  of  2002,  Generosa 
learned  she  had  cancer.  She  died  on  Aug. 
22, 2003.  Days  later,  Pelosi  was  pictured  in 
the  New  York  Post  with  Generosa  next  to 
him  at  the  bar  at  the  Stanhope  Hotel— that 
is,  her  ashes  in  a  box.  He  had  ordered  their 
favorite  drinks,  Ut  a  cigarette  in  her  honor, 
and  stunmoned  a  photographer.  Generosa 
and  Pelosi  had  been  living  separately  for 
months  prior  to  her  death,  say  her  laviyers. 

MONEY  TRAIL 

THERE'S  NO  QUESTION  that  Ammon's  es- 
timated $200  million  fortune  dwindled 
considerably— perhaps  by  half— after  the 
NASDAQ  crash  in  March,  2000.  Ammon  in- 
vested in  numerous  Internet  startups  in  the 
late  '90s.  For  instance,  he  held  major  stakes 
in  Cais  Internet  Inc.,  which  went  bankrupt 
in  October  2001,  and  24/7  Real  Media  Inc., 
an  Internet  advertising  company. 

Ammon's  estate,  according  to  an  in- 
ventory filed  with  the  New  York  State  Sur- 
rogates Court,  was  valued  at  $97  million 
gross  shortly  after  his  death.  The  docu- 
ment, compiled  by  his  executors,  J.P. 
Morgan  Chase  &  Co.,  details  Ammon's 
assets  down  to  the  last  penny.  He  owned 
a  collection  of  vdnes  valued  at  around 
$154,000,  a  membership  in  the  Hamp- 
tons' Atlantic  Golf  Club  worth  $175,000, 
and  an  Aston  Martin,  a  Porsche  Carrera, 
and  a  BMW. 

But  Ammon's  estate  had  to  repay  $31.5 
million  to  J.P.  Morgan,  mostiy  for  a  loan 
that  fimded  his  private-equity  business.  He 
had  charitable  pledges  and  estates  fees  to- 
taling some  $9  million,  according  to  J.P. 
Morgan  sources.  Half  of  his  remaining  for- 
time  passed  to  the  Ammon  Foimdation. 
Although  Ammon  held  $40  million  in  life 
insurance  policies,  none  of  that  money 
passed  to  Generosa.  More  than  half  be- 
longs to  the  children  and  the  rest  to 
Chancery  Lane  Capital. 

Generosa  was  con- 
vinced Ammon  had  been 
hiding  millions  from  her 
because  of  the  divorce,  say 
friends.  And  J.P.  Morgan 
Chase  initially  took  the 
unusual  step  of  challeng- 
ing her  status  as  co-execu- 
tor of  the  estate  after  the 
murder.  J.P.  Morgan  even- 
tually gave  in,  deciding  "it 
was  ultimately  up  to  the 
courts  to  decide  whether 
[Generosa]  was  fit  to  ad- 
minister the  estate,"  says  a 
source  within  the  bank. 


POST-POST-NUP 

Pelosi  accepted 
$2  million  but  is 
now  challenging 
Generosa'swill 


The  Ammon 
Foundation 
appears 
to  have  been 
virtually 
dormant  smce 
Ted  Ammon's 
death 


Generosa  sold  off"  at 
least  $40  million  in 
real  estate  holdings 
in  less  than  a  year- 
some  at  a  loss.  She 
unloaded  Ammon's 
$26  milUon  interest  in  printing  company 
Moore  Corp.  (now  Moore  Wallace  Inc.), 
according  to  Securities  &  Exchange  Com- 
mission documents,  and  auctioned 
artwork— including  an  $85,000  Alexan- 
der Calder  sculptiire— for  a  total  of  at 
least  $2  million. 

An  orphan  who  grew  up  with  relatives 
and  in  foster  homes,  Generosa  had  no 
family  to  turn  to  when  she  learned  she  had 
cancer.  So  she  appointed  her  housekeeper 
as  the  twins'  guardian— a  move  that  has 
been  challenged  by  Ammon's  sister.  The 
court  recently  appointed  lawyers  to  look 
out  for  the  children's  share 
of  the  estate. 

The  twins'  lawyers 
would  not  comment  on 
the  record.  But  estates  ex- 
perts say  their  mother's 
wdll— signed  on  July  22,  a 
month  before  her  death- 
is  ripe  for  challenge.  Says 
William  P.  LaPiana,  a 
wills,  trusts,  and  estates 
professor  at  New  York 
Law  School:  "This  is 
shaping  up  to  be  a  classic 
will  contest.  The  chil- 
dren's lawyers  could  ar- 


gue, for  instance,  that  a  bank  would  be 
more  objective  trustee"  than  Dowd  ar 
Sweeney. 

Pelosi's  lawyers  are  also  poring  overt! 
vriU.  If  it  is  invalidated,  her  prior  wiU  wou 
be  enforced— and  that  left  almost  her  e 
tire  estate  to  Pelosi.  Meanwhile,  Pelosi  w 
recently  charged  with  second-degr 
grand  larceny  for  stealing  electricity 
rewiring  his  Long  Island  home.  Sharg 
says  Pelosi  has  pleaded  not  guilty. 

UNFULFILLED  PLEDGE 

AFTER  THE  WORLD  TRADE  Center  d 
aster  and  just  before  his  death,  Ammt 
made  a  pledge  to  the  nascent  Twin  Tc 
ers  "Tribute  in  Light"  project.  A  sour 
close  to  Ammon  doubts  the  pledge  w 
fulfflled.  A  project  spokesman  was  imal 
to  verify  the  gift  by  press  time. "  Generq 
seemed  almost  averse  to  giving  mon 
away,"  says  a  family  fiiend. 

The  Ammon  Foundation  appears 
have  been  dormant  since  the  murder, 
has  not  filed  any  Form  990s,  the  tax  i 
turn  nonprofits  must  complete  for  the  1 
temal  Revenue  Service,  according  to  t 
Foimdation  Center,  a  private  foundati 
researcher.  In  the  last  return  available,! 
the  year  ended  on  Nov.  30,  2000,  t 
foimdation  received  about  $1.7  miUion 
contributions  from  Ammon  and  gave  c 
$1.35  miUion,  primarily  to  Jazz  at  Linct 
Center,  leaving  it  -with  $450,000  in  asse 

The  foundation  is  now  set  to  rece 
about  $15  million  from  Generosa's  est 
and  $25  miUion  from  a  trust,  establist 
by  Ammon,  upon  Generosa's  deathj 
source  close  to  the  case  says  Dowd  a 
Sweeney  plan  to  preserve  the  founo 
tion's  assets  as  much  as  possible  until  i 
children  take  over  as  trustees  at  age 
"It's  too  early  to  talk  about  plans  for  t 
foundation,"  says  Dowd. 

Dowd  has  his  hands  fiill.  He  was 
centiy  forced  to  testify  in  front  of  a  Lc 
Island  grand  jury  about  the  laptop  co 
puter  that  was  used  to  gain  access  to 
security  system  at  the  Hamptons  hot 
the  weekend  of  Ammon's  murder.  Do 
admits  the  laptop  ended  up  in  his  fin 
possession  after  the  murder  but  say. 
"was  burned  in  a  fire." 

Ammon's  friends  are  concerned  ab 
the  fight  over  his  estate.  "You  hate  to 
so  much  of  what  Ted  worked  for  be  t 
gled  up  with  these  lawyers  and  potent 
ly  even  go  to  a  murder  suspect,"  says  c 
"It's  tragic." 

If  Ted  Ammon  were  alive,  he  woi 
likely  be  using  much  of  his  fortune  to  I 
ter  the  world,  say  friends.  These  days, 
money  doesn't  seem  to  be  doing  mi 
good  at  all.  ■ 
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THE  DOC  TO  BEAT? 

Dean  works 
a  Charleston 
crowd 


buth  Carolina 
Jiakeout 

Democratic  Presidential  contenders, 
future  maybe  decided  there 


Q. 
CL 

CD 
CD 

■ 
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f  Democrats  are  "running  scared" 
in  conservative  South  Carolina,  as 
retiring  Senator  Ernest  F.  "Fritz" 
Rollings  declared  this  summer, 
you  wouldn't  know  it  from  the 
number  of  Presidential  candi- 
dates popping  up  here, 
ator  John  F.  Kerry  announced  his 
acy  in  Charleston.  Senator  John 
ds  dropped  in  just  hours  after  he 
[y  threw  his  hat  into  the  ring.  For- 
reneral  Wesley  K.  Clark  made  the 
1,  the  famed  military  academy  in 
ston,  the  second  stop  of  his  Presi- 
tour.  And  Al  Sharpton  has  been 
o  often  that  one  minister  chuckled 
|ie  preacher  from  New  York  seemed 
to  open  a  church. 

are  all  these  candidates  wooing 
in  one  of  the  most  Republican-lean- 
ctoral  states  in  the  country?  The 
swer  is:  They  have  to.  Timing  and 
lusual  cross-section  of  voters  make 
Carolina  one  of  the  hottest  contests 
•  Democratic  poUtical  calendar.  Pri- 
nters go  to  the  polls  on  Feb.  3,  just 
he  bellwether  showdowns  in  Iowa 


and  New  Hampshire.  That  means  candi- 
dates who  come  up  short  in  those  two  ear- 
ly races  could  shore  up  their  standing  with 
a  comeback  in  the  Palmetto  State— and  try 
to  stop  a  potential  breakout  by  former  Ver- 
mont Governor  Howard  Dean. 

THE  JOBS  FACTOR 

SIX  OTHER  STATES  ARE  voting  on  Feb.  3 
—Arizona,  Delaware,  Missouri,  New 
Mexico,  North  Dakota,  and  Oklahoma. 
But  South  Carolina's  voter  demographic 
has  attracted  more  attention.  It  is  the  first 
contest  where  African  Americans— a  key 
element  of  the  Democratic  base— will 
make  up  a  sizable  chunk  of  the  electorate. 
At  the  same  time,  the  primary  is  open  to 
both  Republicans  and  Democrats,  so 
moderate-to-conservative  whites  will  be 
represented  as  well.  That  could  be  crucial 
if  the  many  military  retirees  and  other 
veterans  in  the  state  tvun  out  for  Clark, 
the  former  four-star  general. 

And  there  is  a  third  component  that 
makes  the  state  a  Utmus  test:  South  Caro- 
hna  has  been  slarruned  by  the  jobless  re- 
covery, with  some  46,000  manufacturing 
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Local  Roots.  Global  Reach. 
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AT  EASE  , 

Clark  VIS 
the  Citat 


THE  PRIMARY       ' 
TO  WATCH 

The  top  reasons  that  South  Carol  L 
is  a  litmus  test  for  many  Democrar 


1  TIMING  The  state's  Feb.  3  primary  f- 
comes  right  after  Iowa  and  New     |dci 
Hampshire.  It's  an  opportunity  for  '• ' 
candidates  who  didn't  do  well  in  the  earl> 
contests  to  stage  a  comeback.  I- 


2  DEMOGRAPHICS  It's  a  diverse 
mix  of  voters,  with  a  high 
percentage  of  African  American 
voters  and  moderate-to-conservative  whjjip 
particularly  military  veterans. 


iitt 

-       n 


3 


ECONOMICS  The  state  is  hemorrhc 
ing  manufacturing  and  textile  jobs 
microcosm  of  national  trends. 


Dea, 

ai"tc 


jobs  disappearing  since  George  W.  bm 
—who  broke  the  Republican  insurg  maiii 
of  Senator  John  McCain  here  in  2C : 
became  President.  i 

Surveying  this  unusual  mix  of  iai;: 
and  demographics,  most  top  Demo(  g;  - 
hopefiils  see  a  way  to  win  the  state,  e 
for  some,  a  win  wQl  be  essential  if  th  : 
to  remain  viable.  "Every  campaign  i  k:.: 
position  where  they've  either  gotta  ^hi•• 
or  they  have  to  work  really  hard  be<  fejf 
they  might  gotta  vdn,"  says  Dean  rejfe 
paign  manager  Joe  Trippi.  h  i:; 

That's  particularly  true  for  Edw  witr], 
the  front-runner  in  the  state,  with  iChari 
support,  according  to  a  SepL  :\ 
American  Research  Group  poll.  .._ 
freshman  senator— who  likes  to  re  i^tr 
South  Carolinians  he  was  bom  hei  ht ; 
running  tv  spots  almost  daily  but  ait', 
from  having  the  race  sewn  up:  Nearl  ihr^- 
of  voters  say  they're  undecided.        \k^ 

That  could  create  an  openin]  Bf<-  - 
Clark.  His  Arkansas  roots  and  mi  a  r ; 
record  could  be  a  powerful  draw  for  B|:  ; 
of  the  450,000  veterans  and  active  D^r ; 
tary  personnel  in  South  Carolina.  K{ 
banking  that  his  war  record  can  app  i . 
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;m,  too.  And  if  Kerry  loses  New  Hamp- 
re  to  Dean,  a  strong  showing  in  Dixie 
ht  be  imperative. 

OPULIST  CHORD 

I SHARPTON,  a  long-shot  candidate  at 
;t,  South  Carolina's  large  turnout  by 
ican  Americans— who  account  for 
haps  half  of  primary  voters— gives 
his  best  opportunity  to  amass  dele- 
support  and  clout  at  next  July's  Dem- 
atic  convention.  Former  House  Mi- 
ty  Leader  Dick  Gephardt  thinks  his 
nomic  populism  and  protectionist 
koric  will  strike  a  chord  v^ith  laid-ofF 
tile  workers. 

And  Senator  Joe  Lieberman  is  hoping 
centrist  message  vvdll  play  well  with 
ite  moderates.  He  also  will  try  to  ex- 
it his  appeal  to  blacks  who  still  regard 
Florida  recount  of  2000  as  a  willful 
enfranchisement  of  their  community 
i  to  churchgoing  African  Americans 
o  appreciate  his  closely  held  religious 
iefs.  Playing  the  reUgious  card  does  in- 
i  awkward  moments,  though.  While  he 
s  attending  Sunday  services  at  the 
^rris  Brown  African  Methodist  Episco- 
Church   in   Charleston   last   May, 
berman,  an  Orthodox  Jew,  was  asked 
eatedly  by  the  leader  of  the  gospel 
)ir  if  he  loved  Jesus.  The  Senator  just 
)t  swaying  to  the  music. 
Dean  appeared  at  the  same  church  on 
;.  3  as  part  of  a  national  "Generation 
an"  toiu".  The  plain-talking  pol  raised 
I  brows  when  he  said  in  February  that 
would  campaign  among  Confederate- 
fl-waving,  pickup- driving  Southerners 
ause  their  dire  economic  conditions 
de  them  natural  targets  for  the  Demo- 
oijtic  message.  In  Charleston  and  at  the 
eirch,  he  deUvered  a  toned-down  ver- 
Jia  of  that  line.  "South  Carolina  has  vot- 
"i|Republican  for  30  years,"  he  shouted. 
i\jil  me  what  you  have  to  show  for  it." 
t^lven  some  of  Dean's  ardent  supporters 
1  re  skeptical  about  how  that  would  fly 
h  most  South  Carolinians.  "I  don't 
IV  )w  if  they'll  take  too  kindly  to  it,"  chor- 
ii  1  Charlie  Gaddy  of  Rock  Hill,  who  viith 
:!  wife  drove  three  hours  to  see  Dean, 
it  the  economy  is  so  bad  that  maybe 
pie  will  at  least  listen." 

e,  says  Emory  University  poUtical 

intist  Merle  Black,  they  may  Usten,  but 

th  CaroUna  voters  are  unlikely  to  flock 

ean.  "If  [he]  wins  Iowa  and  New 

pshire,  I  think  South  Carolina  could 

a  place  for  another  candidate  to 

erge,"  says  Black.  Naturally,  almost  all 

jDean's  rivals  are  spinning  fantasies 

lut  who  that  person  might  be. 

app  -By Alexandra  Starr  in  Charleston,  S.C. 
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What's  the 
take-home 
ff     value? 


That's  the  first  question  you  ask  before  investing  in  executive  education. 
You  want  a  practical  benefit  that  you  or  your  team  can  use  back  in 
the  office. 

IMD  works  closely  with  more  than  1 50  of  the  world's  leading  companies 
in  our  Learning  Network  to  identify  current  business  issues  and 
translate  them  immediately  into  practice  oriented  learning  material. 

You  will  leave  IMD  with  fresh  ideas  to  implement  new  strategy  and 
solutions  immediately  for  your  company. 

IMD  is  firmly  planted  in  the  Real  World,  to  deliver  Real  Learning. 

For  more  details  about  the  "take-home  value"  of  each  of  our  19  open 
programs,  see  www.imd.ch/bwu 


Rail  Wartd.  RmlUamm^ 


IMD  is  regularly  rated 
one  of  the  world's  top 
business  schools.  It  is  trul; 
international;  each  year 
more  than  5.000  manager: 
of  70+  nationalities 
attend  programs  at  all 
levels  of  responsibility. 


Chemin  de  Bellenve  23 
PO  Box  915 
CH-1001  Lausanne 
Switzerland 

TeL+'il  21  618  03A2 
Fax: +A1  21  618  07  15 
E-mail:  info@imd.ch 


Carly  Kipp,  Blackfeet.  Biology 
major,  tutor,  mom,  pursuing  a 
doctorate  in  veterinary  medicine, 
specializing  in  large-animal 
surgery.  Like  many  tribal  college 
graduates,  she  plans  to  stay 
on  the  resenation.  Economists 


project  that 


every  dollar 


COLLEGE  FUND(> 


of  their  incomes  will  turn  over  two  and 


a  half  times.  For  more  on  tribal  colleges, 


ca8  800.776.3663  or  go  to  coilegefund.org. 
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ANTICIPATE    >    ANALYZE    >    ACT 


MAKE     AN      IMPACT 


>  Full-Time1?iilWPA 

>  Flex-Time  M'&X 

>  Flex-Mode  MB^/^ 

>  Executive  Education 


LEADERSHIP  IN  ACTION 

Tony  Muscoto,  Carnegie  Mellon  MBA-  1987 

H.J.  Heinz  Compony 

Managing  Director,  European  Foodservice 

With  tours  in  marketing,  sales  and  operations  in  the 
U.S.  and  Europe,  Tony  Muscato's  success  in  discovering 
"what's  next"  has  delivered  high-impact  results  for 
global  food  giant  H.J.  Heinz.  Carnegie  Mellon  primed 
his  mind  to  tackle  the  food  industry's  most  complex 
challenges.  As  part  of  a  multi-billion  dollar  management 
team,  Tony's  credo  remains:  Make  every  day  count. 
Wear  your  passion  on  your  sleeve.  Lead  by  example. 

WWW. cmu.edu/mba 
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Professionals  who  are  serious  about 

moving  ahead  in  their  careers  know 

that  advanced  education  is  the  key  to 

opening  new  doors. 
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Rigor  and  Relevance. 
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Indiana  UNivERSin 

KEllET 

School  of  Business 
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Our  Executive  MBA  program  expands  your  horizons 

through  courses  taught  by  the  Kellogg  School 

of  Management's  internationally  acclaimed  faculty, 

who  provide  research-based  thought  leadership 

across  all  disciplines.  Held  on  weekends, 

our  two-year  program  allows  you  to  earn  an  MBA 

without  interrupting  your  professional  career. 

Programs  start  in  January  and  September  For  more  information. 

visit  our  Web  site  at  wwm.kellogg.northwestern.edulemp: 

email  us  at  emp@kellogg.northwestem.edu:  or  call  us  at  847.467.7020. 


^Keflogg 

SclnH>l  oi  Man.ij;emonl  C^^C^^ 


Northwestern  University  is  nondiscriminatory  in  its  admissions  policy. 


Earn  your  MBA  online 

from  one  of  the  nation's  top  business  schools. 

Indiana  University's  Kelley  School  of  Business  offers  a  part-time, 
distance  learning  MBA  program  that  gives  students  the  opportunity 
and  convenience  to  complete  coursework  online  from  home,  work, 
or  any  remote  location. 

Courses  are  taught  by  the  same  vy^orld-renowned  faculty  who  teach 
in  Kelley's  prestigious  full-time  and  part-time  MBA  programs. 

Quality.  Value.  Convenience. 

For  more  information  about  our  programs,  call 
(317)  278-1566  or  visit  our  Web  site:  kdirect.iu.edu. 

Online  MS  degrees  in  Finance,  Global  Supply  Chain  Management, 
and  Strategic  Management  are  also  available. 

kdirect.iu.edu 


STANFORDl 


I  ^    GRADUATE  SCHOOL  OF  BUSINESS 

EXECUTIVE  EDUCATION 

Change  Lives, 

Change  Organizations,    ^^ 

Change  the  World 
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General  Management 

Financial  Management 

Leadership  and  Strategy 

Marketing        I 

Negotiation 


z.^  ^ 


Nonprofit  ^y  ? 


Technology  and  Operations 

Custom  Programs 

Stanford  Sloan  Master's  Program 


r  •    ^v^:*^ 


ill 
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866.642.2205  ({oil  free,  U.S.  only)  or  650.723.3341  •  Stanford,  California 
^'V.executive^educatioa^gsb. stanfotd.edu     |-«e  ■  ,. . 
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1  3.m  making  big  strides 
on  my  MBA  without 
losing  a  step  at  work. 


In  class  or  online, 
UMUC  helps  you 
earn  the  MBA  you 
need  to  succeed. 
Call,  log  on  or  e-mail 
us  to  learn  more. 

•  32-month  MBA 

•  21 -month 
Executive  MBA 
available  in  classes  in 
the  DC  Metro  area 

•  Financial  aid 
and  scholarships 
available 

•  No  ORE  or 
GMAT  required 


University  of  Maryland 
University  College 


800-888-UMUC 

umucedu/mba 
bpbwk^info.uinuc.edu 


OUR  MBA  GRADUATES 
MAKE  ALL  KINDS  OF  MONEY. 


THUNDERBIRD  With  a  Thunderbird  MBA  in  International 

|u|  PA  Management,  your  ambitions  could  lead  you 

INTERNATIONAL  to  almost  any  corner  of  the  world.  Based  on 

MANAGEMENT 


a  philosophy  we  call  Borderless  Business 
Thinking,  the  program  can  give  you  a  real  competitive 
advantage.  And  as  the  No.l  school  of  international 
management,'  no  one  is  better  quahfied  to  offer  it.  Visit 
www.thunderbird.edu.  This  is  where  the  world  comes 
to  learn  business  and  business  comes  to  learn  the  world. 


'http://www.usnews.com/usncws/edu/qrad/ 
rankings/mba/brief/mbasp5_brief.php 


THUNDERBIRD 
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COLUMBIA 
BUSINESS 
SCHOOL 


Learning  tha 


erformance® 


Columbia  Executive  Education 

We  set  the  global  Standard  for  success — for  individ- 
uals and  organizations.  Cutting-edge  program  designs 
and  an  active  learning  approach  create  a  results- 
oriented  environment  unmatched  in  the  world.  Our 
commitment  to  our  clients'  needs  has  helped  us  to 
achieve  the  #1  ranking  in  executive  education  for 
four  consecutive  years  (Financial  Times,  2000- 
2003).  We  give  you  the  ideas  and  tools  you  need  to 

power  your  performance. 

UPCOMING  COURSES 


Fundamentals  of 
Management:  Highlights 
of  an  MBA 

[May  16-27:  Tokyo,  Japan 
June  13-25] 

The  Columbia  Senior 
Executive  Program 

[June  27-July  23] 


Finance  and  Accounting 
for  the  Nonfinancial 
Executive  [December  1-5] 

Leading  and  Managing 
People  [December  7-12] 

Marketing  Management 

[December  14-19] 

Executive  Development 
Program:  The  Transition 
to  General  Management 

[May  2-14] 


WWW.Q8B.C0LUMBIA.EDU/EXECED 
800.692-3932 
212-854-3395 


Accountability  and  ethical 
business  practices  mav  be  the  /fe 
new  focus  of  the  business  world.  I^m 
but  at  Pepperdine  University,  I  I 
thev Ve  alwavs  been  the  mainstav  }  ^'^j 
of  our  curriculum.  Beginning  in  X^ 
1969,  Pepperdine  pioneered  MBA 
education  for  executives  based  on  these 
very  principles.  In  fact,  our  P^xecutive 
MBA  Program  has  been  recognized  as  a 
national  leader  in  teaching  both  strategy' 
and  business  ethics. 

So,  although  this  new  way  of  doing 
business  certainlv  isn't  new  to  us,  there 


N.        are  some  things  about  Pepperdine  | 
^^'^X     that   may  be   new  lo  you.   For  - 

A     example,  our  nationally  rankeci  V 

'\  \iiiz 

J    I     MBA  Programs  are  customized  us 

-^  J  for  executives,  fulh"  emjDloved 
y^  prolessionals  and  lull-time  stu- 
dents, hi  addition,  Pepperdine  offei 
flexible  weekend  and  evening  classes  in 
Xorthern  and  Southern  California  and 
highh'  respected  professors  with  real-world 

ftir 

experience.  Contact  Pepperdine  l'ni\ersil>  ,^ 
today  to  join  your  peers  in  an  environment, A 
that  elevates  today's  business  leaders  and 
shapes  the  business  leaders  of  tomorro\\'« 


PEPPERDINE  UNIVERSITY 

Graziadio  School  of  Business  and  Management 

The  New  World  of  Business  Is  Here: 


Call  1-800-488-8616,  ext.  100  or  visit  \\^\Av.Bschool. peppcrdine.edu 


W.  p.   CAREY 


SCHOOL  o/  BUSINESS 

Delivering  education  choices  for  today's 

executives  and  tomorrow's  leaders 

The  second  largest  single  gift  given  to  a  U.S. 
business  school  continues  the  momentum  of 
the  nationally  ranked  W.  P.  Carey  School 
of  Business. 

W.  P.  CAREY  MBA 
°  Executive  Program 
°  Corporate  Program 
°  Evening  Program 

EXECUTIVE  EDUCATION 
°  Supply  Chain  Management 
°  Accelerated  Leadership  Development 
°  Onhne  and  Classroom  Solutions 


University  of  California 

Berkeley 

Haas  School  of  Business 
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COLUMBIA 
BUSINESS 
SCHOOL 


BERKELEY-COLUMBIA   EXECUTIVE    MBA 


2  Top  Business  Schools 
+  2  World-Class  Campuses 
+  2  Global  Networks 


It  adds  up  to  1  extraordinary 
Executive  MBA  program. 


.    \Riz()NA  State 
ize'i  University 


^^. 


The  Power  of  Twi 


JscJiSaa*^; 


or  visit  www.berkeley.columbia.edu 


CAREER  BOREDOM  OR 


XECUTIVE 
BOARDROOM? 


eVry  University's  Keller  Graduate  School  of  Management  is  a  fast,  flexible 
|ay  to  earn  your  Master's  Degree  and  take  ttie  business  world  by  storm. 

Master's  Degree  programs  you  can  complete  in  less  ttian  two  years 
at  any  of  our  58  nationwide  locations 

Business-relevant  instruction  from  faculty  with  real-world  experience 

Personal  guidance  from  course  selection  to  career  development 

Convenient  course  schedules,  online  or  onsite 


See  your  career  from  a  new  position. 
Call  now.  1-888-KELLER-8 


www.kelleredu 


V  lliiiversiy  Acciedltc'd  iiy  ttK  HKjhn  Leamiiiii 
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Keller    /  . 

(iraduate  School 
of  Management 

of  IVWy  IJnivvfKitv 
YOUR  BEST  CAflEED  MOVE 
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Anderson 

JSchool  of  Management 


Transform 
your 

future 


Leading  organizations  and  executives  worldwide 
choose  UCLA  to  deliver  a  truly  global  perspective 
on  leadership,  management  and  teamwork. 
Maximize  your  competitive  advantage  through  our 
top-ranked  MBA  and  Executive  Education 
programs. 

EXECLfTIVE  EDUCATION  PROGRAMS:  (310)  825-2001 

execed@anderson.ucla.edu 

EXECUTIVE  MBA:  (3 10)  825-2032 

emba.admissions@anderson.ucla.edu 

FULLY-EMPLOYED  MBA:  (3 10)  825-2632 

femba.admissions@anderson.ucla.edu 

MBA:  (310)  825-6944 

mba.admissions@anderson.ucla.edu 


www.anderson.ucla.edu 
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COMPANY        INFORMATION 

For  more  informatioii  on  the  companies  in  this  directory,  you  can  select  from  the  two  easy  options  hstetl  below  through  BizLink. 

Companies  will  be  found  in  the  October  20,  2003  issue. 


BizLmk 

www.businessweek.com/BizLink 


1.  Arizona  State  University-W.P.  Carey  School  of  Business 

2.  Baruch  College-Zicklin  School  of  Business 

3.  Bellevue  University 

4.  Capella  University 

5.  Carnegie  IVIellon  University 

6.  Columbia  Business  School,  Executive  Education 

7.  DeVry  University  Keller  Graduate  School  of  Management 

8.  Drexel  University-LeBow  College  of  Business 

9.  Duke  University  The  Fuqua  School  of  Business 

10.  Durham  Business  School 

11.  ESCP-EAP  European  School  of  Management 

12.  Fordham  University 

13.  Franklin  University 

14.  George  Washington  University 

15.  Georgetown  University-The  McDonough  School  of  Business 

16.  Grenoble  Graduate  School  of  Business 

17.  Henley  Management  College 

18.  IMD-lnternational  Institute  for  Management  Development 

19.  Indiana  University-Kelley  School  of  Business 

20.  Institute  de  Empresa 

21.  London  Business  School 

22.  Northwestern  University-Kellogg  School  of  Management 

23.  Pace  University-Lubin  School  of  Business 

24.  Pepperdine  University-The  Graziadio  School  of 
Business  &  Management 


Internet     You  can  request  information  and/or  link  directly  to  company 
websites  through  our  electronic  reader  service  program 
@  www.businessweek.com/BizLink 

Mail  Fill  out  the  attached  postage-paid  reader  service  card  and 

simply  drop  in  the  mail. 

25.  RDI  USA  Ltd.-University  of  Leicester 

26.  Rice  University-Jones  Graduate  School  of  Management 

27.  SMU-Cox  School  of  Business 

28.  St.  John's  University-The  Peter  J.  Tobin  College  of  Business 

29.  Stanford  Graduate  School  of  Business 

30.  Thunderbird-The  American  Graduate  School  of 
International  Management 

31.  UCLA-The  Anderson  School 

32.  Universiteit  Nyenrode-The  Netherlands  Business  School 

33.  University  of  California,  Berkeley,  Haas  School  of  Business 

34.  University  of  California,  Irvine-Graduate  School  of  Management 

35.  University  of  Cambridge-Judge  Institute  of  Management 

36.  University  of  Connecticut  School  of  Business 

37.  University  of  Delaware-Alfred  Lerner  College  of 
Business  &  Economics 

38.  University  of  Houston-Bauer  College  of  Business 

39.  University  of  Maryland  University  College 

40.  University  of  Rochester-Simon  Graduate  School  of  Business 

41.  University  of  Texas  at  Austin-McCombs  School  of  Business 

42.  University  of  Texas  at  Dallas  School  of  Management 

43.  Vanderbilt  University-Owen  Graduate  School  of  Management 

44.  Webster  University-School  of  Business  and  Technology 

45.  Wharton-University  of  Pennsylvania 
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Online  MBA 


ONE  OF  THE  lOP  ID 
HOSTHFEORDflBEEl 

The  Bellevue  University  Online  MBA  is  on  Selling  Power's  list 
of  the  "Top  10  Most  Affordable  Online  MBA  Degrees".  While 
affordable,  our  online  MBA  rated  high  on  quality  too,  plxing 
among  the  "Top  50  Online  MBA  Programs  in  America". 

Quality,  affordabilit)',  and  real  learning  online  -  that's  what 
you  get  with  the  Bellevue  University  MBA. 

Enroll  today:  1-877-299-0009 


BELLEVUE 

UNIVERSITT 


Real  Learning  for  Real  Life. 

lu  uJUi.bellevue.edu/info/buslness 

levue  University  is  accredited  by  Ttie  Higtier  Learning  Commission,  a  member  of  the  Nortti  Central  Association 
ol  Colieges  and  Schools  (NCACS)  •  30  North  LaSalle  Street,  Suite  2400  •  Cnicago,  Illinois,  60602-2504, 
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UC  Irvine  MBA 


Ranked  5th  in 

Intellectual  Capital 

by  BusinessWeek 


Imnnerse  yourself  in  an 
innovative  curriculunn, 
and  acquire  the  skills 
you  need  for  success. 

•  Cutting  edge  courses 

•  Career-focused  programs 

•  World-renowned  faculty 

•  Programs  for  full-time, 
part-time,  executive  and 
health  care  specialists 


UCIrvine 

Graduate  School  of  Management 


For  more  information  call  (949)  824-4622  or  visit 

www.gsm.ucl.edu/go/programs 


You  can  now  earn  a  top 
international  MBA  while 
you  work 

Valuable:  fully  accn 

Flexible:  study  when  ailU  Ulieile  it  suits  you 

•  Affordable:  full  tuition  fees  of  $  1 0,200 
with  payment  plan  options 

•  Achievable:  over  95%  graduation  rate 

•  Accessible:  range  of  access  programs 
also  available 

Put  your  trust  in  a  world  leader  in  distance 
learning  education 

Visit  www.rdiworldwide.com/usa     / 
today  or  call  1-800-874-5844 
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NNOVATION 
AND 

EXCELLENCE 
IN  GLOBAL 
THINKING 


London  Business  School  is  one  of  the  pre-eminent  global  business 
schools.  We  are  internationally  recognised  for  nurturing  talent  in  a 
multinational,  multi-cultural  learning  environment.  Our  world-class 
faculty,  programme  participants  and  alumni  are  the  catalysts  to 
creating  a  stimulating  and  challenging  'hot  bed'  of  ideas,  where 
leading  edge  business  theory  encourages  creative  thinking. 

MBA 

21  months  full-time.  More  international  than  U.S.  counterparts.  More 
rigorous,  deeper  and  challenging  than  shorter  European  alternatives. 

MASTERS  IN  FINANCE 

10  months  full-time,  21  months  part-time.  Rigorous,  practical  and 
career-oriented  -  this  programme  is  widely  regarded  as  the  pre-eminent 
postgraduate  qualification  for  finance  professionals. 

SLOAN  FELLOWSHIP 

10  months  full-time.  General  management  degree  designed  to  prepare 
highly  experienced  professionals  and  managers  for  the  most  senior 
positions  in  international  business  and  industry. 

EXECUTIVE  MBA 

24  months  part-time.  Facilitates  the  integration  of  an  intensive 
management  education  with  a  successful  career. 

EMBA-GLOBAL 

20  months  part-time.  Innovative  joint  venture  with  Columbia  Business 
School.  Classes  alternate  between  New  York  and  London. 

EXECUTIVE  EDUCATION 

Custom  and  open  enrolment  programmes;  focussing  on  general 
management,  strategy,  leadership  and  financial  management. 
Transforming  successful  executives  into  inspiring  business  leaders. 
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London  Business  School 
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|uper-Radar, 
one  Dirt  Cheap 

adar  system  that  uses  ubiquitous 
[-phone  signals  is  on  its  way 


gH  NY  TECHNOLOGY  CAN 

^^^  be  a  two-edged  sword. 
V^^  Cell  phones  are  a  good 
f  ^^k  example.  They're  clearly 
■■^^^  a  great  convenience, 
^^^^^  even  a  life-saving  tool 
^^^  during  natural  disasters 
medical  emergencies.  And  they 
d  save  many  more  lives  under  the 
ai  Communications  Commission's 
iced  911  mandate,  which 
es  that  cell  phones  relay 
precise  locations  to  911 
cors. 

some  people  are  ap- 
I  that  their  cell  phone  will 
s  give  away  where  they 
hat  makes  it  possible  to 
le  a  "road  map"  of  a 
movements.  So  imagine 
tcry  when  privacy  worri- 
am  that  cell-phone  sys- 
pan  be  used  to  locate  and 
a  car,  boat,  or  plane— 
f  no  one  inside  is  carrying 
less  phone.  But  outcry  or 
le  technology  seems  cer- 
3  be  deployed,  given  its 
d  civilian  and  mihtary 
ations. 

technology  is  called 
u,  from  "cellular"  plus 
r."  Under  development 
1997  at  Roke  Manor  Re- 
i  Ltd.  in  Romsey,  Eng- 
it  differs  from  conven- 

radar  in  several  key 
:ts.  When  radar  tracks 
for  air  traffic  con- 
s—or maps  the  surface 
us  from  a  space  probe— 
ame  set  of  equipment 
sends  out  radio  signals 
licks  up  the  returning 
s.  So  computers  can  easi- 


ly calculate  an  object's  distance  and  rela- 
tive size  based  on  how  long  it  takes  the  re- 
turning signals  to  bounce  back  and  how 
strong  they  are. 

In  contrast,  Celldar  takes  a  so-called 
passive  approach:  It  watches  and  inter- 
prets how  signals  from  cell-phone  base 
stations  interact  with  objects  such  as  cars, 
trucks  or  planes.  The  hardware  required 
for  this  is  much  simpler  than  existing 


radar  systems.  A  Celldar  prototype  built  in 
1999  consisted  of  a  PC  and  the  insides  of 
two  cell  phones,  and  cost  just  $3,000,  says 
Peter  Lloyd,  head  of  Roke  Manor's  Celldar 
program.  The  flip  side  is,  the  signal-pro- 
cessing software  is  complex:  It  must  allow 
for  the  varying  travel  times  for  signals  be- 
tween two  or  more  cellular  base  stations 
and  a  Celldar  receiver,  as  well  as  the  times 
from  the  different  base  stations  to  the  tar- 
get. Lloyd  says  Roke's  clever  program  is 
based  on  "$10  million  worth  of  expertise 
in  writing  software"  for  cellular  systems 
and  mihtary  radars.  One  big  plus  to  the 
mihtary:  passive  radar  systems  are  invisi- 
ble to  anti-radar  weapons  because  they 
don't  have  their  own  transmitters. 

CeUdar's  implications  are  exciting— but 
also  troubling  to  some.  Even  though  the 
technology  can't  be  used  to  identify  cell- 
phone users,  since  it  "sees"  only  radio 
waves  echoing  off  hard  surfaces,  it  and 
similar  approaches  are  evolving  quickly. 
In  addition  to  Celldar,  which  is  sopping  up 
$1.5  million  a  year  for  development,  a 
dozen  other  passive-radar  projects  are  un- 
der way  in  the  U.S.,  Europe,  and  Asia.  As 
the  technology  bears  fruit,  it  should  give 
the  world's  poUce  and  homeland  security 


Turning  Cell 
Signals  Into  Radar 

Britain's  Roke  Manor  Research  is  developing 
a  PC-based  radar  system  that  might  cost  less 
than  $3,000.  Here's  how  "Celldar"  works: 


I 


The  world  is  now  enveloped  in  a  "soup"  of  radio  signals  from 
cell-phone  transmission  towers  i  .The  signals  are  continually 
bouncing  2  offcars,  planes,  boats,  and  other  objects,  just  like 
radar.  By  tuning  antennas  to  detect  two  or  more  of  these  echoes 
from  a  car,  software  on  a  laptop  3  can  plot  the  car's  location. 
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agencies  new  tools  for  monitoring  ship- 
ments of  illegal  weapons  and  drug  smug- 
gling operations.  Highway  officials  could 
gain  a  detailed  window  on  traffic  flows, 
helping  them  to  minimize  congestion.  But 
because  passive-radar  systems  could  be 
cheap  enough  for  hobbyists  to  buy— or 
cobble  together  themselves— the  technol- 
ogy could  also  become  the  next  fad 
among  people  who  own  police-radio 
scanners  or  who  enjoy  snooping  on  their 
neighbors'  comings  and  goings. 

This  month  marks  something  of  a  pas- 
sive-radar milestone.  In  late  October,  Roke 
will  show  off"  the  latest  Celldar  system  to 
officials  of  Britain's  Defense  Ministry  at  an 
army  exercise  on  the 
Salisbiuy  Plain.  During 
the  field  maneuvers, 
Celldar  wiU  detect  the 
movement  of  ground 
vehicles  and  determine 
whether  cell-phone  sig- 
nals are  bouncing  off"  a 
tank,  truck,  or  armored 
personnel  carrier. 

Also  in  late  October, 
radar  researchers  fi-om 
around  the  world  will 
gather  in  Seattle  to  discuss  recent  ad- 
vances, including  passive  systems  that  use 
FM  radio  or  TV  broadcasts  instead  of  cell- 
phone signals.  The  invitation-only  meet- 
ing will  be  hosted  by  John  D.  Sahr,  a  Uni- 
versity of  Washington  electrical  engineer. 
Since  1997  he  has  operated  a  passive-radar 
system  unshrouded  by  military  secrecy.  It 
harnesses  an  FM  station's  signals  to  study 
particles  in  the  ionosphere— the  top  layer 
of  the  atmosphere,  over  300  miles  up.  Sahr 
decided  to  go  with  passive  radar,  he  says, 
"because  it's  incredibly  cheap"— $20,000 
vs.  $25  million  for  a  comparable  active  sys- 
tem. "You  could  probably  do  an  amateur 
system  for  under  $5,000,"  Sahr  adds.  A 
system  for  small  airports  might  cost  as  lit- 
tle as  $15,000.  That's  important  because  of 
the  5,280  public  airports  in  the  U.S.,  only 
about  300  currently  have  radar. 

STRONG  SIGNALS 

Lockheed-Martin  Corp.  is  perhaps  the 
best-known  passive-radar  champion,  but 
others  include  Avtec  Systems,  Dynetics, 
and  ONERA,  the  French  counterpart  of 
NASA.  Lockheed-Martin's  system  is 
dubbed  Silent  Sentry.  Last  fall,  in  a  demo 
for  the  U.S.  Air  Force,  a  third-generation 
Silent  Sentry  radar  tracked  all  the  air  traf- 
fic over  Washington,  D.C.,  by  picking  up 
FM  and  TV  echoes.  Because  FM  and  TV 
transmissions  are  more  powerful  than 
their  cell-phone  cousins.  Silent  Sentry  can 
detect  planes  as  far  away  as  135  miles, 
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roughly  10  times  the  reach  of  an  individ- 
ual cell-phone  tower. 

However,  because  cell-phone  towers 
are  scattered  far  and  wide  in  many  coun- 
tries, an  airbom  Celldar  system  "could 
covertly  monitor  a  whole  country"  by  ffy- 
ing  along  its  borders,  says  Lloyd.  At  the 
Seattle  meeting,  Roke  Manor  and  British 
aerospace  giant  BAE  Systems,  which 
signed  on  as  a  Celldar  partner  in  July, 
2002,  v^dll  reveal  details  on  their  progress 
toward  systems  for  small  robot  spy 
planes  as  well  as  Airborne  Warning  & 
Control  Systems  (AWACS).  With  BAE  on 
board,  Lloyd  declares,  "we  could  field  an 
AWACS  model  in  two  years." 

That  claim  prompts 
some  skeptical  head- 
scratching  by  Benjamin 
J.  Slocumb,  a  senior  re- 
search engineer  at  Nu- 
merica  Corp.,  a  small 


How  To  Use 

"Passive 

Radar" 

The  technology,  which  doesn't  require  a 
radio  transmitter,  has  myriad  applications: 

AIR  DEFENSE 

If  there  are  gaps  In  existing  radar  systems, 
passive  radar  could  plug  them 

INTELLIGENCE  GATHERING 

Spy  planes  flying  outside  an  adversary's 
border  could  covertly  detect  movements  of 
its  military  air,  ground,  and  sea  forces 

BATTLEFIELD  RECONNAISSANCE 

In  a  conflict,  field  commanders  could  spot 
tanks  and  other  vehicles  hidden  under  trees 

COASTAL  DEFENSE 

Ships,  small  boats,  and  perhaps  submarine 
periscopes  could  be  tracked 


TRAFFIC  MONITORING 

Highway  authorities  could  analyze  traffic  flow 


Fort  CoUins  (Colo.)  defense  contractor 
that  develops  advanced  target-tracking 
algorithms.  A  receiving  antenna  that's 
moving,  he  says,  "injects  a  whole  bunch 
of  difficult  problems"  in  collecting  and 
processing  cell-phone  echos.  But  Roke's 
Lloyd  stands  firm:  "We'll  show  results  in 
Seatde  that  are  seven  times  better  than 
[past  studies]  have  said  is  possible." 

Despite  Celldar's  military  potential, 
Lloyd  predicts  the  first  applications  will 
come  in  the  civilian  sector.  He  says  trans- 
portation officials  are  eager  to  use  Celldar 


to  monitor  road  traffic  because  it  v 
avoid  the  expense  of  installing  eithei 
sors  in  roads  or  TV  cameras  over! 
And  police  cars  equipped  with  Ce 
could  follow  a  car  driven  by  a  susp' 
crook  or  terrorist  from  a  safe  dist 
without  danger  of  being  seen. 

TRACKING  MADE  CHEAP 

Celldar  might  also  provide  an  alterr 
to  the  global  positioning  satelhte  ( 
systems  now  being  explored  by  insai 
companies  and  governments  for  moi 
ing  vehicles.  Their  goal  is  to  set  pre: 
individually,  based  on  how  much  ani 
fast  each  car  or  truck  is  driven— or  t( 
a  road-use  toU  determined  by  the  dis 
a  vehicle  travels,  over  which  typ 
roads,  and  at  what  times  of  day.  In  Ir( 
AXA  Insiurance  is  testing  a  GPS  g. 
called  Traksure.  It  continuously  ch 
car's  speed  and  location,  then  com 
that  data  vrith  the  local  speed 
obtained  fi-om  digital  maps.  Bu' 
dar  might  do  the  job  more  chea| 

And  it  might  support  sche 
Oregon  and  other  states  reg 
"pay-for-use"  road  taxes.  Many 
portation  experts  assert  that  t 
actual  driving  distances  wouli 
more  equitable  way  of  funding 
way  upkeep  than  today's  t 
gasoline  and  diesel  fuels.  Thaf 
the  European  Commission 
every  vehicle  in  Eiu-ope  to  be 
2010  vrith  a  black-box  devic 
can  be  tracked  by  satellite.  Ge 
is  now  testing  such  a  syste: 
trucks,  and  Britain  plans  to  reqi| 
on  trucks  by  2006. 

Once  the  passive-radar  cat  is  ( 
the  bag,  there's  even  a  chance  it  • '  i" 
evolve  into  a  means  of  tracking  y 
pie  on  the  street.  "But  there'd  be 
of  technical  challenges,"  becaus 
human  body  is  a  poor  reflector 
dio  signals,  says  Shawn  M.  Henrj'CC 
researcher  at  Numerica  whose 
PhD  thesis  was  on  passive  radarip 
classified  research  is  under  way  L 
rope  to  create  a  hybrid  smveU 
system,  using  both  passive  radar  am 
ages  from  the  TV  cameras  that  now  r 
tor  many  urban  intersections  and  st 
airports,  and  other  public  places.  Sus 
ed  terrorists  and  other  bad  guys  could 
be  watched  more  closely. 

The  Big  Brother  imphcations  of  a] 
might  unleash  a  massive  pubhc  bad 
But  just  as  plausibly,  people  may  d 
to  put  up  with  technology's  double 
sword  to  regain  a  measure  of  the  sec 
they  have  lost.  ■ 

-By  Otis  Port  in  iVm 
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itijn  innovative  technology  like  the  MPEG  encoder/decoder  ICs  featured  in  the  latest  digital  AV  prototypes,  to  high- 

jrnnance  chips  that  drive  the  world's  fastest  supercomputer,  our  semiconductor  solutions  empower  individuals 

usinesses  at  every  level.  And  our  standard  and  custom  ICs  maximize  performance  for  network  communications, 

uting  and  automotive  applications,  offering  customers  a  competitive  advantage.  Whatever  the  application, 
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SPECIAL    ADVERTISING    SECTION 


GETTING    RESULTS 

Corporate  Diversity,  Integration 
and  IVIarlcet  Penetration 


IT'S  A  BASIC  PRECEPT 
OF  BUSINESS  SUCCESS: 
GO  WHERE  THE  MONEY  I! 

For  virtually  every  sector  of  the  eco 
omy  today,  that  principle  points 
diversity.  The  numbers  make  the  caf 
Diversity  purchasing  power  alrea^ 
tops  an  estimated  $2.5  trillion,  and 
Still  growling  at  a  much  faster  rate  th: 
U.S.  buying  power  overall. 

The  next  horizon  is  clear  to  s< 
Decades  of  change  have  shovsoi  bottoi 
line  benefits  through  improved  recru 
ment  and  retention,  and  enriched  leadi 
ship  and  teamwork  in-house.  Vario 
benchmarking,  measurement  and  accoui 
ability  mechanisms  have  shovvoi  tt 
these  workforce  diversity  initiatives  pi« 
mote  the  success  of  companies  that  get 
and  stay — behind  them. 

Now  smart  companies  are  going  ft 
ther,  aligning  workforce  diversity  wi 
the  business  world  beyond  their  offi 
doors.  They  are  integrating  diversf 
across  functions  and  taking  it  out  to  t 
marketplace,  cultivating  communiti* 
better  serving  clients  and  garneri 
new  customers. 

How?  The  just-released  Mana^ 
ment  Guide  for  Diversity  by  Diversi 
Best  Practices,  Inc.,  outlines  lead 
trends  today.  One  top  area:  as  diver 
ty  demographics  get  recognized,  t 
workforce  is  being  tied  to  the  mark 
place  through  increased  emphasis  > 
diversity  marketing,  communicatioi 
community  outreach.  Another:  supp 
er  diversity  is  gaining  business  priori 
with  billions  committed  to  date. 

Today,  diversity  is  seen  as  a  big  bu 
ness  driver  that  can  increase  sales,  eai 
ings,  client  and  customer  satisfactic 
market  share.  It  can  help  companies 
nothing  less  than  better  business. 
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>eize  the  moment 


"100  Best  Companies  to  Work  For" 

—  Fortune®  2002,  2003 

"One  of  the  Most  Admired  Pharmaceutical 
Companies  in  America" 

—  Fortune®  2002,  2003 

"Top  100  Companies  for  Working  Mothers" 

—  Working  Mother,  1998,  1999,  2000,  2001,  2002 

"100  Best  Places  for  Latinos  to  Work" 

—  Hispanic  Magazine,  2000,  2001,  2002 

At  Pfizer,  it's  our  passion  for  what  we  do  that  makes  us  the 

world's  leading  pharmaceutical  company.  It's  also  why  we  believe  in 

recruiting  and  working  with  exceptional  people  with  diverse  backgrounds 

and  experiences.  We  know  the  only  way  to  attract  the  best  people  is  to 

offer  them  a  fulfilling  working  experience  with  boundless  opportunities. 

Whether  it's  in  Marketing,  Finance,  Information  Technology,  Research  & 

Development,  or  Legal,  if  you're  committed  to  excellence,  your 

skills  will  be  recognized  at  Pfizer. 

Visit  us  at  www.pfizer.com  to  submit  your  resume  or  send  it  to 

us  at  Pfizer  Inc.,  235  E.  42nd  St.,  235/13,  New  York,  NY  10017. 

Pfizer  is  an  Equal  Opportunity  Employer. 


Pfizer  Inc.  All  rights  reserved. 
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Life  is  our  lifers  workl 
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PUniNG  THE  8EST  FACE  FORWARD: 
MARKETING  TO  DIVERSE  CUSTOMERS 


It  has  b»ecome  the  cautionary  tale  of  mul- 
ticultural marketing.  When  advertisers 
took  the  ver>'  successful  "Got  Milk?" 
advertising  campaign  to  Spanish-language 
media,  they  had  too  little  grasp  of  the  cul- 
ture and  language  of  their  audience. 
They  translated  the  tag  Une  Uterally,  as 
"Tiene  leche?"  But  in  Spanish  these 
words  ask  "Are  you  lactating?" 

Needless  to  say,  in  the  Hispanic 
market,  milk  producers  did  not  see  the 
9.5%  jump  in  sales  that  had  followed 
the  launch  of  the  original  campaign. 
Why?  Marketing  diversity  demands 
much  more  than  to  add  color  or  gender 
or  translation  and  stir.  It  requires  an 
informed,  intelligent  and  culturally  res- 
onant outreach  to  different  ways  of 
being  and  buying  in  the  world. 


purchasing  potential  will  be  more  than 
$852  bilhon. 

In  the  effort  to  garner  those  growth 
dollars,  companies  are  working  to 
understand  differences  in  customer 
buying  habits.  Take,  for  example,  the 
sizzling  Hispanic  market.  U.S.  Hispan- 
ics  already  outnumber  the  population  of 
Canada,  but  it's  not  just  size  that  mat- 
ters when  it  comes  to  markets.  Many 
Hispanic  households  are  doing  better 
these  days  in  part  because  56%  of  His- 
panic working  women  currently  hold 
white-collar  positions.  As  Hispanic 
women  are  making  more  money  than 
ever  before,  they  may  be  the  market 
driver  to  reach. 

Asian-American  households  make 
more   money   than   any   other  ethnic 


Pfizer's  long-standing  commitment  to  diversity  is 
expressed  by  such  initiatives  as  our  outreach  to  the 
Hispanic  community.  Our  multicultural  marketing, 
health-screening,  educational  and  direct-to-consumer 
programs  are  now  improving  the  health  and  enhanc- 
ing the  lives  of  Hispanics  across  America. 
— Joe  Bonito,  VP,  Global  Leadership  Effectiveness,  www.pfizer.com 


Trillions  of  dollars  are  at  stake  in 
multicultural  markets,  and  that's  just 
right  here  at  home.  Check  the  latest  fig- 
ures. The  buying  power  of  Hispanics — 
now  America's  largest  minority  group — 
tops  $550  billion.  African-Americans 
wield  some  $500  billion.  Gay  men  and 
lesbians?  $450  billion.  Asian-Ameri- 
cans? $254  billion.  Disabled  Americans? 
An  astonishing  $1  trillion  in  consumer 
clout.  And  it  will  not  stop  there. 
According  to  projections  by  the  Selig 
Center  for  Economic  Growth,  by  2007, 
purchasing  power  for  Hispanics  wall  top 
$927  billion;  Asian-Americans  will 
reach  $454.9  billion;  African-American 


group  and  are  over-represented  in  the 
top  income  brackets;  yet,  many  adver- 
tisers don't  distinguish  effectively  among 
the  20+  nationalities  and  cultures  that 
the  U.S.  Census  Bureau  includes  in  that 
group.  The  widely-used  term  "Asian" 
(or  Hispanic,  for  that  matter)  suggests 
homogeneity,  but  in  fact  what  appeals 
to  Chinese-Americans  in  California 
may  not  appeal  to  Indian-Americans  in 
New  York.  What  speaks  to  Japanese- 
Americans  in  San  Francisco  may  not 
make  sense  to  FiUpinos  in  Los  Angeles. 
Tackling  such  complexities  promis- 
es both  new  and  renewed  business. 
Not  only  are  new  customers  in  the 


Never  Underestimate 
the  Purchasing  Power 
of  a  Woman 

Don't  neglect  the  most  formidable  con- 
sumer force  on  planet  Earth:  women. 

American  women  spend  $3.7  trillion 
a  year  as  consumers  and  another  $1.5 
trillion  as  businesswomen.  They  make  or 
influence  more  than  80%  of  all  consumer 
purchases  and  handle  75-85%  of  all  fam- 
ily finances.  For  working  women,  that  fig- 
ure reaches  95%. 

Long  tagged  as  the  nation's  shoppers, 
women's  purchasing  behavior  at  times 
jibes  with  what  we  know  about  women 
and  gender  generally.  Research  shows 
that  women  trust  relationships.  They 
want  straight  talk.  They  learn  about  new 
products  from  someone  they  know.  And 
they  are  loyal  customers  when  products 
and  services  prove  themselves  worthy 

For  over  a  century,  women's  choices  in 
the  marketplace  were  the  only  "vote" 
they  ever  had.  Today,  women  still  want 
what  they  buy  to  change  the  world.  They 
are  considerably  more  cause-conscious 
consumers  than  men.  Over  40%  of 
women  surveyed  recently  would  switch 
brands  to  help  the  environment  and  one 
in  five  says  a  company's  social  respon- 
sibility influences  her  purchasing  deci- 
sions, according  to  the  Center  for 
Women's  Business  Research. 

Still,  many  key  market  trends  defy  con- 
ventional assumptions  about  women, 
reminding  companies  that  diversity  mar- 
kets demand  mindful  attention  and 
understanding,  not  lip  service  and  stereo- 
types. The  Business  Women's  Network 
reports  that  women  are  buying  61  %  of 
home  fix-up  products.  A  recent  poll  by 
ESPN  found  85%  of  U.S.  women  are 
sports  fans.  And  a  2002  study  by  the  Con- 
sumer Electronics  Association  revealed 
that  58%  of  women  would  prefer  an 
HDTV  set  to  a  one-karat  diamond  ring. 
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WYNDHAM  HOTELS  AN~i  RESORTS 

Based  on  the  success  of  their  WOMLM  ON  THEIR  WAY  program,  which  has  delivered  50%  more  of  the  lucrative 
women's  travel  market  than  their  nearest  competitors,  Wyndham  successfully  launched  a  diversity  effort 
designed  to  capture  similar  numbers  among  African-Americans,  Asian-Americans  and  Hispanics. 
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ERNST  &  YOUNG 


MAKING 

DIVERSITY 

WORK 


AN  INTERVIEW  WITH  ERNST  &  YOUNG'S  RICK  BOBROW, 

CEO,  GLOBAL  PRACTICE,  AND  CHAIR  OF  THE  FIRM'S  ETHNICITY 

DIVERSITY  TASK  FORCE 


III* 


Ernst  &  Young  has  a  reputation 
as  a  world-class  problem 
solver,  capable  of  working 
In  virtually  any  country  and 
for  clients  in  any  industry. 
Does  your  diversity  mission 
contribute  to  that  well- 
earned  reputation? 


A.  We  believe  that  diversity  is  a  necessary  ingredient 
for  success  today  at  Ernst  &  Young,  and  really  for  any 
world-class  business.  Our  organization  is  comprised 
of  over  105,000  talented  men  and  women  in  more 
than  140  countries,  of  all  colors,  religions,  and  with 
diverse  interests  and  talents.  It  is  through  this  diversity 
of  talent  and  these  varied  perspectives  that  we  can 
offer  our  clients  incredible  value. 

When  we  at  Ernst  &  Young  talk  about  diversity, 
we  also  frequently  use  the  word  "inclusiveness"  - 
meaning  that  every  one  of  our  people  should  feel 
valued  and  included  because  of  their  performance 
and  the  unique  talents  they  bring  to  the  organization. 

Ensuring  inclusiveness  is  more  than  a  rhetorical 
flourish.  Of  course,  it's  the  right  thing  to  do,  but  it's 
also  just  good  business.  We  need  all  our  people  to 
contribute  to  our  success  as  a  firm,  and  that  means 
they  have  to  feel  included,  engaged  and  empowered. 
So  when  our  teams  walk  into  any  client  engagement, 
they  can  provide  the  rich  and  innovative  ways  of 
thinking  these  dynamic  environments  demand. 

Q.  How  do  you  ensure  that  diversity  and 
inclusiveness  define  your  corporate  culture  in 
all  geographic  areas  and  business  units? 


A.  Buy-in  at  the  top  is  essential.  We  put  great  effort 
into  ensuring  our  people— especially  our  senior 
professionals— really  understand  their  role  in  making 
our  firm  an  inclusive  place  that  is  motivating  to  all 
people.  We're  very  proud  of  the  effort  we've  put  into 
ensuring  diversity  in  hiring,  developing  and  promoting 
talent.  Our  Ethnicity  Diversity  Task  Force,  which  I 
chair,  and  our  Gender  Equity  Task  Force,  which  is 
headed  by  the  firm's  chairman,  Jim  Turley,  both 
include  a  cross-section  of  influential  leaders.  These 
committees  are  hands-on  working  groups  that  formally 
spearhead  our  diversity  strategies.  Through  them, 
we  set  priorities,  establish  the  right  communication 
processes,  help  customize  these  priorities  with  our 
business  units,  and  hold  ourselves  accountable  for 
achieving  certain  results  each  year. 

O.  Workforces  as  well  as  markets  vary  enormously 
worldwide.  Do  the  same  principles  hold  in  your 
global  operations  as  they  do  here  at  home? 

A.  fy/ly  experience  as  Global  CEO  has  shown  me 
that  Ernst  and  Young's  People  First  strategy  - 
our  commitment  to  put  our  people  first  in  any  busi- 
ness decision  that  we  make  -  has  been  very  well 
received  regardless  of  geographic  location   Our 
strategy  is  all  about  respecting  differences  and 
fostering  individuality  -  and  that  resonates  well  with 
people  all  around  the  world.  Some  things  seem 
almost  universally  true;  people  want  to  have  an 
opportunity  for  a  challenging  career;  they  want  to  be 
treated  fairly;  they  want  to  be  trained  and  mentored, 
and  given  opportunities  to  map  their  own  careers. 
And  they  want  a  chance  to  excel  both  at  work  and 
in  their  personal  lives.  That's  what  we  strive  for  at 
Ernst  &  Young,  worldwide. 


=!l  Ernst  &YOUNG 

Quality  In  Everything  We  Do 
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offing,  but  multicultural  marketing 
may  yield  growth  where  it  has  been 
stagnant  or  wanting  for  years.  Con- 
sider for  starters  that  top  diversity 
markets — Hispanics,  African-Ameri- 
cans, Asian-Americans,  gay  and  les- 
bian consumers,  and  the  disabled — 
tend  to  be  concentrated  in  urban  and 
inner-city  areas  that  many  had  long 
ago  written  off. 


DIVERSITY  B2B:  EQUALLY 
OPPORTUNE  FOR  ALL 

Women-  and  minority-owned  busi- 
nesses are  demonstrating  phenomenal 
I  success,  yet  the  competitive  power  they 
can  bring  as  suppliers  has  yet  to  be 
tapped  by  Corporate  America.  A  land- 
mark study  by  the  Center  for  Women's 
Business  Research  found  that  only  4% 
of  the  billions  spent  annually  on  out- 
side goods  and  services  by  leading  U.S. 
corporations  goes  to  women's  business 
enterprises  (WBEs). 


into  fewer  large  ones — may  require 
more  extensive  redress.  At  the  most 
basic  level,  bundling  results^  in  fewer 
contracts  available  for  bidding.  And 
since  an  average  of  38%  of  corporate 
spending  contracts  are  up  for  renewal 
or  re-bidding  annually,  opportunities  for 
new  vendors  shrink  even  more. 

The  National  Association  of 
Women  Business  Owners  (NAWBO) 
has  been  calling  for  an  end  to  contract 
bundling  for  years,  saying  an  inad- 
vertent consequence  of  the  practice 
has  been  to  put  a  good  deal  of  cor- 
porate and  government  business 
beyond  the  reach  of  smaller,  women- 
and  minority-owned  firms.  The 
response  by  many  large  corporations 
has  been  to  work  with  Ist-tier  sup- 
pliers to  increase  diversity  among  2nd- 
tier  contractors. 

Unfortunately,  there  is  some  evi- 
dence this  approach  is  falling  short  so 
far.  Only  20%  of  WBEs  surveyed  said 
that  when  their  own  bid  for  a  Ist-tier 
contract  was   unsuccessful,   supplier 


The  same  focus  on  diversity  that  is  important  to 
Ernst  &  Young  is  increasingly  important  to  our 
clients.  They  know,  as  we  do,  that  leveraging  a 
diverse  and  committed  workforce  is  an  essential 
element  of  dynamic  and  successful  organizations. 
— Rick  Bobrow,  CEO,  Global  Practice,  Ernst  &  Young,  www.ey.com 


Why?  A  top  problem  for  women- 
and  minority-owned  firms,  cited  by 
70%  of  WBE  respondents,  is  difficulty 
learning  about  opportunities  for  cor- 
porate contracts.  Another  major  obsta- 
cle is  the  ever-growing  practice  of  con- 
tract bundling  (50%). 

Leading  corporations  have  begun 
addressing  the  breaks  in  the  information 
pipeline  by  maintaining  diversity  sup- 
plier databases.  But  the  issue  of  contract 
bundhng — combining  smaller  contracts 


diversity  personnel  put  them  in  touch 
with  a  2nd-tier  opportunity. 

As  an  interim  strategy,  some  diverse 
companies  have  joined  forces — even 
with  larger  competitors.  In  teams, 
small  businesses  can  produce  goods  on 
a  larger  scale,  and  deliver  on  a  speci- 
fied-order  basis,  which  could  lead  to 
bigger  contracts  down  the  road.  And  if 
a  joint  venture  includes  suppliers  on 
two  or  more  points  in  the  production 
pipeline,  the  team  can  be  tough  to  beat 


At  Deutsche 
Bank,  we  value 
the  differences 
that  make  a 
difference. 
Why?  Because 
an  open,  respectful  and  inclu- 
sive work  environment  attracts 
the  finest  talent,  and  fosters 
creativity  among  teams  to 
deliver  the  best  possible 
results  for  our  clients. 
— Seth  Waugh,  CEO,  Deutsche 
Bank  Americas,  www.db.com 

on  the  price-to-quality  axis.  Nearly  half  I 
of  WBEs  surveyed  (45%)  have  formed 
joint  ventures  or  strategic  alliances  to  I 
bid  on  a  large  corporate  contract. 

The  foothold  they  are  gaining  should! 
open  more  doors  since  corporations  are 
seeing   proof   that   supplier   diversity-| 
delivers.  Companies  with  strong  sup- 
plier diversity  records  say  their  com- 
mitment makes  bedrock  business  sense:! 
they  get  high-quality  products  and  ser- 
vices, with  a  minimum  of  red  tape,  at| 
very  competitive  prices. 

Diverse  firms  are  certainly  opti- 
mistic about  the  prospects.  Ninety- 
one  percent  (91%)  of  women  busi- 
ness owners  surveyed — both  thosel 
currently  marketing  to  large  compa- 
nies and  those  not  yet  in  the  game- 
expect  to  be  doing  business  withi 
major  corporations  over  the  next 
three  to  five  years. 


This  section  was  written  by 
Amy  Aronson,  Ph.D.,  and  produced 
by  Medelia  Communications, 
unmv.medelia.com.  Design  and 
layout  by  Cantor  Design,  Inc, 
www.cantordesign.com.  Illustration 
by  Dennis  Harms. 
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XEROX 

When  a  pilot  marketing  program  connecting  Xerox  with  women  business  owners  in  the  Northeast  region  achieved 
record  gains  in  sales  and  significant  ROI  in  the  first  year,  the  company  took  the  program  national.  It  currently  serves 
over  500  Xerox  agents  nationwide. 


t  Deutsche  Bank,  we  don't  just  talk  diversity.  We  embrace  it.  We're 
•assionate  about  it  not  only  because  it's  right,  but  because  it  leads  to 
business  excellence.  With  offices  in  76  countries  around  the  world,  we 
know  thatjit  is  the  diversity  of  our  employees  that  will  propel  our 
business  success  —  through  more  creative  and  imaginative  thinking 
and  through  greater  sensitivity  to  the  needs  and  expectations  of  our 
many  stakeholders. 

For  information  on  diversity: 

Visit  the  Jobs  &  Careers  website  on  www.db.com 


Deutsche  Ban 
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revolutio 


It's  a  revolution  that's  already  delivering  higher  performance,  more  value, 
and  lower  IT  costs  to  75  percent  of  the  Global  2000. 

It's  making  it  easier  to  meet  business  goals — not  to  mention  IT  budgets. 

It's  making  it  easier  to  optimize  the  apps  your  people  and  customers 
use  everyday. 

It's  about  fixing  IT 

It's  the  Business  Technology  Optimization  revolution. 

So  you  have  two  choices. 

You  can  wait  until  the  flag  shows  up  at  your  door,  or  you  can  join  the  revolution 
at  www.mercuryinteractive.com/bw 

Get  Optimized'.' 
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)ing  patterns 
d  the  cost  of 
;pital  infections 

person's  typing  style,  it 
out,  is  unique— just  like 
frprints.  Researchers  at 
nion  Israel  Institute  of 
;nology  have  developed 
i/are  that  can  identify  the 
time  gaps  between  a 
it's  key  strokes.  These 
lags  are  both  consistent 
distinct.  That's  because 
y  person's  typing  style  is 
Product  of  individual 
iacteristics  including 
ir  length,  dexterity,  motor 
^,  and  language  fluency 
(■esearchers  say  their 
ithm  is  able  to  recognize 
unique  rhythms  after 
few  sentences'  worth  of 
trokes.  They  have  also 
:rved  that  unique 
jrns  exist  in  many 
.an-machine  interactions, 
i  as  piloting  an  airplane 
ivingacar.Thedevelop- 


t  could  lead  to  novel 
oaches  to  computer- 
Irity. 

A  hospital  visit  should 
;  but  it  can  cause  injury. 
Dct.  8  issue  of  the  Journal 
e  American  Medical 
.  says  in-hospital  injuries 
account  for  $9.3  billion  in 
tional  charges  each  year 
ell  as  an  estimated 
00  deaths  nationwide, 
common  development— 
rere  infection  known  as 
is-typically  adds  11 
and  more  than 
)00  in  charges  for  the 
Dky  patients. 


SARS 

HOW  SARS  OUTSMARTS 
THE  CELLS  SENT  TO  KILL  IT 


COULD  A  COLD  make  SARS 
symptoms  worse?  Thomas  G. 
Voss  of  Southern  Research 
Institute  in  Birmingham,  Ala., 
suspects  that  previous 
exposiu"e  to  similar 
pathogens— perhaps  a  cold 
caused  by  another  corona 
virus— could  help  explain  why 
some  people  get  sicker  than 
others.  The  theory  hinges  on 
the  fact  that  people  have  two 
types  of  antibody  responses  to 
disease— one  general  and  one 
specific  to  previous  illnesses. 
With  most  diseases,  levels  of 
generalized  antibody  spike 
before  levels  of  specific 
antibody  do.  But  with  SARS, 
both  types  increase  at  almost 


MICROCHIPS 

RADIO  ID  TAGS 
SO  CHEAP 
THEY'LL  BE 
EVERYWHERE 

TINY  MICROCHIPS  known  as 
radio-frequency  identification 
(RFID)  tags  are  being  hailed 
as  the  Next  Big  Thing.  That's 
because  someday  they'll 
probably  replace  the  bar 
codes  used  to  track  goods 
around  the  world.  Now, 
thanks  to  the  first  RFID  tag 
with  a  built-in  antenna,  the 
next  big  thing  is  even 
teensier— and  one  step  closer 
to  becoming  ubiquitous. 


the  same  time— just  what 
you'd  expect  if  SARS  is  cross- 
reacting  with  another  virus. 
So  far,  there  is  no  direct 
evidence  of  such  a  link.  But 
researchers  have  noted  that 
cats  vaccinated  against  a 
SARS-like  virus  get  sicker 
than  unvaccinated  cats  when 
exposed  to  the  bug.  What's 
more,  both  SARS  and  the  cat 
virus  propagate  by  latching 
onto  antibodies  and  then 
infecting  scavenger  cells  that 
normally  destroy  germs. 
That  may  explain  why  an 
antibody  reaction  leads  to 
sicker  cats— and  it  could  shed 
light  on  the  human  illness 
as  well.  -Janet  Ginsburg 


Radio  tags  on  the  market 
use  bulky  external  antennas 
and  cost  about  30(|:  and  up. 
Hitachi  has  redesigned  the 
antenna  and  embedded  it  in 
so-called  mu  chips,  which  it 
hopes  to  sell  for  as  litde  as  4<t 
by  2006.  If  so,  the  chip  could 
end  up  in  some  surprising 
places,  says  Ryo  Imura,  head 
of  mu  chip  operations.  Hitachi 
already  has  fielded  inquiries 
from  several  central  banks 
that  are  interested  in  placing 
the  chips  in  banknotes  to 
thwart  counterfeits.  Imura 
points  out  that  they  could 
also  help  make  driver's 
Ucenses,  passports,  and  other 
paper  documents  more 
secure.  -Irene  M.  Kunii 


ASSISTIVE  TECH 

THIS  CANE 
HAS  ITS  OWN 
SONAR 

BATS  DON'T  LET  near- 
blindness  slow  them  down. 
To  avoid  collisions  while  in 
flight,  they  emit  high-freq- 
uency chirps  and  process  the 
echoes  that  return  from 
nearby  objects.  Now  the  same 
sort  of  echolocation  is  being 
built  into  canes  that  could 
help  visually  impaired 
humans  get  around. 

Developed  by  Dean  A. 
Waters,  a  biologist  at 


UKEABAT 

The  cane 
will  send  out 
pulses  we        England's 
2;;^''        University  of 
Leeds,  the 
"ultracane" 
looks  like  the  collapsible 
white  tapping  sticks  widely 
used  today,  but  its  handle  is 
packed  with  sensors.  A  tiny 
speaker  emits  60,000  pulses 
per  second  at  a  frequency 
humans  can't  hear.  A 
PC-style  processor  then 
calculates  how  long  each 
echo  takes  to  return  and 
identifies  obstacles  to  be 
avoided.  The  stick  alerts  the 
user  by  sending  a  strong, 
fast  vibration  through  one 
of  four  pads  on  the  handle— 
for  forward,  left,  right, 
or  up. 

Waters  and  his  team  are 
seeking  outside  funding  to 
help  begin  manufacturing.  In 
the  meantime,  they  set  up 
Sound  Foresight  Ltd.  to 
handle  production.  The 
ultracanes  will  sell  for  about 
$660.  -Christina  Passariello 
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Workniace  Labor  Relations 


What  Goodyear 
Got  From  Its  Union 


The  USW  brought  a  plan  to  revitalize  the 
ailing  tire  maker  to  the  negotiating  table 


w 


HEN  LEADERS  OF 
the  United  Steel- 
workers  union  sat 
down  last  April  to 
negotiate  a  new  la- 
bor pact  with 
Goodyear  Tire  & 
Rubber  Co.,  they  knew  they  were  headed 
for  trouble.  After  all,  the  nation's  largest 
tire  maker  had  lost  $1.1  billion  in  the  pre- 
vious year  as  rivals  seUing  cheap  tires 
made  in  low-wage  countries  sliced  its 
market  share  by  three  points,  to  19.5%. 
Just  as  bad,  a  revolving  door  of  top  exec- 
utives had  racked  up  a  crushing  $5  bil- 
lion in  debt  by  investing  in  acquisitions 
and  new  tire  products  that  didn't  pan 
out.  The  union's  options?  Allow 
Goodyear  to  replace  some  of  its  14  U.S. 
plants  with  ones  in  Asia,  or  fight  the  com- 
pany with  a  strike  that  could  force  it  into 
bankruptcy. 

"WE'LL  MAKE  YOU  PROFITABLE" 

INSTEAD,  USW  PRESIDENT  Leo  Gerard 
came  up  with  a  third  choice.  Tapping  the 
expertise  of  former  Lazard  Freres  invest- 
ment banker  Ron  Bloom,  who  joined  the 
USW  as  a  strategy  advisor  in  1996,  the 
union  hired  a  boutique  Wall  Street  firm  to 
devise  a  long-term  strategic  plan  for  the 
company.  The  goal:  to  make  Goodyear 
globally  competitive  in  a  way  that  would 
preserve  as  many  of  the  union's  19,000 
jobs  as  possible. 

In  the  end,  thaf  s  just  what  happened 
in  a  new  contract  ratified  in  mid-Septem- 
ber. The  USW  offered  to  slash  labor  costs 
by  $1.15  biUion  over  three  years  and  to  cut 
3,000  jobs.  In  exchange,  Goodyear  prom- 
ised to  keep— and  invest  in— all  but  two  of 
its  U.S.  factories  and  to  limit  imports  from 
its  factories  in  Brazil  and  Asia.  The  com- 
pany also  promised  to  go  along  with  the 
more    aggressive    debt    restructuring 
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timetable  the  USW's  Wall  Street  advisers 
recommended  as  a  way  to  rein  in  man- 
agement. In  fact,  to  hold  the  company's 
feet  to  the  fire,  the  USW  got  Goodyear  to 
agree  to  pay  $1,000  to  each  union  worker 
and  $500  apiece  to  all  22,000  retirees  if 
the  debt  goals  aren't  met  by  2007.  "We 
told  Goodyear,  We'U  make  you  profitable, 
but  you're  going  to  adopt  this  strategy,' " 
says  Bloom.  Says  Jonathan  D.  Rich,  pres- 
ident of  Goodyear's  North  American  tire 
business:  "We  got  what  we  needed"  to 
become  competitive  again. 

The  innovative  Goodyear  pact  is  a 
reprise  of  the  strategy  Gerard  used  to  help 
restructure  the  ailing  U.S.  steel  industry  in 


the  past  year  (BW— Feb.  3).  Foreign  c 
petition  has  savaged  steel  even  worse  „ 
tires,  driving  several  steelmakers  Lm. 
bankruptcy  or  liquidation.  To  stop||t>c 
hemorrhaging,  the  USW  agreed  to  ma^r?' 
job  and  benefit  cuts,  which  have  he 
stabilize  leading  steelmakers.  Now  Gt,,; 
hopes  to  use  the  Goodyear  deal  as  a  ri - 
el  to  pull  oflFthe  same  feat  with  othe 
makers.  Instead  of  making  tires  in  ii 
seas  factories,  he  wants  Bridgestone/. 
stone  Inc.  and  Continental  Tire  N 
America  Inc.  to  invest  in  their  U.S.  pi 
and   compete  via  higher  productlj 
"We're  trying  to  bargain  public  pof 
says  Gerard. 

BREATHING  ROOM 

IT'S  AN  AMBITIOUS  goal,  given  the  ' 
wage  differentials  with  other  tire-prt 
ing  countries.  In  Brazil,  Goodyear 
workers  just  a  fraction  of  the  $22  an 
it  pays  USW  members.  That's  whj 
union  took  some  painful  medicine  to  1 
put  Goodyear's  U.S.  factories  back       r 
competitive  footing.  In  addition  to  thH; 
cuts,  USW  members  won't  get  a  raisfe 
three  years.  Plus,  imion  workers  anU 
tirees  will  pay  more  for  health-care  c  ^ 
age,  saving  $50  rruUion  a  year.  Mai .-. 
ment   also    agreed   to   limit   execr. 
salaries,  including  options,  and  to  ci  r 
salaried  workforce  by  15%  more  tha  f^  , 
hourly  staff. 

Will  even  all  this  be  enough?  UBS  i 

Saving    ^ 

Goodyear 

The  United  Steelworkct 
and  the  tire  maker 
recently  signed  a  labo 
pact  intended  to  help 
the  company  compet( 
against  low-wage  riva 
overseas.  The  deal: 

THE  UNION 

Gave  up  $1.15  billion  in  wage-and- 
benefit  concessions  over  three  ye 


THE  COMPANY 

Promised  not  to  outsource  U-S.-n" 
products  to  low-wage  factories 
abroad  and  to  maintain  85%  of  it; 
current  19,000-person  workforce, 
also  agreed  to  invest  in  12  of  its  1'^ 
Nortfi  American  plants. 

Data:  United  Steehvorkers 


iStree 


■  "^i  inalyst  Saul  Rubin  says  Goodyear 

''^  to  close  several  plants,  not  just  the 

^^^   e  union  agreed  to  shutter,  with  a 

'^P  le  second  closure  if  productivity 

^  5  aren't  met.  Plus,  the  $1.15  billion 

■  '^  sUce  only  $450  million  off  existing 

'"^  5es,  vdth  the  remaining  $700  mil- 

"^'  )ming  in  future  wage  and  benefit 

-^^  he  company  now  won't  have  to  pay. 

•"'' ,  Goodyear  clearly  has  won  some 

tone/ 

^  I^  feA  WITH  RON  BLOOM 


breathing  room.  The  other  U.S.  tire  mak- 
ers, whose  USW  pacts  also  expired  last 
April,  are  suflFering  too  and  may  be  willing 
to  go  along  with  a  similar  approach.  If 
Goodyear  and  the  USW  can  figure  out  how 
to  keep  up  as  globalization  drives  down 
costs,  there  may  be  some  hope  that  this 
old-line  manufacturing  industry  can  be 
competitive— and  remain  in  the  U.S.  ■ 

-By  David  Welch  in  Detroit 


'(ig  Labor's  New  Pal: 
Vail  Street 


;;car 

^'^■i         abor  unions  in  old-line  industrial 
sectors  have  watched  for  years 
as  their  well-paying  jobs  have 
been  shipped  off  to  low-wage 
countries.  In  the  past  year  or  so, 
"^nited  Steelworkers  union  tried  to 
•■■  ^  bter  the  trend  by  devising  new 
^^°  tegies  for  companies  such  as 
r.  Mai Idyear  Tire  &  Rubber  Co.  to  become 
'^^  ipetitive.  A  key  player  has  been  Ron 
^^•''^bm,  who  joined  the  United 
•eihai^lworkers  after  helping  the 

|n  from  his  perch  as  a  Wall 
■™s  jet  investment  banker. 

;r  getting  an  MBA  from 

i/ard  Business  School, 

i)m,  now  48,  spent  five 

!■$  at  Lazard  Freres  before 
3|«  bmping  with  a  colleague 
''■^  )90  to  set  up  an 
.ptment  advisory  shop 
'  "^sd  at  helping  unions  do 
'^     Duts  and  employee  stock 
pn()|;hase  plans.  In  1994,  their 
J"    advised  the  Air  Line 
-  -^  [s  Assn.  as  it  led  other 
'''Tie  unions  to  purchase  55%  of  UAL 

-  j.'s  United  Airlines  Inc.  Two  years  later, 
1, "  r  doing  numerous  smaller  buyouts  for 
2''  _  JSW  in  the  troubled  steel  industry, 

>m  decided  to  join  the  union  full-time. 

hared  his  perspective  with  Detroit 

espondent  David  Welch: 


I  Street  and  Big  Labor  don't 
ally  see  eye  to  eye.  Yet  you're 
f  ig  investment  bankers  to  help 
le  union's  negotiations.  Why? 

■:  1  Wall  Street  parlance,  workers  are 
■cured  creditors  in  terms  of  their 
ns  on  a  company.  So  in  any  major 
;aining  with  a  company  that's  in 


FIXER  Bloom  forced 
Goodyear's  hand 


trouble,  we  try  to  get  in  and  understand 
why  the  company  isn't  doing  well. 

The  new  Goodyear  contract  has  terms 

that  force  the  company  to  refinance 

its  debt  quickly  and  keep  plants  here. 

Are  you  trying  to  dictate 

management's  policies? 
We're  trying  to  express  a  business 

model  through  collective  bargaining. 

Other  people  take  the  low  road,  either  by 
building  everything 
someplace  else  or  by  beating 
up  the  workers  to  get 
concessions  here.  We  think 
the  company  should  be  a 
patient,  long-term  builder  of 
value  for  the  employees  and 
shareholders. 

In  addition  to  the 
stipulation  about 
refinancing  the  debt,  the 
new  contract  limits 
executive  pay  and  the  use 
of  stock  options.  And  you 

won  a  seat  on  the  board.  It  sounds  like 

you  don't  trust  management. 
We're  not  going  to  save  this  company 

and  then  go  back  to  the  old  ways  of  doing 

things. 

Despite  all  the  job  and  wage  cuts  the 
union  agreed  to,  Wall  Street  analysts 
are  saying  the  contract  may  not  go  far 
enough.  Does  it? 

Here's  the  problem:  Wall  Street  wants 
simple,  quick  answers.  All  they  wanted  to 
know  is  how  many  plants  would  be  shut 
down.  But  if  all  the  manufacturing 
companies  run  away  from  North  America, 
that's  not  a  plan.  ■ 
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iieware  is  Everywhere. 
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IBM.  DB2.  Tivoti.  WebSphere  the  e-busir\3ss  logo  and  e-business  on  demand  are  registered  trademarks  or  trademarks  of  International  Business  Machines 
Corporation  in  the  United  Slates  and/dr  Other  countries.  Microsoft  is  a  registered  trademark  of  Microsoft  Corporation  in  the  United  States  and  or  other 
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KEY 


1.  Automatic  overview  of  operation. 

2.  Automatic  shipping  of  sale. 

3.  Automatic  identity  verification. 

4.  Automatic  updating  of  Inventory. 

5.  Automatic  tracking  of  delivery. 


MIDDLE  W A  R  E  makes  the  on  demand  world  on  demand. 
And  middleware  is  powerful  IBM  software  like  Tivolif  DB2®  and 
WebSphere®  Open,  behind-the-glass  technology  that  can 
automate  it  all  -  IBM,  Microsoft^  Oracle.  Problems  are  foreseen 
and  solved  before  they  occur.  IT  resources  are  directed  to 
core  business  needs.  Costs  are  reduced.  It's  automation. 
On  demand.  And  it  makes  your  customers  happy  Very  happy 
(e)  business  on  demand!"  Go  to  ibm.com/software/automate 


Personal  Business  Mutual  Funds 


PrimeTime 
For  Prime- 
Rate  Funds 

These  funds  can  help  protect  you  against  the  risk  of 
higher  interest  rates.  BYMARADERHOVANESIAN 


NTEREST  RATES  ARE  already  well  up  from  their  45-year 
lows,  and  with  the  economy  improving,  they  are  un- 
likely to  head  back  down.  That  makes  long-term 
bonds  and  bond  funds,  which  decline  in  price  when 
rates  rise,  a  bad  bet.  Meanwhile,  the  Federal  Reserve 
has  kept  short-term  rates  so  low  that  money-market 
frinds  yield  less  than  1%— hardly  an  attractive  solution 


for  the  income-starved  investor. 

That  means  it's  prime  time  for  prime- 
rate  funds  (table).  Also  knovvn  as  bank 
loan  fiinds,  these  portfolios  are  comprised 
of  loans  made  to  corporate  borrowers  that 
are  pegged  to  the  prime  lending  rate,  now 
4%;  the  rates  on  the  loans  are  usually 
prime  plus  3%  or  so.  That  means  the 
funds'  yields  rise  along  with  rates. 

What's  more,  the  loans  they  invest  in 
become  more  valuable  as  borrowers' 
creditworthiness  improves  with  a  rising 
economy.  "In  the  past  three  years,  it  has 
paid  to  be  in  bonds  with  higher  credit 
quality,"  says  Payson  SwaflBeld,  who  with 
Scott  Page,  manages  $10  billion  in  bank 
loan  funds  for  Eaton  Vance  Management. 
"Now,  with  the  economy  slowly  improving 
and  default  rates  declining,  the  greater  risk 
is  that  of  rising  interest  rates." 


Consider  what  happened  back  in  1994 
when  interest  rates  spiked.  Long-term 
Treasur>'  bond  fiinds  lost  6.9%,  but 
prime-rate  funds  gained  an  average  6.6%, 
according  to  Momingstar.  The  group  has 
averaged  returns  of  3.8%  a  year  over  the 
past  five  years  (through  Sept.  30)  of  low 
rates  and  recession,  vs.  5.6%  a  year  for 
long-term  Treasury  funds,  and  5.4%  a 
year  for  corporate  bond  fimds.  But  prime 
rate  funds  beat  money-market  ftmds, 
which  earned  3.4%  a  year. 

Investors  don't  need  mutual  funds  to 
buy  T-bills  or  bonds,  but  for  most,  a 
prime-rate  fund  is  the  only  way  to  invest 
in  the  $1  trillion  senior  fbating-rate  loan 
market.  These  loans  generally  are  made 
by  banks  to  companies  to  finance  buyouts 
or  acquisitions.  The  loans  are  rated  by 
credit  agencies  such  as  Moody's  and 
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Standard  &  Poor's.  They're  then  bundled, 
or  syndicated,  in  the  secondary  market. 
Buyers  are  usually  endowments,  hedge 
funds,  and,  of  course,  mutual  funds. 

The  borrowers  behind  these  loans  are 
not  the  most  creditworthy.  They're  usual- 
ly the  same  companies  which,  when  they 
go  to  the  bond  market,  are  issuers  of  junk 
bonds.  Still,  there's  less  risk  in  these  loans 
than  investing  in  junk  bonds.  The  loans 
are  classified  as  senior  or  secured  loans  as 
opposed  to  unsecured  or  subordinated 
bonds.  That  means  if  a  company  gets  into 
trouble,  and  its  assets  are  liquidated,  the 
holders  of  the  senior  debt  will  be  paid  be- 
fore other  investors.  "We  are  basically  in  a 
favored  position,"  says  Eaton  Vance's 
Scott  Page. 

PRICEY  SALES  CHARGES 

IN  ANY  OF  THESE  FUNDS,  diversification 
is  a  critical  element.  The  Liberty  Floating 
Rate  Fund  is  up  11.6%  so  far  this  year,  and 
more  than  half  of  that  comes  from  price 
appreciation.  Co-manager  Brian  Good 
owns  loans  of  161  different  companies  in 
46  industries,  and  the  average  stake  he 
has  in  any  one  position  is  less  than  1%  of 
the  fund's  assets.  Good's  returns  have 
been  helped  by  improving  fundamentals 
in  two  main  industries  this  year:  cable  TV 
and  wireless  telecom,  especially  in  some 
core  holdings,  such  as  Nextel  Communi- 
cations, Centennial  Cellular,  American 
Cellular,  Adelphia  Communications,  and 
Charter  Communications. 


Some  bank  loan  fiinds  are  closed-end. 
Such  portfolios  invest  like  funds,  but  their 
shares  trade  like  stocks.  That  means 
their  market  prices  usually  differ  from  the 
underlying  value  of  the  holdings.  Those 
funds  are  good  buys  when  their  market 
price  is  at  a  discount  to  their  net  asset 
value.  But  unfortunately,  that's  not  gen- 
erally the  case  right  now.  These  shares  are 
up  25%  year  to  date,  and  most  of  the 
closed-ends  trade  at  premiums.  That's 
why  UBS  analyst  Jon  Maier  downgraded 
the  closed-end  funds  to  neutral  this  sum- 
mer, after  the  group  soared  25%  in  mar- 
ket price.  "They've  had  a  great  run,"  he 
says,  adding,  "but  it's  still  a  good  yield 
play  and  a  good  hedge  against  rates." 

There  are  downsides  to  investing  in 
bank  loan  fiinds.  Often,  they  are  expen- 
sive and  sold  with  deferred  sales  charges 
of  as  much  as  3%.  And  ongoing  expenses 
can  also  be  a  concern— most  are  well 
above  1%.  That's  high  for  an  income  fund. 
Still,  returns  are  reported  net  of  expenses, 
so  if  you're  satisfied  vdth  them,  the  funds 
can  be  a  good  deal. 

Bank  loan  funds  were  laggards  during 
the  bust.  The  yields  came  down  as  the 
Federal  Reserve  kept  lowering  interest 
rates.  Their  credit  quality  deteriorated 
along  with  companies'  fortunes— and 
that  eroded  their  portfolios'  net  asset  val- 
ues. Prime-rate  fiinds  are  not  an  optimal 
investment  for  all  times.  But  viith  an  im- 
proving economy,  they  are  definitely 
coming  into  season.  ■ 


A  Sampler  of  Bank  Loan  Funds 

FUND 

AIM  Floating  Rate  B 

TICKER 

TOTAL  RETURN 

2003                3  YR. 

5YR. 

CURRENT 
YIELD" 

EXPENSE 
RATIO 

XAFRX 

5.64% 

2.52% 
3.92 

3.69% 

3.93 

1.49% 
1.91 

Eaton  Vance  Floating  Rate  HI.  Inc.  C 

ECFHX 

6.28 

NA 

3.08 

Eaton  Vance  Floating  Rate  1 

EIBLX 

4.87 

NA 

NA 

3.15 

0.89 

Eaton  Vance  Prime  Rate  Reserves 

EVPRX 

5.63 

2.81 

4.03 

3.05 

1.26 

EV  Classic  Senior  Floating-Rate 
Fidelity  Advisor  Float  Rate  Hi.  Inc.  A 

ECFRX 

FFRAX 

5.39 

2.65 

4.22 

3.85 

NA 

3.94 

NA 

NA 

2.90 
3.27 
4.50 
4.07 

1.41 
1.09 
1.32 

NA 

4.98 

Franklin  Floating  Rate 

XFFLX 

8.08 

1.71 

Franklin  Floating  Rate  Daily  Access  A 
ING  Senior  Income  Fund  A 
Liberty  Floating  Rate  Advantage  Z 
Liberty  Floating  Rate  Z 

FAFRX 
XSIAX 

5.20 
6.65 

NA 
NA 

NA 

1.57 

XLAZX 

16.03 

6.59 

NA 

756 
5.52 

2.02 
0.80 

XLFZX 

11.60 

4.81 

NA 

Merrill  Lynch  Senior  Floating  Rate 
Morgan  Stanley  Prime  Income  Trust 

XMPFX 

11.04 

2.50 

3.55 

NA 

1.36 

XPITX 

9.46 

1.04 

3.31 

4.02 

1.29 

Oppenheimer  Senior  Floating  Rate  C 

XOSCX 

7.91 

3.42 

NA 

4.63 

1.72 

SunAmerica  Senior  Floating  Rate  B 

XNASX 

8.71 

3.42 

4.51 

5.60 

1.45 

Van  Kampen  Senior  Loan  Fund             XPRTX 

•Appreciation  plus  reinvestment  of  income  and  capital  gams  before  taxes. 
"Annualized  estimated  yield  based  on  last  30  days 

11.93         1.71 

for  periods  ended  Sept  30 

2.52          3.77        1.43 

Data  Morningstar.  Yahoo!  Finance 
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Personal  Business  Benefits 


The  New  Pinch 
In  Health  Coverage 

Plans  are  costing  more-again.  Here's  how  to  sort 

them  out.  BY  CAROL  MARIE  CROPPER 


UTUMN  IS  SIGN- 
UP season  for  the 
161  million  workers 
and  family  mem- 
bers covered  by 
employer-sponsored 
health  insurance. 
This  year  will  bring 
ore  bad  news: 
higher  co-payments  and  larger  deduct- 
ibles. Some  services  that  were  fully  cov- 
ered, such  as  hospitalization,  may  be  only 
90%  paid.  Even  so,  employees  are  just 
bearing  their  share  of  a  projected  12%  in- 
crease in  costs. 

You'll  see  new  plans,  fewer  options,  and 
tweaks  to  old  ones— so  you'll  need  to  scru- 
tinize the  choices.  And  this  may  be  the 
year  to  decide  if  extras  such  as  dental  and 
vision  coverage  are  worth  the  expense. 

Here's  what  you  may  find  in  your  ben- 
efits packets: 

CONSUMER-DRIVEN  HEALTH  PLANS  These 
will  be  an  option  at  more  companies  this 
year.  The  plans  typically  give  the  employ- 
ee a  $500  to  $1,000  kitty  to  pay  for  health 
care,  then  provide  insiu-ance  coverage  af- 
ter perhaps  the  first  $2,000  in  expenses. 
Many  companies  have  pushed  the  plans 
the  last  couple  of  years,  with  about  10%  of 
all  employees  having  them  as  an  option, 
though  only  about  1%  have  signed  on. 
Still,  this  option  might  be  for  you  if  you're 
healthy— or  if  the  medical  care  you  need 
usually  isn't  covered  anyway— and  you 
can  afford  to  cover  the  $1,000  or  so  before 
the  insurance  kicks  in.  Any  unused  mon- 
ey in  your  account  usually  rolls  over  to 
the  next  year.  But  stay  away  if  you're  like- 
ly to  use  more  than  the  initial  fund,  or  the 
$1,000  tab  would  be  a  problem. 

HIGHER  CO-PAYS  FOR  SPECIALISTS  If  it 

costs  $15  to  visit  the  family  doc,  going  to 


BASIC  Co-pays 
are  going  up, 
and  plans  may 
charge  more 
for  specialists 

your  family  see 
can  add  up. 


an  orthopedist  might 
nm  $30  next  year,  says 
Scott  Wayne,  a  consult- 
ant with  the  Mercer 
Human  Resotu-ce  Con- 
sulting firm.  If  you  and 
lots  of  specialists,  this 


RANKING  HOSPITALS  Medical  insurers 
are  starting  to  place  hospitals  in  tiers 
based  on  how  expensive  they  are  or  on 
some  insurance  company  measure  of 
quality.  Once  a  hospital  is  placed  in  one 
of  the  less-favored  groupings,  you'll 
face  reduced  coverage  if  you  use  that  fa- 
cility, perhaps  paying  a  $500  deductible 
rather  than  $200.  If  your  company  of- 
fers such  a  plan,  find  out  which  hospital 
your  doctor  sends  patients  to  and  how 
it  ranks.  Also,  ask  yourself  if  you're  the 
sort  who  wants  an  expensive,  cutting- 
edge  teaching  hospital  when  you're 
sick— and  whether  you  would  rather 


pay  for  that  with  higher  premiums  i 
or    simply    absorb    the    greater 
should  you  ever  need  care. 

HEALTHY  BEHAVIOR   INCENTIVES 
companies  are  oflFering  incentives  to| 
courage  workers  to  improve  their  he 
by,  say,  losing  weight  or  quitting  sr 
ing,  says  Mohit  Ghose,  spokesperso| 
the   American   Association   of  He 
Plans,  an  insurers'  trade  group.  The ' 
Health  Plan  awards  points  for  he 
behavior  that  you  can  trade  for  vac 
discounts  and  other  goodies.  If  yo| 
been  planning  to  go  to  the  gym  and  ^ 
to  take  a  trip  to  Hawaii,  diis  could 
your  personal  version  of  synergy. 

DENTAL  AND  VISION 
ERAGE    General    me 
coverage  is  a  no-br 
Who  wants  to  face  the| 
of   catastrophic    me 
bills?  But  the  cost  of  | 
glasses  or  contact  ler 
more  easily  managed, 
dental     insurance 
comes  with  a  $1,00( 
$2,000     annual     paj 
limit,    so    pricey    de 
treatments  are  not  g^ 
to  be  covered  in  full 
way.    Richard    Ostm 
health-care  consult 
human-resources  ad\ 
Towers    Perrin,    sug§ 
that  employees  first 
out  how  much  of  the  i 
tal  and  vision  premi^ 
your  company  picks 
there's  Uttie  or  no  subsidy,  as  is  ofter 
case  with  vision  plans,  then  the  poli^ 
likely  no  bargain. 

The  real  test  is  to  compare  how : 
you  would  likely  spend  without  cove 
vs.  what  the  premitmis,  deductibles] 
pays,  and  imcovered  treatments  top 
er  would  cost  you.  (Few  plans  fiilly  ( 
designer  eyeglass  frames,  for  exam^ 
For  some,  signing  up  for  the  cove 
every  other  year  and  timing  checkup 
the  beginning  and  end  of  the  year : 
make  sense.  Of  course,  the  securit 
paying   a  set  premiiun   every  mil 
ratiier  than  $1,000  for  a  root  canal  i| 
before  Christmas  is  worth  somethl 
And,  adds  Ostuw,  dentists  and  opm 
mologists  often  charge  uninstiredj 
tients  more. 

Whatever  options  you  choose,  j 
simply  going  to  cost  you  more.  At 
make  sure  you're  plunking  down  til 
extra  bucks  for  the  plan  that  se| 
you  best.  ■ 
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SEE    THROUGH    TRUCK   TRAILERS! 

PEER    INTO    CARGO    CONTAINERS! 

KNOW    WHAT'S    GOING    ON 

BEHIND    WAREHOUSE    WALLS! 


No,  we  haven't  brought  back  x-ray  glasses.  But 
we  do  have  technology  that  lets  you  see  deep 
into  your  supply  chain,  so  you'll  know  your  products 
and  orders  are  right  where  they're  supposed  to 
be,  and  be  alerted  immediately  if  for  any  reason 
they're  not.  That's  the  sort  of  thing  we  do  at 
Menio  Worldwide.  We're  constantly  finding  more 


efficient  ways  to  transport  supplies,  manage 
inventories,  and  distribute  products  around  the 
world.  We  offer  unparalleled  expertise  in  air  and 
ocean  forwarding,  3rd  and  4th  party  logistics,  supply 
chain  technologies  and  integrated  customs  and 
trade  solutions.  To  get  the  full  picture,  look  us  up  at 
menloworldwide.com.  (No  funny  glasses  required.) 
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The  Quest's 
controls  are  Of. 

central  consok 
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A  New  Oxymoron: 
Hip  Minivan 

The  latest  Toyota  and  Nissan  models  sport  lush 
interiors  and  smart  designs.  BY  DAVID  WELCH 


IT'S  HARD  TO  FIND  A  VEHICLE 
less  hip  than  a  minivan.  When 
I  picked  up  a  2004  Toyota  Si- 
enna minivan  for  a  test  drive  a 
mondi  ago,  I  held  the  keys  at 
arm's  length  between  my 
thumb  and  forefinger,  as  if  a 
stray  dog  had  just  slobbered  all 
over  them.  These  days,  many 
buyers  who  need  passenger  space  have 
opted  for  the  more  rugged  sport-utility 
vehicles  over  the  tame  minivans.  How 
uncool  are  they?  General  Motors  now 
calls  its  minivans  "crossover  sport  vans." 
But  don't  tell  the  big  Japanese  car- 
makers that  minivans  are  uncool.  After 
seeing  the  success  of  Honda  Motor  with 
its  hot-selling  Odyssey  over  the  past  two 
years,  Toyota  Motor  and  Nissan  Motor 
want  a  piece  of  the  action.  Both  compa- 
nies have  cool  new  minivans.  When  I 
jumped  in  Toyota's  Sienna,  the  interior 
was  so  luxurious  that  I  forgot  I  was  in  a 


van.  Bedecked  with  all  the  swank  ap- 
pointments like  heated  leather  seats,  the 
Sienna  can  cost  nearly  $40,000.  And 
give  Nissan  points  for  creativity:  The 
new  Quest  has  some  sharp  styling  and 
innovation,  including  the  Skyview  roof 
Toyota's  early  minivans  were  under- 
sized and  not  really  competitive,  but  the 
new  Sienna  quickly  jumps  to  the  head  of 
the  class.  When  I  slid  into  the  cockpit, 
the  first  thing  I  noticed  was  that  the 
stick  shift  is  located  on  a  low  section  of 
the  dashboard  and  just  beneath  the  en- 


vironmental controls.  If  s  a  nice  t|  - 
that  first  appeared  in  Toyota's  Lexuj'^^' 
300  luxury  SUV.  The  stick  shift  ac 
littie  panache  and  it's  easy  to  reach 
wood  trim  around  the  stereo  knobs 
on  the  steering  wheel  make  the  S 
seem  more  like  a  Lexus  than  a  T( 
brand  vehicle. 

This  van  really  goes  the  extra  mi 
comfort,  too.  The  leather  seats  in  th( 
level  Sienna  XLE  Limited  rival  any 
ness-class  airline  seat  that  Fve  ever  s 
All  of  the  passenger  seats  are  room) 
seats  in  the  third  row  can  be  foldec  ^■ 


1  iG'J 


the  floor  or  the  second-row  seats  cj 


ptuLl 


removed  to  create  a  big  cargo  space  f  ^ 

fee 
SMOOTH  RIDE 

WHEN  IT  COMES  TO  THE  DRIVI' 
Sienna  is  probably  the  smoothest  mil 
on  the  market.  Like  most  Toyotas,  Nb 
most  removes  the  driver  from  the  rot"" 
practically  gUdes  over  bumps  anc 
holes.  And  it  is  incredibly  qui* 


QUIET  Toyota's 
Sienna  practically 
glides  over  bump: I 
and  potholes 


.  Vut 
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Jriver  can  even  have  a  quiet  conver- 

i  with  third-row  passengers. 
Icouldn't  say  the  same  for  the 
pt.  Nissan's  new  minivan  has  a  de- 
ride, but  it's  not  as  comfy  as  the 
jia.    That   was    apparent   pretty 
Idy  when  I  took  it  for  a  spin.  The 
pt  takes  bumps  a  httle  harder  than 
the  Sienna  does. 
On  rough  roads,  I 
could     feel     the 
pavement     send- 
ing vibrations  up 
through  the  tires. 
The    Quest    also 
deals  more  road 
noise. 

What  it  lacks  in 
refinement,  the 
Quest  makes  up 
for  in  brawn. 
Nissan's  formula 
days  is  bigger  and  more  powerful 
nearly  everything  that  it  builds, 
uest  has  the  same  3.5-liter  V-6 
e  that  Nissan  has  been  stuffing 
many  of  its  models.  And  the  en- 
gives  this  minivan  some  gusto. 
Quest  powers  ahead  with  240 
power,  10  more  than  the  Sienna 
fs  also  one  of  the  roomiest  mini- 
on the  market.  Another  bonus: 
c  [ejJbuest's  sliding  door  is  the  biggest 
|,jtt  J  e  business,  so  it's  easy  to  climb  in 
ffjcl  put  of  the  vehicle. 
[jnj,  le  Quest  is  easily  the  most  artisti- 
(!,{ s  stylish  van,  but  in  some  spots  Nis- 
n  3  \  acrificed  substance  in  the  name  of 
Most  of  the  dashboard  controls 
-.jjjij  m  a  round  section  of  the  dash- 
;.,.],  1  that  protrudes  from  the  floor  at 
J  jny  igle,  like  the  Tower  of  Pisa.  It's  not 
,^jr|  [practical.  To  load  CDs,  I  had  to 
^(,[n  1  down  into  the  middle  of  the 
,;  ijg  er,"  and  it  was  hard  to  see  where  I 
j3t5£  Dutting  the  disk.  Also,  the  gauges 
^pjjj  le  dash  are  small  and  difficult  to 
One  great  feature,  however,  is 
the  second-  and  third-row  seats 
pjr^T  beneath  the  fbor  to  create  a  big 
.^131 )  area  without  having  to  lift  out 

vA  eats- 

.i,j,  r  the  money,  the  Sienna  is  a  better 
'..^  ^.t  the  low  end,  the  Quest  starts  at 
j,||..y  500,  about  $1,500  more  than  the 

la.  I  drove  loaded  versions  of  both 
gj  With  equipment  like  onboard 
^jii^l]  players  for  the  kids  and  head- 
iiymp  les  in  the  back  seats,  the  Toyota 
=5  $39,000  and  the  Quest  was  about 
I     )00.  But  given  the  Sienna's  nicer 

ior  and  all-wheel  drive,  it  was  eas- 

le  better  choice  for  the  discrimi- 

Lg  minivan  buyer.  ■ 
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Cordless-and 
Hands-Free^Too 

How  headset  phones  stack  up.  BY  LARRY  ARMSTRONG 


I  ONLY  WANTED  A  NEW  CORD- 
less  phone,  something  that 
would  let  me  roam  around  the 
house  and  get  stuff  done  while 
I'm  on  the  phone.  I  envisioned 
something  like  a  cell  phone,  a 
good-looking,  pocket-size  phone 
loaded  with  high-tech  features. 

Then  I  went  shopping.  Nothing 
svelte.  Nothing  small.  Nothing  light 
enough  to  hang— without  risk— from 
the  waistband  of  the  sweats  or  flannel 
boxers  that  I  lounge  around  in. 

CALLING  CARDS 

WHAT  I  DID  FIND  was  a  category  of 
cordless  units  called  headset  phones. 
There's  no  clunker  of  a  handset  at  all, 
just  a  tiny  dial  pad  with  a  jack  for  a  head- 
set, which  is  included  and  in  fact  is  the 
only  way  you  can  use  the  phone.  When 
you're  not  on  the  phone,  the  portable 
part  nesdes  into  a  tabletop 
base  station  and  recharger 
unit  that  plugs  into  a  phone 
jack.  I  tried  three:  Uniden's 
Neo  TRUC46,  a  Plantronics 
CT12,  and  the  26977  cordless 
headset  model  from  GE  Con- 
sumer Electronics. 

My  favorite  by  far  was  the 
$80  Uniden  Neo.  It  and  the 
Plantronics,  about  $110  to 
$120,  are  the  size  of  a  credit 
card,  but  the  Neo  is  only  a 
half-inch  thick,  vs.  one  inch 
for  the  Plantronics.  At  2.3 
ounces,  it  weighs  a  third  less, 
too.  It  comes  with  two  head- 
sets, over-the-head  and  over- 
the-ear  models.  The  Plantron- 
ics headset  can  work  either 
way,  and  has  a  tiny  light  that 
blinks  when  you're  on  the 
phone,  a  nice  touch  when 
you're  working  at  home. 

Otherwise,  the  two  work 
identically.  They  have  a  three- 


line  LCD  display,  storage  for  100  names 
and  phone  numbers,  10  ring  tones  (the 
Neo  has  a  vibrate  mode  as  well),  and  bat- 
teries good  for  five  hours  of  continuous 
talk  between  charges. 

The  GE  26977  is  bigger,  like  a  deck  of 
cards,  and  not  as  capable.  It  stores  40 
numbers,  and  only  those  captured  by 
Caller  ID  (though  it  has  10  programma- 
ble speed  dial  slots  as  well).  At  $35  to 
$45,  if  s  a  good  budget  choice.  Because  it 
operates  in  the  older  900-megahertz  ra- 
dio band,  it  could  be  less  susceptible  to 
interference  than  the  other  two,  which 
share  the  2.4-GHz  frequency  with  home 
Wi-Fi  networks  and  microwave  ovens. 

Don't  expect  sexy  flips,  color  displays, 
or  the  ability  to  sync  phone  numbers 
with  those  on  your  PC.  But  if  you  want  a 
cordless  phone  that  fits  in  a  pocket  or 
even  clips  to  the  neck  of  your  T-shirt,  any 
ofthese  would  be  a  good  call.  ■ 


SMALLTALK 

The  Uniden  (right) 
has  the  thinnest 
dial  pad.  The 
GE,  at  around 
$40,  is  the 
budget  choice 


Personal  Business  Stocks 


Earnings:  What 
To  Listen  For 

This  time  out,  revenue  growth  will  have  more 
impact  than  cost-cutting  on  stock  prices. 

BY  DAVID  HENRY 


As  COMPANIES  RE- 
port  third- quarter 
earnings  in  com- 
ing weeks,  you'll 
see  big  gains,  per- 
haps as  much  as 
20%  higher  than  a 
year  ago,  accord- 
ing to  Thomson 
First  Call.  Confidence  is  high  because 
fewer  companies  than  usual  have  put  out 
the  dreaded  warnings  that  they'll  come 
up  short.  About  85%  of  companies  will 
report  earnings  that  meet  or  beat  esti- 
mates, says  Nick  Raich,  research  director 
at  Zacks  Investment  Research. 

Thaf  s  one  reason  the  stock  market 
has  climbed  so  much  this  year,  with  the 
Standard  &  Poor's  500-stock  index  gain- 
ing 18%  and  the  NASDAQ  42%  through 
Oct.  6.  But  it  is  also  the  reason  this  earn- 
ings season  will  be  less  about  looking  at 
a  chief  executive's  numbers  than  about 
reading  lips.  Can  the  CEO  describe  a  rev- 
enue stream  strong  enough  to  keep 
earnings  growing  in  the  fourth  quarter? 
Are  the  comments  about  2004  positive 
enough  to  keep  the  stock  aloft?  "The 
stocks  are  going  to  be  trading  off  of  what 
they  say  about  the  fourth  quarter  and 
2004,"  says  Raich. 

Pay  particular  attention  to  comments 
in  press  releases  and  investor 
conferences  about  top-line 
growth.  Companies  have 
achieved  much  of  their  earn- 
ings rebound  to  date  by  cutting 
expenses.  To  keep  the  earnings 
momentum,  they  will  need  ad- 
ditional business  as  well. 
That's  particularly  true  among 
S&P  500  technology  stocks, 
where  analysts  expect  earn- 
ings to  be  up  30%  in  the  fourth 
quarter  and  31%  in  2004.  Lis- 


ten closely  for  clues  about  a 
company's  operating  leverage. 
That's  what  will  be  needed  to 
turn  incremental  revenues 
into  bigger  profits,  says  Pip 
Coburn,  global  technology 
stock  analyst  at  banking  giant 
UBS. 

TECHNOLOGY  COMPANIES 

TECH  STOCKS  are  the  most 
likely  to  make  the  big  moves. 
Besides  the  stocks  being 
among  the  most  volatile  in  the 
market,  the  companies  have 
some  of  the  highest  five-year  projected 
earnings  growth  rates  (14%)  and  the 
most  vulnerably  high  price-earnings  ra- 
tios, around  28  times  earnings  for  the 
next  four  quarters.  Many  will  be  all  ears 
for  Intel's  conference  call  on  Oct.  14.  An- 
alysts are  forecasting  a  37%  profit  gain 
for  the  chipmaker  in  2004,  and  traders 
will  be  listening  for  comments  to  sup- 
port that  number. 

The  next  day,  IBM  is  expected  to 
weigh  in,  and  those  results  could  well 
move  the  stocks  of  its  competitors,  in- 
cluding hardware  maker  Hewlett- 
Packard,  Web-infrastructure  company 
BEA  Systems,  and  tech-service  compa- 
nies Accenture,  Computer  Sciences,  and 
Electronic  Data  Systems.  On 
Oct.  23,  Microsoft:  will  Web- 
cast its  earnings  call  after  the 
markets  have  closed— and 
that  always  has  ramifications 
for  tech  stocks. 


Banks 
may  offer 
clues  on 
how  rates 
will  affect 
profits 


FINANCIAL  COMPANIES 

WHILE  TECH  STOCKS  ac- 
count for  18%  of  the  value  of 
the  S&P  500,  the  financial 
sector  has  the  biggest 
weighting  at  21%.  On  Oct. 


14,  Bank  of  America  will  be  amon 
first  banks  to  report.  It  could  pr 
early  clues  to  profit  trends  at 
banks.  J.  P.  Morgan  Chase,  U.S.  Ban 
Wachovia,  and  credit-card  com 
MBNA  are  expected  to  report  ove 
next  week.  Anything  they  say  aboi 
financial  health  of  consumers  who 
helped  carry  the  economy  could 
interest.  Pay  attention,  too,  to  the  in 
of  rising  long-term  interest  rate" 
profits.  That  will  be  important  as 
continue  to  rise. 

CONSUMER  COMPANIES 

CONSUMER  STOCKS  heavily  influil 
by  economic  cycles,  such  as  auto  mA 
media  companies,  and  retailers,  ma  I 
11%  of  the  S&P  500.  General  Motof 
ports  Oct.  15  and  Ford  Motor  the  di| 
ter.  They  should  provide  addition;  i 
sight  into  consumer  spending  anj 
update  on  pension  funding  problenj 
fecting  older  industrial  companies. 
Time  Warner's  report,  expected  Ocl 
will  be  scrutinized  carefiUly  for  cltl 
see  if  it  can  deliver  the  17%  eanl 
growth  in  2004  that  Wall  Street  exij 
Most  retailers  won't  be  reporting 
November.  ■ 
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NtKtvTs  NMIonwt4«  Nttwerk  strvvs  293  of  tti«  top  300  m«ni«ts. 

i>  2003  Neitel  Communic«tionj,  inc  N£XTEL»  an6  NEXTEL  DONE,  art  »»fvke  martis. 
Irtdemafh),  and/or  reglsttrad  tradtmarks  of  Nraltt  Com/nunkatloni.  (nc.  Th«  BiackSarrv  ar\d 
RtM  lafnillas  of  related  marks,  imaoes  and  syrr>boii  art  tt\t  ticlulive  properties  ar>d  trademarks 
and/or  re^littrtd  trademarks  of  Research  in  Motion  Limited  -  uied  by  pCfmissior>.  All  other 
product  or  service  names  are  property  of  their  respective  owners.  All  rights  reserved. 


Constant  einail  access. 

For  those  who  need  to 

get  things  done  instantly. 

800-NEXTEL9.  nextel.com 


NEXTEL.  Done. 
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The  right  software  can  transform 

your  infrastructure  into 

an  on-dennand  environnnent 


/! 


What's  the  best  way  to  survive  any  business  crisis?  Avoid  it  altogether.  That's  why 
we  created  nnanagement  software  that  lets  your  business  be  more  responsive 
than  ever  before.  Our  software  lets  you  align  your  IT  to  fit  your  business  needs. 
In  the  era  of  utility  computing,  it's  more  important  than  ever  to  have  software 
that  seamlessly  integrates,  allowing  your 
existing  resources  to  perform  to  their  fullest 
potential.  So  you  can  succeed  like  you  never 
dreamed.  To  find  out  more  about  transforming 
your  IT  environment  for  better  business  success, 
go  to  ca.com/management1. 


Unicenter* 

Infrastructure  Management  Software 

BrightStor® 

Storage  Management  Software 

eTrust™ 

Security  Management  Software 


AIIFusion™ 

Life  Cycle  Management  Software 
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Art  Equity  Loans 
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GAMES 


TAKE  ME 
BACK  TO 
THE  BALL  GAME 

IT'S  FANTASY  BASEBALL  from  a  bygone 

era.  Toymaker  Cadaco  has  brought  its 

All-Star  Baseball  out  of  retirement,  and  it 

plays  just  Uke  the  original  1941  board 

game.  You  manage  a  team  of  All  Stars 

with  a  spinner  and  a  deck  of  cardboard 

disks  customized  with  each  player's 

stats.  This  new  version  ($30)  comes  in  a 

tin  with  a  molded  plastic  stadium  inside 

and  is  available  at  toy  and  game  retailers. 

To  find  a  dealer,  call  800  621-5426.  Or 

pick  up  earUer  editions  on  eBay  for  $10 

to  $25.  ^^^^^^^^^^ 

INTERNET 

AN  ESTIMATED  57%  of  Americans  now  pay  at 

least  one  of  their  bills  online,  up  from  1/%  in  2000, 

according  to  a  new  survey  by  market  researcher 

InsightExpress.  Of  the  remaining  43%  who  don't 

use  online  payment,  over  three-quarters  fear  that  the 

sites  aren't  secure.  Another  obstacle:  Some  Mac  users  complain 

that  they  can't  use  many  of  the  online  banking  programs. 


GOT  ART?  IF  YOUR  walls  are  adorned 
with  Degas  and  de  Koonings,  you 
can  turn  your  homegrown 
museum  into  a  source  of  cash  by 
using  it  as  collateral  for  a  low- 
interest  loan.  Citigroup  Private  Bank, 
for  one,  extends  loans  backed  by 
art  to  select  cUents.  Current 
interest  rates  are  about  2  to  3 
percentage  points  above  the 
London  interbank  offered  rate 
(LIBOR),  which  translates  into  a 
rate  of  about  3%  to  4%.  That  sure 
beats  taking  out  a  home-equity 
loan  at  6.3%,  the  national  average. 

Citi  has  seen  demand  for  such 
loans  rise  by  20%  for  two  years 
running,  says  Suzanne  Gyorgy, 
business  manager  for  Citi's  art- 
advisory  service,  a  division  of  the 
private  bank  that  helps  cKents 
value,  buy,  insure,  and  sell  art. 
Most  clients  are  tapping  the  value 
of  their  art  to  expand  collections  or 
invest  in  stocks,  Gyorgy  says.  Of 

course,  you  can't  borrow  against  just  any  old  painting.  At  Citi,  you'll  need  a 
collection  worth  $10  million  to  qualify  for  the  minimimi-size  loan  of  $5  millioil 
That's  not  a  problem  for  most  clients,  though,  since  the  private  bank's  average  f 
account  size  is  $10  million.  -Anne  Tergesen 


Online  Bill  Payment 


Some  like  it  because  they  can... 

Others  don't,  because  of... 

Pay  bills  in  less  time 

77% 

Security  concerns 

76% 

Make  last-minute  payments 

74 

Unwillingness  to  pay  fees 

62 

Visit  the  post  office  less  often 

58 

Inability  to  configure  computer 

42 

Save  money  on  postage 

56 

Lack  of  recourse  for  errors 

42 

Data:  InsightExpress 


MONEY 

CASH  CARDS 
FOR  TRAVELER! 

HERE'S  A  WAY  to  say  bon  voyage:  wi| 

TravelFunds  Card  from  American 

Express.  Put,  say,  $2,500  on  the  carl 

and  the  user  can  swipe  it  like  a  crecj 

or  debit  card 

at  locations 

that  take 

AmEx.The 

cards  cost 

$14.95. 

They're  good 

for  diree  years  and  refillable.  You  c  I 

get  a  reflmd  within  24  hours  if  the  I 

card  is  lost  or  stolen.  (For  more  inf  | 

call  1-888-412-6945  or  go  to 

americanexpress.com/travelfundsc  I 
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If  we  are  what  we  eat, 
the  future  is  looking  beautiful. 


^^w 
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For 400  years,  ADM  has  worked  with  innovative  food  companies  and  the  American  farmer 

firtd  rmufal  irlgrediCTits  that  boost  taste  and  improve  health.  Right  now,  ADM  is  providing  heart-healthy 

jltematix'es  with  foods  from  soy.  And  on  the  horizon  are  vegetable  oils  that  help  you  curb  fat  and  lose  weight. 

Soon,  a  sensible  diet  will  be  something  we  can  all  live  with,  in  more  ways  than  one. 

Nature  has  answers.  Is  anyone  listening? 

Yes. 


ADM 


THE  NATURE  Cff  WHATS  TO  COME" 


Personal  Business  The  Barker  Portf( 


BY  ROBERT  BARKER 


Newell  Rubbermaid: 
Why  It'll  Bounce  Back 


5UI 

yt 


How  cold  is  Newell  Rubbermaid?  Let's 
just  say  Wall  Street  is  so  disgusted  with 
the  big  housewares  maker  that  in  July, 
the  last  time  CEO  Joe  Galli  talked  to 
analysts,  he  had  to  plead:  "Maybe  give  us 
a  litde  credibility."  Sorry,  Joe.  The  stock 
sank  17%  that  day  and  10%  more  after 
Galli  canceled  an  October  meeting  set  to 

wow  analysts  with  new  products  and  the  business  outlook. 

This  is  why  the  next  time  a  pair  of  CEOs  predict  a  merger  of 
their  companies  will  create  synergies,  you  should  tell  them  to 
stuff  it  in  a  32-gallon  Rubbermaid  trash  can.  In  the  10  years 
before  the  Rubbermaid  deal,  Newell's  shareholders  had 
grown  used  to  annual  average  total  returns  of  nearly  23%— 


CASH  STASH: 

Familiar  brands— 
and  strong  cash 
flow— can  help  the 
company  survive 
the  current  crisis 


Rubber  Trouble 

While  Rubbermaid  provides  the  largest  share  of  its  parent  company's 
sales,  its  contribution  to  profits  has  been  unimpressive. 


SEGMENT  %  OF 

COMPANY  SALES  SALES 

Rubbermaid  2592  35 

Sharpie  1909  26 

Irwin  1727  23 

Calphalon  Home     1226  16 

Dollar  figures,  in  millions,  are  for  2002 


OPERATING      %0T 
INCOME  0.1. 


CAPITAL         %  OF 
SPENDING      C.S. 


215 

27 

135          56 

323 

41 

41          17 

136 

17 

46          19 

120 

15          17           7 

Data:  Company  reports.  Busint^  sWeek 

four  percentage  points  ahead  of  the  Standard  &  Poor's  5^ 
stock  index.  In  1998,  when  Newell  agreed  to  buy  Rubber 
v^dth  $5.8  biUion  worth  of  its  stock,  the  two  companies 
enjoyed  a  total  stock  market  value  of  $12  bilhon.  Today, ; 
$22  a  share,  Newell  Rubbermaid  brings  about  half  of  thil 
Investors  can't  hang  this  merger  from  hell  on  GaUi;  heT 
came  in  as  CEO  from  Amazon.com  in  2001.  And,  even  if  | 
Newell  Rubbermaid  has  been  guilty  diuing  his  tenure  of 
promising  the  Street  too  much,  too  fast— in  July,  he  lowe 
earnings  guidance  for  2003— the  company  is  on  a  sounc 
footing  than  recent  action  in  its  stock  impUes.  I  can't  givJ 
odds  on  whether  GaUi  will  survive  the  current  crisis— ani 
isn't  talking.  But  as  I  see  it,  if  he  does  sxirvive  it'll  be  bec£| 
the  company  shows  sohd  progress  and  the  stock  recover 
he  doesn't,  the  stock  will  rally  on  hope  of  better  manageij 

UNDERLYING  THE  TURMOIL  is  a  steadily  profitable,  if  slow 
growing,  maker  of  a  gaziUion  everyday  things:  Rubberm 
containers,  of  course,  plus  Little  Tikes  toys.  Sharpie,  Pari 
and  Waterman  pens,  Calphalon  cookware,  and  Levolor  1: 
In  the  12  months  ended  June,  these  products  and  more 
brought  $262  milhon  in  net  profit  on  revenue  of  $7.7  biL 
Operating  cash  flow  came  to  $711  milhon. 

A  nagging  problem,  however,  is  where  all  that  cash  fk 
next.  Of  the  $711  milhon,  $339  milhon  went  to  capital 
projects.  Of  that,  Rubbermaid  consumed  the  greatest  sh 
among  the  company's  four  segments.  Yet  Rubbermaid  u 
2002  contributed  just  35%  of  sales  and  even  less  of  the 
company's  operating  profit  (table).  No  one  doubts  that  > 
wildly  overpaid  for  Rubbermaid.  The  persistent  questioi 
whether  it's  continuing  to  overpay  by  plowing  so  much  J 
cash  back  into  Rubbermaid's  new-product  programs  an« 
productivity  initiatives.  Results  in  die  first  half  ended  Jiu 
when  Rubbermaid  sales  grew  just  1.4%  and  operating  ir 
actually  fell  5%,  suggest  the  answer  is  yes. 

So  why  do  I  see  opportunity  in  Newell  Rubbermaid? 
Because  whether  it's  Galh  or  another  executive  who  doe 
squeezing  greater  returns  for  shareholders  out  of  a  long 
estabhshed  company  with  famihar  brands,  strong  opera 
cash  flows,  and  a  manageable  balance  sheet— total  debt 
about  half  of  capital— is  a  far  less  daunting  endeavor  thi 
say,  inventing  and  selling  the  next-generation  cell  phont 
dough,  in  other  words,  is  already  coming  in  the  door,  an 
investors  now  are  getting  annual  dividends  of  84<1:  a  sha 
That's  a  3.8%  yield  on  a  $22  stock  that  trades  for  0.8  tin 
sales  and  13  times  the  Street's  most  bearish  estimate  of  i 
year's  earnings.  Get  'em  while  they're  cold.  ■ 

E-mail:  rb@busmesswe 
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Dur  organization  needs  new  capital, 

ut  your  lender  can't  get  the  deal  off  the  ground? 


KeyBank 


The  Solution  is  Key. 


Insight  into  the  workings  of  your  industry  is  what  enables  KeyBank 
to  go  above  and  beyond  in  discovering  innovative  sources  of  capital 
for  your  organization.  The  expertise  of  the  professionals  at  KeyBank 
gives  you  access  to  financial  alternatives  that  go  beyond  traditional 
bank  debt.  Whatever  your  capital  needs,  we're  uniquely  qualified  to 
help  them  take  flight.  It's  just  one  more  reason  why  the  solution  is  Key. 


For  more  information,  call  1-800-KEY6070,  or  visit  Key.com. 


Achieve  anything. 


©2003  KeyCorp    The  Solution  is  Key  is  a  registered  service  mark  of  KeyCorp. 
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BY  GENE  G.  MARCIAL 

RIVAL  CASINOS  COULD  BE  EYEING  BEATEN-DOWN  BOYD  GAMIN 
RADWARE'S  NET-MANAGEMENT  GEAR  IS  SET  TO  SEL  BRISKLY. 
A  NEW  THERAPY  FROM  IMMUNE  RESPONSE  WILL  HELP  SLOW  HI 


ITS  LOSSES 
MAY  NOT  LAST 


20 


DOLLARS 
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Boyd:  More  Buyout  Bait? 

Boyd  Gaming  (BYD)  got  clobbered  on  Oct.  6.  Its  shares 
dived  10%,  to  13^7,  after  Boyd  warned  that  third-quarter 
earnings  would  be  below  estimates.  But  some  pros  are 
not  apologizing  for  owning  Boyd.  They're  buying  more  stock  in 
this  owner  or  operator  of  13  casinos- 
including  Stardust  in  Las  Vegas  and 
Borgata  in  Atlantic  City.  Says  Jason 
Ader,  a  gambling  analyst  before 
forming  Hayground  Cove  Asset 
Management:  "I've  been  buying,  as 
Boyd  sports  the  lowest  price-earnings 
mialtiple  in  its  group."  With  the  stock 
cheap  and  consolidation  on  the  rise, 
Ader  sees  Boyd  as  takeover  bait  MGM 
Mirage,  which  co-owns  Borgata,  may 
go  after  Boyd,  he  says.  MGM  is  51% 
owned  by  the  acquisitive  Kirk  Kerkorian. 
Ader  has  also  heard  that  casino  mogul  Steve  W^rm  is 
interested:  He's  building  a  new  casino  in  Las  Vegas  close  to 
Stardust.  Ader  puts  Boyd's  worth  at  22  based  on  recent  deals. 
Joyce  Minor  of  Lehman  Brothers,  which  has  done  banking  for 
Boyd,  still  has  an  "overweighf  on  Boyd.  She  thinks  the  bad 
news  is  confined  to  earnings  woes  at  Stardust,  Boyd's  weakest, 
and  Boyd's  Par-A-Dice  Casino  in  East  Peoria,  111.,  where 
gambling  taxes  rose  in  July.  Minor  says  Boyd  will  earn  87<t  a 
share  in  2003  and  $1.19  in  2004.  Spokesman  Rob  Stillwell  says 
CEO  William  Boyd,  whose  family  owns  more  than  50%  of  Boyd, 
is  more  attuned  to  buying  than  selling.  On  buyout  chatter, 
Stillwell  says:  "I  guess  we  should  say:  'Never  say  never.' "  MGM 
didn't  return  calls.  Steve  W^mn  was  unavailable  for  comment. 
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Traffic  Is  Heavy 
At  Radware 


Radware  (RDWH)  is  a  maker  of  Net  traffic-management 
gear,  operating  in  the  shadow  of  giants  Cisco  Systems 
and  Nortel  Networks.  Yet  tiny  Radware's  stock  has 
handily  matched  larger  rivals,  zooming  from  10  in  April  to 
21.31  on  Ocl.  8.  Radware  systems  let  users  optimize 
performance  of  servers,  security  devices,  and  Net  appUcations. 
Steve  Kamman  of  CIBC  World  Markets  notes  that,  during  the 
tech  bust,  Radware  went  after  a  small  niche  market— providing 
sophisticated  cUents  with  customized  serxices  that  brought 
higher  fees.  Kamman  says  this  will  boost  earnings,  helped  by  a 
rise  in  both  repeat  and  new  customers.  Kamman,  who  rates  the 
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Stock  "outperform,"  says  Radware  has 

$130  million,  or  $7.50  a  share,  in  cash, 

and  no  debt.  Repeat  customers  (45%  of 

sales)  include  Faimie  Mae  and  Verizon. 

Among  new  chents  (55%  of  sales)  are 

Total  and  Japan  Airlines.  Mark  Sue  of 

C.E.  Unterberg  Towbin,  which  has  done 

banking  for  Radware,  says  a 

"broadening  pipeline"  of  application 

switches  bodes  well  for  third-  and 

fourth-quarter  earnings.  So  despite 

Radware's  high  p-e.  Sue  rates  it  a  buy 

based,  in  part,  on  "solid  visibihty"  of  earnings  ahead— 31 

share  in  2003  and  52$  in  2004,  vs.  a  loss  in  2002. 

How  Immune  Response 
Targets  AIDS 

Immune  Response  (IMNR),  co-foimded  in  the  late  1 
by  Dr.  Jonas  Salk,  developer  of  the  poUo  vaccine,  h; 
talked  to  two  drugmakers  as  possible  partners  for 
drug  Remune.  This  is  an  immune-based  therapy  for  H 
patients  who  haven't  yet  taken  antiretroviral  drugs  (th^ 
called  cocktail).  Now  in  Phase  2  clinical  trials  in  Spain 
having  just  started  tests  in  Italy, 
Remune  is  aimed  at  slowing  the 
advance  of  HIV  and  delaying  the  need 
for  antiretroviral  drugs,  which  have 
toxic  effects.  CEO  John  Bonfigho  says 
Remune  boosts  the  immune  system  to 
attack  HIV  and  stimidates  HIV-specific 
immune  responses.  Confirming  his 
talks  with  possible  partners,  Bonfigho 
says  a  partnership  would  speed  tests. 
Robert  Wasserman  of  Dawson  James 
Securities  says  a  marketing  partner 
would  boost  the  stock  and  enhance 
approval  of  Remune  in  three  to  five  years.  He  rates  the  s 
at  2.45  a  share,  a  buy— with  a  12-month  price  target  of  8j 
Jacobs  of  Capital  Growth  Equity  Fund,  which  owns  shaij 
reports  that  earher  trials  were  "promising." 
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Gene  Marcial's  Inside  Wall  Street  is  posted  I 
businessweek.com/  today.htm  at  5  p.m.  on  the  magazine's  publical 
day,  usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m.  est  on  c| 
The  Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  ncl 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  invej 
banking  or  other  financial  relationships  with  them. 
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e  I  e  V  a  t  e  per 


performance 


"It  can't  be  done."  "You're  crazy."  "Never."  "No."  These  are  the 
words  that  come  in  the  beginning,  only  to  be  proven  v^rong  in  the 
end.  At  ConocoPhillips,  v/e  realize  that  impossibilities  sometim_ 
yield  the  best  opportunities.  So,  where  others  see  on  obstacle, 


we  see  a  chance  to  elevate. 


u.^^^ 


ConocoPhillip^ 

e  I   e  V  a   t   ' 


conocophillips.com 


.^0<^ 


■^rpOi^ 


2003  ConocoPhillips   All  rights  reserved. 
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COMMENTARY 

Equities  tried  to  make  it  six 
winning  sessions  in  a  row  before 
finally  stumbling  on  Oct.  8.  The 
report  of  a  rise  in  September 
payrolls  helped  drive  the 
markets  higher  The  jobs  news, 
along  with  cost-cutting  by 
companies,  is  a  recipe  for  good 
profits.  Also  helping  equities  was 
a  placid  Treasury  market.  For  the 
week,  the  NASDAQ,  S&P  500, 
and  the  Dow  all  rose  smartly. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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4-WEEK  TOTAL  RETURN 

WEEK  ENDING  OCT.  7 
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52-WEEK  TOTAL  RETURN 

WEEK  ENDING  OCT  7 

■  S&P  500  ■  U.S.  DIVERSIFIED  Wt  ALL  EQUITY 


%  8         16         24         32         40         48 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


RETAIL  SALES  M/ednesday,  Oct 
15,  8:30  a.m.,  EDT  » 
September  retail  sales  are  forecast 
to  have  inched  0.1%  higher,  after  a 
0.6%  increase.  That's  based  on  the 
median  forecast  of  economists 
surveyed  by  MMS  International. 
Excluding  vehicles,  sales  probably 
grew  0.4%,  after  a  0.7%  jump  in 
the  previous  month. 
BEIGE  BOOK  VVednesday,  Oct 
15,  2  p.m.,  EDT  »  The  Federal 
Reserve  will  issue  its  summary  of 


U.S.  MARKETS 

OCT  8             V 

S&P  500 

1033.8 

Dow  Jones  Industrials 

9630.9 

NASDAQ  Composite 

1893.8 

S&P  MidCap  400 

534.4 

S&P  SmallCap  600 

248.9 

Wilshire  5000 

10.038.6 

SECTORS 

BusinessWeek  50* 

593.4 

BW  Info  Tech  100" 

334.6 

S&P/BARRA  Growth 

525.4 

S&P/BARRA  Value 

504.8 

S&P  Energy 

202.4 

S&P  Financials 

356.8 

S&P  REIT 

111.5 

S&P  Transportation 

183.0 

S&P  Utilities 

112.0 

GSTI  Internet 

144.1 

PSE  Technology 

651.7 

WEEK 

1.5 

1.7 
3.4 
2.5 
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3.1 
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1.5 
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%  CHANGE 

YEAR  TO     UST12 

DATE      MONTHS 
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GLOBAL  MARKETS 

S&P  Euro  Plus  (U.S.  Dollar) 
London  (FT-SE 100) 
Paris  (CAC  40) 
Frankfurt  (DAX) 
Tokyo  (NIKKEI  225) 
Hong  Kong  (Hang  Seng) 
Toronto  (S&P/TSX  Compi 
Mexico  City  (IPC) 

FUNDAMENTALS 

S&P  500  Dividend  Yield  L60% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  283 
S&P  500  P/E  Ratio  (Next  12  mos.)*  17.6 
First  Call  Earnings  Surprise*  13.77% 

TECHNICAL  INDICATORS  oct  7 

S&P  500  200-day  average  934.9 

Stocks  above  200-day  average  84.0% 

Options:  Put/call  ratio  0.69 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.23 


OCT  8 

WEEK 
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BEST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining 
Footwear 
Homebuilding 
Internet  Retailers 
Home  Entertainment 


LAST  UST12 

MONTH  %  MONTHS % 

15.2  Internet  Software  3075 

12.0  Comptr.  Stge.  &  Perphs.  1870 
11.9  Divsfd.  MeUls&  Mining  169.6 
11.6  Wireless  Services  159.1 

10.1  Office  Electronics  136.8 


WORST-PERFORMING 
GROUPS 

Photographic  Products 
Advertising 
Semiconductor  Equip. 
Movies  &  Entertainment 
Instrumentation 


UST 
MONTH  % 

-25.8 

-9.7 
-8.3 
-8.1 
-6.5 


Health-Care  Facilities 
Photographic  Products] 
Brewers 
Soft  Drinks 
HeaKh-Care  Distribute 


EQUITY  FUND  CATEGORIES 


J-WEEK  TOTAL  RETURN 


LEADERS 

Japan  8.7 

Diversified  Pacific/Asia  6.1 

Real  Estate  4.8 
Diversified  Emerging  Mkts.  4.4 

LAGGARDS 

Precious  Metals  -1.9 

Health  -1.3 

Small-cap  Growth  1.0 

Technology  1.1 


%      52-WEEK  TOTAL  RETURN 
LEADERS 

Technology 
Communications 
Latin  America 
Precious  Metals 


LAGGARDS 

Domestic  Hybrid 
Miscellaneous 
Health 
International  Hybrid 


% 

93.6 
66.6 
58.4 
54.7 

21.2 
22.6 
27.6 
28.2 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

% 

52-WEEK  TOTAL  RETURN 
LEADERS 

% 

Third  Millennium  Russia 
T.R.  Price  E.  Eur.  &Mdn. 
American  Heritage 

15.3 
14.6 
14.3 

ProFds.lntnet.Ultsr.lnv. 
Jacob  Internet 
RS  Internet  Age 

292.6 

256.5 
198.6 

CGM  Realty 

LAGGARDS 

14.0 

Apex  Mid  Cap  Grovrth 

LAGGARDS 

193.3 

ProFunds  Pr.  Mtls.  U.  Inv. 

-6.5 

Rydex  Dyn.  Vent.  100 

-74.4 

Rydex  Precious  Metals 

-5.3 

ProFunds  UltSh.OTC  Inv. 

-74.3 

PFds.  Biotch.  User.  Inv. 

-5.2 

Frontier  Equity 

-544 

Centurion  Csl.  Mt.  Nl.  C 

-5.1 

ProFunds  UltBear.  Inv. 

-48.9 

INTEREST  RATES 


KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgagef 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


OCT  8 

WEEK  AGO 

0.62H 

0.62% 

0.90 

0.94 

»-62   _A44, 

4.24 

333 

5J16 

•-4^ 

5^9 

5.74 
tBanxQu 

WEEK  AGO                   V' 

General  Obligations 

3.81% 

Taxable  Equivalent 

5.44 

Insured  Revenue  Bonds 

3.76 

Taxable  Equivalent 

5.37 

regional  economic  activity  before 
its  Oct.  28  policy  meeting. 
Economists  surveyed  by  MMS 
International  expect  no  change  in 
interest  rates. 
CONSUMER  PRICE  INDEX 
Thursday.  Oct  16,  8:30 
a.m.,  EDT  »  Consumer  prices 
for  goods  and  services  in 
September  very  likely  rose  0.3% 
for  a  second  moi  ,th  in  a  row.  Minus 
food  and  energy,  prices  probably 
moved  up  0.2%,  after  a  0.1%  gain. 


INDUSTRIAL  PRODUCTION 

Thursday,  Oct  16,  9:15  a.m., 
EDT  n  September  factory  output 
very  likely  increased  0.4%,  on  top 
of  a  0.1%  rise  in  August.  The 
average  operating  rate  probably 
reached  74.8%,  from  74.6%. 
RESIDENTIAL  CONSTRUCTION 
Friday,  Oct  17,  8:30  a.m., 
EDT  »  Housing  starts  in 
September  very  likely  eased  to  an 
annual  rate  of  1.79  million,  from  a 
pace  of  1.82  million  in  August. 


The  BusinessWeek  productior 
climbed  to  201.7  for  the  week 
Sept.  27.  up  5.4%  from  thi 
before.  Before  calculation 
four-week  moving  average,  thi 
improved  to  202.7 


BusinessWeek  on 


For  the  BW50,  more  investn 
data,  and  the  components 
of  the  production  index  visit 
www.businessweek.eom/hiagazine/f 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  Is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increase  in  profits. 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result? 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/timely 


^llk 


f^  Pitney  Bowes 

Engineering  the  flow  of  communication' 


iL  Pilney  Bowes  Inc.  All  Rights  Reserved. 
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INCOME! 
:OME!  INCOME! 

tirement  income  fund  is  a  diver- 
no-load  mutual  fund.  The  Fund 
iizes  income.  Investments  indude 

common  stocks  and  prefen'ed 
We  continually  offer  new  shares, 
ire  information,  including  cun'ent 
Dtal  return  and  a  prospectus  call 

at  1-866-663-8023. 
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Planning  Your  Stay 
for  the 
Athens  2004  Olympics? 

Why  Not  Stay  on  a 
^  Floating  Hotel, 
^f     aValefYacht! 


Being  on  our  yachL<i  docked  in  .Athens 
marinas  vou  enjoy: 

•  l.uxun  •  Neturily  •  Mmosphere 

•  l'ri>ac>  •  Private  (ransportalion 

•  No  traffic  or  crowds 
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);uesls...and  \ou  can  cruise  whenever 
yuu  want! 

'0// Free  (800)223-3845 
'.Vebsites:  Valefyachts.com. 
OlympicsAthens2004Lodging.com 
OlympicsAthens2004Yachting.com 
Email-  in(o@Valefyachts.com 

VALEF  YACHTS  LTD. 

P.O.  BOX  385 
AMBLER.  PA  19002 
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Vacacion  in  a  palace  of  absolute 
splendor — a  fiilly  seiA'iced  man- 
sion with  exquisite  interiors,  set 
amid  rolling  fairways.  All  yours 
for  an  entire  month,  deeded 
interest.  Term-5  years. 

phone  (480)  585-7500  •  fax  (602)  667-0299 
www.resortmansions.com 

This  is  rx)t  an  otter  to  sell  nor  a  soiictialion  of  an  offer  to  buy  to  residents  of  any  state  m 
which  registration  requiremenls  have  noi  been  fulfilled  Void  where  prohibited 
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The  grandeur  of  a  mansion. 
The  services  of  a  5-star  hotel. 
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and  check  out  the  spectacular 
packages  being  offered.  Land 
and  air  packages  starting  as  low  as 
»599!  While  you're  there, 
register  to  win  a  FREE  trip 
to  Germany. 
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Editorials 


A  New  Road  Map 
For  California 


CALIFORNIANS  HAVE  BEEN  throwing  a 
populist  fit  for  decades,  and  the  recall  of 
Governor  Gray  Davis  and  election  of 
Arnold  Schwarzenegger  is  the  latest 
manifestation  of  that  discontent. 
Califomians  want  low  real  estate  taxes  but  keep 
passing  initiatives  for  more  spending  on  schools, 
health,  and  prisons.  They  want  cheap  illegal 
Mexican  labor  to  work  in  hotels,  farms,  and  construction  but 
don't  want  to  give  them  drivers'  licenses.  They  want  de- 
regulated electricity  but  not  for  consumers.  Tliey  want 
balanced  budgets  but  impose  impossible  supermajority  votes 
to  pass  them.  They  want  more  jobs  but  subject  small 
companies  to  heavy  legal  and  health  mandates  that  make 
them  uncompetitive.  They  want  better  political  governance, 
but  they  vote  for  term  limits  that  make  legislators  rely 
on  special  interests— and  recall  governors  they  just  voted 
into  office  (page  36). 

Califomians  want  a  lot  of  things,  but  not  this:  to  make 
reasonable  choices  and  pragmatic  compromises  to  get  things 
done.  If  Schwarzenegger  is  to  succeed  in  digging  California 
out  of  the  hole  it  has  dug  for  itself,  then  he  must  use  his 
outsider,  celebrity  status  to  build  a  new  political  consensus  to 
make  California  work  again.  If  he  fails,  die  flight  of 
professionals  and  businesses  from  California  to  Idaho,  Texas, 
Nevada,  Oregon,  Washington,  and  Utah  could  become  a  rout. 
Unfortunately  for  California,  a  strong  cyclical  upturn  in  the 
economy  may  soon  alleviate  the 
obvious  symptoms  of  its  deep 
structural  problems.  The  three 
pillars  of  California's  economy- 
high  tech,  global  trade,  and 
agriculture— are  all  showing 
signs  of  better  health.  The  state's 
$8  billion  budget  deficit  will 
improve  by  mid-2004,  even  if  the 
new  governor  does  nothing. 

But  doing  nothing  would  be  a 
major  mistake.  California  is 
becoming  less  and  less 
competitive.  The  state  needs  major 
economic  and  political  repair,  and  there  is  no  consensus  on 
what  to  do.  One  suggestion  would  be  to  check  out  Texas.  Take 
electricity:  Texas  keeps  its  power  local,  stable,  and  half  the 
price  of  California's.  While  it  has  deregulated  to  a  degree,  it 
never  made  California's  blunders.  Texas  has  also  managed  to 
keep  its  state  workers'  compensation  system  under  control- 
while  in  California,  premiums  paid  by  businesses  doubled  last 
year.  Recentiy,  Governor  Davis  signed  a  bill  increasing 
workers'  compensation  payouts  by  100%,  and  premimns  will 
rise  again.  Davis  also  added  to  the  cost  of  doing  business  in 
his  state  by  requiring  companies  with  20  employees  or  more 


Califomians 
want  a  lot 
but  balk  at 
reasonable 
choices  and 
pragmatism 


to  provide  health  plans  for  all  workers  or  pay  a  fee  to  a  si 
run  health  plan.  This  pummels  California's  1.1  million  s: 
businesses  that  employ  80%  of  working- age  residents, 
plan  to  move. 

California  will  never  be  a  low-cost  state.  It  makes  se: 
it  to  concentrate  on  high-value-added  services  in  tech, 
design,  trade,  advertising,  and  venture  capital,  allowing 
production  to  migrate  to  low- cost  states.  But  the  new 
governor  would  be  wise  to  roll  back  some  of  the  expensi 
new  mandates  just  passed.  Good  intentions  do  not  neo 
make  for  good  economic  poUcy. 

Califomians  should  realize  that  their  hothouse  pop 
has  made  them  virtually  ungovernable.  Voter  initiatives 
mandate  70%  of  all  state  spending,  limiting  the  negotiati 
room  that  politicians  need  to  deal  with  budget  crises.  And 
requiring  a  two-thirds  supermajority  vote  of  the  state 
legislature  to  pass  a  budget  in  effect  paralyzes  govemmer 
This  has  to  change.  At  partisan  war  with  itself,  California 
only  itself  to  blame.  Perhaps  that's  why  CaUfomians  have 
turned  to  a  larger-than-life  figure— to  make  them  do  whai 
they  know  they  need  to  do. 


Sharingthe 
HealtnBurden 


CONGRESS  WILL  soon  debate  whether 
means-test  the  proposed  Medicare  d 
benefit— and  perhaps  the  entire  Medi 
program.  The  cost  of  the  new  benefit, 
$400  billion  over  10  years,  highlights 
enormous  financial  burden  the  75  million  baby 
boomers  will  soon  place  on  government  and  soc 
as  they  retire.  With  the  budget  deficit  soaring  in 

the  triUions,  the  problem  is  acute.  The  debate  is  really  al 
choices:  preserving  government  medical  benefits  by  havij 
the  wealthy  pay  more,  or  scaling  back  benefits  to  maint 
them  for  all.  It's  a  tough  decision,  but  a  realistic  one. 

It's  a  decision  that  Corporate  America  has  already  mai 
Many  businesses  are  already  charging  higher-paid  empL 
up  to  twice  as  much  for  their  health  care  as  lower-paid 
workers.  And  while  most  companies  are  trimming  back  $ 
coverage,  by  and  large  they  are  choosing  means  testing  1 
health  services  over  drastic  cutbacks  of  benefits  (page  42 

Companies  are  applying  a  sliding-scale  approach  to 
premium  payments,  aimual  deductibles,  and  out-of-pocl 
maximum  caps  on  medical  expenses.  That's  fair,  and  if  s 
better  than  the  alternative- cutting  benefits  to  all.  There 
denying  the  sticker  shock  spreading  through  Corporate 
America  as  employees  open  their  company  health  plans 
2004.  It  is  similar  to  the  shock  reverberating  in  Washing 
over  Medicare.  Choices  have  to  be  made.  The  better  choi 
Congress  is  to  ask  those  who  can  to  pay  mOre  to  help  pro 
for  everyone,  including  those  who  can't. 
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Russell  Simmons  is 
the  guru  of  urban  style. 
Now  he's  helping 
established  brands 
that  seek  an  edgier 
marketing  image. 

BY  SUSAN  BERFIELD(R90) 
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You  can  be  separated  by  thousands  of 
miles  and  never  feel  apart.  With  the 
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SAMSUNG  DIGr 

everyone's  inviteiS* 


Stealth  PDA 


i500 
PDA  Phone 


i600 
Smartphone 


i700 
Pocket  PC  Phone 


POWERED 


For  more  information  visit  www.samsungusa.com/wireless 


B.  R    AND* 

CUSTOMER  lOVALTY 

AWARD  WlhfNER 

2003 


Samsung  mobile  phones  have  been  rated  number  one  in  brand  loyalty  by  consumers  two  years  in  a  row,  according  to  Brand  Keys,  a  leading  independent  authority  on  brand  loyalty. 

©2003  Samsung  Telecommunications  America,  L.P.  Samsung  is  a  registered  trademark  of  Samsung  Electronics  America,  inc.  and  its  related  entities.  The  Palm  Powered  logo  and  Palm  OS  an 

registered  trademarks  of  PalmSource,  Inc.,  a  subsidiary  of  Palm,  Inc.  Windows  and  Windows  Mobile  are  registered  trademarks  of  Microsoft  Corporation  in  the  United  States  and  other  countri 


The  Samsung  family  of  phones  with  built-in  PDAs. 
That's  DigitAII  ingenuity. 

Introducing  the  amazing  Samsung  i500  —  the  flip  phone  with  a  PDA  hidden  inside.  It  opens 
wide  to  reveal  a  vivid  65,000-color  touch  screen  display,  a  fully  functional  digital  organizer 
and  easy  Internet  access.  And  it's  just  one  in  a  line  of  incredibly  compact  PDA  phones  in 
both  PalmOS®  and  Windows  Mobile"-based  operating  systems.  So  whether  you're  checking 
email  or  calling  the  office,  these  little  handhelds  give  you  the  best  of  both  all  in  one. 
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When  It  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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marketers  will  find  you,  wherever  you  are 
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Fifty  million  Americans  have  signed  up  for  the  registrjj 
Confiised  about  where  things  stand  now— or  how  the] 
got  to  this  point?  Here  are  the  answers  to  the  key 
questions  about  Do-Not-Call 
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When  it  comes  to  the  joian's  value,  the  White 
House  has  to  balance  domestic  political  pres- 
sure against  the  dangers  of  a  weaker  dollar 

Making  the  Case  for  Superpills 

Drugmakers  are  hoping  that  pills  packing  a 
combination  of  medications  for  a  variety  of  conditio! 
will  do  a  lot  for  patients— and  even  more  to  revitalize 
revenues 
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High-performance  supply  chain, 
delivered. 

When  Grid's  number  one  computer 

company  set  out  to  upgrade  its  already 
world-class  manufacturing  infrastructure 
several  years  ago,  they  began  with  a  bold, 
yet  simple  premise:  "build  more  systems 
with  less  inventory"  In  about  100  days, 
Accenture  and  Dellconceived  and 
implemented  an  approach  that  allows  Dell 
to  operate  on  no  more  than  two  hours  of 
inventory  at  a  time.  Now  in  place  in  Dell's 
plants  around  the  world,  the  program  paid 
for  itself  five  times  over  during  the  first 
12  months  of  operation.  Dell  is  able  to 
adapt  more  quickly  to  rapidly  changing 
technologies  and  maintain  its  position  as 
a  high-performance  business. 


New  York  City  311 

High  performance  delivered  for 
government. 

More  than  900  non-emergency  city 
services  in  170  languages  for  8  million 
residents -services  that  once  took  14  pages 
of  telephone  numbers  in  New  York  City- 
are  now  available  24/7  with  a  single  call 
to  311.  Working  closely  with  the  city's 
Department  of  Information  Technology 
and  Telecommunication,  Accenture  took 
the  nation's  largest  311  project  live  in  just 
seven  months,  introducing  not  just  new 
applications  and  technologies,  but  a  new 
way  of  doing  business.  Having  surpassed 
the  2  million  call  milestone  in  just  five  months, 
the  system  is  giving  the  city  of  New  York 
the  agility  required  for  high  performance. 


When  faced  with  new  questions, 

6q  you  reply  with  old  answers,  or  new  ones? 


Go  on.  Be  a  Tiger. 


here  .ve  times  when  the  best  shot  Jt  successjSLi't  the 
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'^novvition  to  help  \oii  become  d  hiqh-perfornKinee 
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"Of  course  I'm 
scared.  The  last! 
place  I  would 
ever  want  to  go 
is  prison" 

-Martha  Stewart,  in  a  i 
interview  with  20/1 
Barbara  WA 
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SILICON  CULTURE 

HEADING 
FOR  THE 
EXITS  AT  HP 


IS  HEWLETT-PACKARD  experi- 
encing a  brain  drain  in  its 
storage  business?  In  the  past 
15  months,  at  least  six  execu- 
tives have  bolted.  That  has 
some  analysts  wonying 
about  HP's  prospects.  When 
HP  listed  the  benefits  of  ac- 
quiring Compaq  two  years 
ago,  it  promised  to  shine  in 
storage.  HP's  market  share 
has  held.  But  its  $3.6  billion 
in  projected  2003  storage 
sales  would  be  a  1%  dip  from 
last  year,  says  Merrill  Lynch. 
HP's  losses  have  been 


THE  BIG  PICTURE 


EMC's  gains.  Five  HP  execs 
have  jumped  to  the  rival.  The 
latest:  On  Oct.  8,  Compaq 
storage  vet  Howard  Elias 
joined  EMC  to  manage  its 
emerging  businesses.  Elias 
ran  storage  for  HP, 
but  was  in  a  broad- 
er management 
role  recently.  An- 
other Compaq 
alum,  Mark  Lewis, 
joined  EMC  last 
year  as  chief  tech- 
nologist. And  a 
handful  of  storage 
engineers  joined  rival  Seagate 
Technology  last  year.  "I'm  con- 
cerned about  the  ripple  effect 
a  year  or  two  from  now,"  says 
analyst  Tony  Prigmore  of  En- 
terprise Storage  Group. 

HP  says  the  moves  are 
largely  due  to  melding  two 
management  teams— and  the 
remaining  team  is  seasoned. 
"They  might  not  be  as  well- 
known,  but  they  really  get  the 
job  done,"  says  Bob  Schultz, 
HP's  storage  head.  Thaf  s  a 
must  if  HP  is  going  to  shine. 
-Ben  Elgin,  with  Faith  Amer 


UNDER  FIRE  Percentage  of  fire  chiefs  who 
say  the  following  are  significant  challenges 
to  improving  fire  protection: 


LACK  OF  ADEQUATE  FUNDING 


'oil  of  500  U.S.  (Ire  chiefs,  marsfials  and  commissioners,  July  7-16, 
2003  Data:  Insurance  Services  Office,  Opinion  Researcli  Corp. 
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Leveraging 
A  Landmark 


IT  SEEMS  MANHATTAN  landmarks  can  be  had  for  less  cash 
you  would  think.  The  GM  building  sold  for  $1.4  billion  last 
month,  or  $700  per  square  foot.  Thaf  s  about  46%  more  t 
other  Midtown  buildings.  But  the  buyer,  real  estate  tycoon 
Macklowe,  put  up  just  $100  million  of  his  own  cash— at  moi 

How  did  he  do  it?  Deutsche  Bank  loaned  $1.15  billion.  Ma 
lowe  also  used  more  than  $200  million  of  a  Hne  of  credit  fri 
Soros  Credit  LP,  part  of  George  Soros'  empire.  The  deal  is  wo 
$1.45  billion  once  closing  expenses  are  added,  says  Robert 
Horowitz,  a  financial  adviser  to  Macklowe. 

The  bet  is  risky.  Deutsche  Bank  is  parceUng  out  its  loan, 
spreading  its  exposure.  With  Manhattan  real  estate  soft 
Macklowe  will  need  rates  to  stay  low  and  rents  to  climb.  H 
foresees  continued  low  rates  and  has  a  plan  to  increase  the 
building's  income,  says  a  spokesman.  Others  are  skeptical 
Says  Douglas  Shorenstein,  CEO  of  landlord  Shorenstein  Co.: 
"Either  [Macklowe's]  a  genius  or  he  loses  the  building." 
That's  quite  a  wager.  -Nanette  Byt 


TRUE    REDEMPTION  -  DEFINED 


'raveling  beyond  the  borders 
of  your  Imagination.  ' 


Your  dream  destination  awaits.  Starwood  Preferred  Guesf  offers  you  750  hotels  and  resorts 
worldwide.  Redeem  your  Starpoints"  instantly  and  enjoy  no  blackout  dates — ever. 

BECOME  A  STARWOOD  PREFERRED  GUESTATSPG.COM 
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Westin         Sheraton        FourPoints        St.  Regis       Luxury  Collection        hotels 

Sheraton 

VOTED  BEST  FREQUENT  GUEST  PROGRAM  4  YEARS  IN  A  ROW  —  FREDDIE  AWARDS  1999-2002 
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I- WAY  PATROL 

EUREKA! 

CHEAPER 

JOURNALS 

NOBEL  UUREATE  Dr.  Harold 
Varmus  is  fed  up  with  the 
high  price  of  scientific 
journals.  So  Varmus, 
president  of  Memorial  Sloan- 
Kettering  Cancer  Center,  is 
leading  a  group  that  has 
started  its  own  to  compete 
with  the  likes  oi Nature, 
which  can  run  $920  a  year. 
The  difference:  As  of  Oct.  13, 
a  Web  version  of  Varmus' 
PLoS  Biology  (for  Public 
Library  of  Science)  is  free. 
And  a  yearly  subscription  for 
a  print  version  is  just  $150. 


Two  years  ago,  Varmus 
began  pressuring  the  world's 
28,000  scientific  journals  to 
make  their  content  more 
accessible.  "That  just  wasn't 
happening  quickly  enough," 
he  says.  So  the  group  got  a  $9 
million  grant  and  asked 
authors  to  pay  $1,500  for 
pubUshing  costs.  No  paper 
will  be  rejected  because  of  an 
author's  inabiUty  to  pay, 
Varmus  says. 

Publishers  note  that  some- 
one still  has  to  pay.  "There  are 
costs,"  says  Eric  Swanson, 
head  of  scientific  publishing 
at  John  Wiley  &  Sons.  "It's 
never  free."  But  it's  getting 
closer. 

-Catherine  Amst 
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States  with  the  best 
and  worst  hospital 
rankings,  determined 
by  fatality  rates 
for  five  common 
procedures: 

BEST 


1  North  Dakota 

2  Florida 

3  Ohio 

4  Michigan 

WORST 

47  Kansas 

48  Tennessee 

|49  Arkansas 

50  Alabama 

Data:  Health  Grades  Inc 

PRIVATE  EYES 

RESOLUTION  By  yearend,  Space  Imaging  i 
DigitalGlobe  may  win  approval  to  operate 
commercial  satellites  with  cameras  that  ca 
discern  objects  as  small  as  9  inches  squan 
That's  a  lot  sharper  than  what's  now  in  orbi 
anything  under  24  inches  square  is  too  sm 
to  see.  me  new  birds  could  go  up  in  2006. 1 
help  relieve  the  country's  spy-sats,  which  h 
been  hit  by  cost  overruns  and  launch  dela 
the  government  has  turned  to  private 
operators.  The  latest:  On  Sept.  30, 
DigitalGlobe  won  a  $500  million  deal  from 
Pentagon  and  Homeland  Security  Dept.  D 
worry  about  terrorists  using  the  birds.  The 
feds  will  probably  restrict  access.  -Otis  Pi 
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JDU  WANT  TECHNOLdGY  THAT  EMBRACES 
DUR  VISION.  AND  Y^^R  BUDGET. 


FIDELITY 

DRKPLACE 

SERVICES" 

HR/Payroll 
Defined  Benefit 
Defined  Contribution 
Health  and  Welfare 
Stock  Plans 


In  planning  your  company's  future,  you  look  for  the  provider  with  the  most 
advanced  HR  technology  money  can  buy.  Fidelity  offers  a  platform  so  intelli- 
gently designed,  it  can  share  upgrades  across  all  client  companies.  This  delivers 
economies  of  scale  that  fulfill  both  your  bottom  line  and  your  big  picture. 
For  details,  visit  fidelity.com/workplace  or  call  Joe  Dattilo  at  866.733.1033. 


OMPREHENSIVE  HR/BENEFITS  OUTSOURCING 


Services  Company  LLC 


353435 


uPFront 


DADDY'S  GIRL 
GETS  BACK 
TO  BURGERS 

Wendy's  back.  The  fast-food 
chain's  namesake  has  joined 
with  her  brother  and  three 
sisters  to  buy  15  Wendy's 
restaurants  near  Columbus, 
Ohio,  where  dad  Dave 
Thomas  opened  his  first 
hamburger  joint  in  1969. 

Wendy  Thomas  has  been  a 
franchisee  before,  but  she 
sold  her  five  Dallas  outlets  in 
1999.  After  her  father  died  in 
2002,  she  says,  the  children 
wanted  to  do  something  as  a 
family.  "We  just  felt  this  big 
hole  in  our  heart.  And  we 
thought  of  Wendy's  because  it 
was  dad."  The  terms  of  their 
Oct.  2  deal  were  not 
disclosed,  but  franchises 
typically  sell  for  $500,000  or 
more,  plus  land. 

Wendy-the  nickname  she 
prefers  to  her  real  name, 
Melinda  Lou-says  she  really 
did  look  like  the  caricature 
when  she  was  little:  red  hair 
in  pigtails,  freckles,  buck 
teeth.  That  and  her  catchy 
moniker  were  why  her  father 
named  the  company  after 
her.  Today,  she  says  she  takes 
her  four  kids  to  Wendy's 
every  day-just  like  dad  used 
to  do. 

-Michael  Arndt 


AUTOS 

YOUR  MOUSE 
KNOWS  WHERE 
YOUR  CAR  IS 

TEENAGERS  ARE  going  to  hate 
this,  but  now  there's  a  service 
that  lets  you  keep  track  of  the 
family  car  after  you've  loaned 
your  kids  the  keys.  Installed 
under  the  dash,  a  gizmo 
called  Networkcar  uses  the 
global  positioning  system  to 
report  the  location  of  the 
vehicle  every  two  minutes 
over  a  wireless  network.  To 
find  out  where  the  car  is,  you 
log  on  to  a  Web  site  to  see  the 
automobile  pinpointed  on  a 
map— vvdth  a  street  address. 

Networkcar  is  sold  by  about 
100  car  dealers,  and  it's 
catching  on  fast.  It  costs  $995, 
including  the  first  year  of 
service.  After  that,  it's  $9  a 
month.  And  it  does  more  than 
keep  tabs  on  your  kids. 
Networkcar  comes  with 
roadside  assistance— up  to 
four  calls  a  year  to  fix  a  flat— 
and  a  guarantee  from 
manufacturer  Reynolds  and 
Reynolds  that  if  your  car  is 


FINANCE 


stolen,  poUce  will  recover  it 
vvithin  24  hours.  Unlike 
Lojack,  which  is  used  only  for 
recovering  stolen  vehicles 
and  isn't  turned  on  imtil  the 
police  are  notified.  Network- 
car  is  always  on  when  the  car 
is  ruiming.  When  it's  parked, 
the  Web  page  shows  die  last 
location  reported,  essentially 
where  the  car  is  parked. 

Because  the  device  plugs 
into  the  same  diagnostic  port 
that  mechanics  use  to  hook 
your  car  up  to  the  shop  com- 


puter, it  also  constantly  m 
tors  tiie  car's  performana 
for  example,  the  warning 
on  the  dash  goes  on,  it  sen 
you  (and  your  dealer)  an  e 
maU  saying  what's  wrong, 
also  vdll  notify  you  when 
oil  needs  to  be  changed 
bonus  for  Califomians, 
to  a  deal  with  that  state 
Networkcar  automatically] 
checks  your  emissions,  so 
can  skip  that  pesky  every- 
other-year  smog 
check-  -Larry  Armstrong 


THE  STAT 


WAKING  UP  FROM  THE  AMERICAN  DREAM 

The  chances  of  a  borrower  defaulting  on 
mortgage  payments  can  increase  dramatically 
with  life-changing  events.  They  jump: 


54%  26%  6% 


if  the  borrower 
has  an  unexpected 
drop  in  income 


if  the  borrower  gets 
divorced  from  his 
or  her  spouse 


for  each  additional 
household  member 
after  the  first  two 


The  percentage  dro| 
in  average  total 
compensation  of 
chief  financial 
officers  last  year. 
Their  pay  fell  to  $1.3 
million,  from  $1.61 
million  in  2001. 

Data:  The  Todd  Organization 


Data  Darr^'!  E  Getter.  Journal  of  Consumer  Affairs 


16  I  BusinessWeek  I  October  27.  2003 


'  Concord  Carlton 
le  engraved  dial, 
n  stainless  steel, 
■and  women.  $990. 


I  am  the  strong 
silent  type. 


The  Concord  Carlton. 


Bailey  Banks  &Biddle 

800  651  4222 
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HARMAN  INFOTAINMENT. 

YOU  DRIVE. 

WE'LL  NAVIGATE, 

HANDLE  YOUR  CALLS  AND 

KEEP  YOU  ENTERTAINED. 


For  over  50  years,  the  brands  of  Harman  International  have  been  developing  the  industry's 
most  advanced  electronics  systems.  From  the  very  first  factory-installed  car  stereo  in  1948  to 
the  latest  digital  systems  in  2003.  Our  latest  undertaking  is  the  seamless  integration  of  in-vehicle 
information  systems  with  Harman  high-fidelity  entertainment  systems  to  create  an  entirely  new 
category  It's  called  FHarman  Infotainment.  And  you  can  experience  it  today  in  sophisticated  new 
Mercedes-Benz  automobiles.  Our  remarkably  intuitive  new  COMAND  DVD  GPS  Navigation 
System  with  map  and  symbol  display  options  makes  it  incredibly  easy  to  get  directions,  stay  on 
course  and  arrive  safely  at  your  final  destination.  Our  voice-activated  control  systems  allow  you 


to  talk  on  a  cell  phone  and  operate  the  navigation  and  audio  systems  by  voice.  Without  ever 
taking  your  eyes  off  the  road.  Or  your  hands  off  the  wheel.  Our  fully  integrated  DVD  entertain- 
ment systems  are  travel-tested  to  stand  up  to  any  road  trip.  And  they  all  v^ork  side  by  side  with 
our  legendary  car  audio  systems.  Including  the  revolutionary  Harman  Kardon  LOGIC  T  system 
that  features  up  to  12  strategically  placed  high-fidelity  loudspeakers,  Digital  Dynamic  Volume 
Control  to  counteract  wind  and  road  noise  and  multichannel  surround  sound  technology  for  a 
uniquely  rich,  enveloping  musical  experience.To  learn  more  about  what  we  can  do  for  your  car, 
just  visit  harman.com/infotainment. We'll  take  it  from  there. 


H  harman  international 

Parent  of  the  great  Harman  Kardon,  Infinity,  JBL,  Becker,  Lexicon  and  Mark  Levinson  brands. 
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I  own  10  shares  of 
Wal-Mart  and  plan  to  buy 
more.  Thaf  s  called  free 
enterprise,  folks,  and  if  s 
wiiat  made  America  great!" 


ISWAL- 
lOOl 


-Martin  Mayberry 
Bartlesville,  Okla. 


WAL-MART:  THE  GOOD,  THE  BAD, 
AND  THE  UGLY 

WAL-MART  STORES  INC.  IS  FAR  from  a 
zero-sum  game  ("Is  Wal-Mart  too  power- 
ful?" Cover  Story,  Oct.  6).  A  lot  of  money 
flows  into  each  Wal-Mart,  but  very  little 
trickles  back  out.  The  communities,  lai^e 
and  small,  that  Wal-Mart  invades  were 
built  by  many  years  of  investment  through 
taxes  and  private  investments,  so  residents 
could  have  infrastructure  for  a  community 
that  is  a  good  place  to  live. 

Once  upon  a  time,  there  were  small 
stores  with  small  owners  who  spent  most 
of  thefr  profits  in  then  own  local  commu- 
nity. With  Wal-Mart,  those  profits  are  now 
shipped  off  to  headquarters  and  invested 
in  faraway  places.  Local  communities  may 
be  getting  the  zero-svmi  gain  of  sales  tax 
(when  they  didn't  cut  a  bad  deal  for  the 
giant  box  to  land  in  thefr  town),  but  the 
great  bulk  of  the  sales  revenue  never 
touches  Main  Street  again. 

-Jim  Reilly 
Beverly  Hills 

I  FIND  IT  UNSETTLING  that,  in  the  arti- 
cle on  Wal-Mart,  the  company  is  labeled  a 
right-wing,  conservative,  small-town  cul- 
tural gatekeeper.  If  Wal-Mart  is,  in  fact, 


the  largest  company  of  its  kind,  ho 
it  get  that  way?  By  pushing  some 
posed  moral  agenda?  How  aboi 
thumping  Bibles?  No.  Of  course  n 
got  that  way  it  by  out-competing  riv^ 
beat  them  because  it  had  what  the' 
tomers  want  at  the  price  that  allows 
to  keep  more  of  thefr  money  thai . 
other  guy  does.  Simple. 

-Keith  B\ 
Waaulai,Ht\ 


THIS  IS  THE  WAY  I  look  at  it:  We  e . 
beheve  in  free  enterprise  in  Ameri' ' 
not.  We  can't  have  it  both  ways.  I  ov. 
shares  of  Wal-Mart  and  plan  to  buy  r ' 
That's  called  free  enterprise,  folks,  an , 
what  made  America  great!  1 

-Martin  Mqyij^ 
Bartlesville,  ( 

IN  MY  20-YEAR  CAREER  in  the  p 
aged-goods  industry,  I've  had  the  op 
tunity  to  work  with  dozens  of  retailen 
eluding  Wal-Mart.  Very  few— and  I 
count  them  on  one  hand— are  as 
cemed  with  value  for  their  customei 
Wal-Mart.  Every  meeting,  every  con 
sation,  every  issue  discussed  comes  d 
to  what  can  we  (the  supplier  and  ' 


PitESIDCNT  &  PUBUSHER:  William  R  Kupper  Jr 

SR.  VP.  OPERATIONS:  "ja-.B  ^^c:» -s 

5R.  VP.  MARKETING  &  BUSINESS  DEVELOPMENT:  Keith  L  Fox 

VP.  ASSOCIATE  PUBUSHER,  U.S.  SAL£S  DIRECTOR:  Geoffrey  A.  Dodge 

VP,  WORLDWIDE  CIRCUUTION  DIRECTOR:  ^nomas  Masterson 

VP,CONTROLLER:-e.     =  =  =  !:3e 

VP,  TECHNOLOGY: -- :c  t ::.  a  s  t  a .  a 

VP,  ADVERTISING  BUSINESS  k  PRODUCTION:  unda  F.  Caivalho 

VP. MARKETING:  =  3-      al  ;>e  ^  a-;e 


itt^ 


VPs.  SALES:  B?!"  LarscCMwestreg  i.  Robert  J.  Maund  (West  reg.).  Lot 

iE3s'.e--ei:':r' 

VP,  INTERNATIONAL/NORTH  AMERICA  SALES:  Rik  Gates 

VP,  INTERNATIONAL  ADVERTISING  DKECTOR:  Paul  Maraviglia 

VP,  MANAGING  DIRECTOR-ASIA:  ilan  Lammin 

VP.  SALES  DEVELOPMENT:  K  mberly  L  Styler 

VP.  CONSUMER  MARKETING:  Joyce  Swingle 

VP.  BUSINESS  DEVELOPMENT:  Geoffrey  D  frodenck 

GENERAL  MANAGER.  BUSINESSWEEK  OfUNE:  Peggy  White 


■er. 


The  McGraw-Hill  Companies 


BusinessWeek 

OCTOBER  27. 2003  (ISSN  0007-7135)  •« 


3855 


Published  weekly,  except  for  one  week  in  January  and  one  in  August  and 
an  add  tional  issue  the  first  week  of  April,  by  The  McGraw-Hill  Compa- 
nies, irc,  FOUNDER:  James  H.  McGraw  a860-1948). 
EXECUTIVE.  EDITORIAL.  CIRCULATION,  AND  ADVERTISING  OF- 
FICES: The  McGraw-Hill  Companies  Building.  1221  Avenue  of  the  Amencas. 
■New  v^rK,  N.Y.  10020.  Telephone:  212-512-20OO.  Telex:  Domestic  127039: 
imi  2360127039.  U.S.  sutjscription  rate.  1  year  $59.97:  2  years  $99.97:  3 
years  S119  97.  Canadian  sutjscnption  rate  CON  $94  95  per  year  2  years 
CON  $157  95:  3  ye»5  CON  $189.95  Mexico  Subscription  1  year  U.S. 
$135  00  Brazil  1  year  U.S.$150.00.  all  other  Latin  America  countries  1  year 
U.S.$!"0  00  2  years  U.S$25O.0O.  Outside  o«  U.S..  Canada  and  Latin  Amer- 
ica: U.,-  $199  00  per  ye*.  Single  copies/back  issues.  $9.95.  Call  1-800- 
298-98c7  or  email:  bosweel<@nrms<nc  com.  Subscriber  Sennces:  1-800- 
635-1200  TDD:  1-80O-554-1579 


POSTMASTER:  Send  address  changes  to  BusnessWeek.  P.O.  Box  5322 
der.  CO  80322-3235  Penodicals  postage  paid  at  New  YorK  N.Y,  and  at  a 
i  malmg  olfces.  Canada  Post  PuWicabon  Mai  Apeement  Nijtibei- 400 
Registered  for  GST  as  The  McGraw-Hill  Companes.  Inc.  GST  #IU23( 
Co^ght  2003  tjy  The  McGraw-Hill  Companies,  Inc.  All  rights  reserw 
registered  m  U.S.  Patent  Office.  European  Cirajtation  Center.  McG 
House.  Maider*iead.  Berte.  England.  Telephone:  01628-23431;  Telex:  8 
OFFICERS  OF  THE  McGRAW-HILL  COMPANIES.  INC.:  Harold 
Graw  III.  Chairman.  President,  and  Chief  Executive  Officer:  Kenr 
Vittor.  Executive  Vice  President  and  General  Counsel:  Rotiert  J.  E 
Executive  Vice  President  and  Chief  Financial  Officer:  Frank  D.  P& 
Senior  Vice  President.  Treasury  Operations. 
PHOTOCOPY  PERMISSION:  Where  necessary,  pennission  is  rarite< 
copyngtit  owner  for  ttxse  registered  with  the  Cofv^ght  Cteararxe 
(CCC).  222  Rosewood  Dnve.  Darwers.  MA  01923.  to  pho«ocopy  any  artic 
n  for  the  flat  fee  of  $2.00  per  copy  o<  each  article.  Send  payment  to  tf 
Copying  for  other  tt^  personal  or  internal  reference  use  without  exprc 
mission  of  The  McCVaw-Hin  Companies.  Inc.  is  prohtiited.  Add'ess  requ 
customced  bull  reprmts  to  Bus>ies^eei<  Reprints,  1221  Avenue  of  the 
cas.  New  YoritNY  10020  or  call  2I2-512-314a  ISSN  0007-7135/00/S3 

PRIfiTEDINT^- 


L 


01  IP 


Not  with  us  it  isn't. 


Ve  see  management  a 
ttle  differently  from  the 
est  of  the  crowd. 


At  NetlQ,  we  don't  see  a  problem.  Only  solutions. 

Managing  your  Windows  server  environment  is  easier 
than  ever  with  Microsoft  Operations  Manager.  And, 
as  a  key  Microsoft  partner,  NetlQ  extends  Microsoft 
Operations  Manager  to  manage  and  secure  your 
entire  enterprise,  whether  you're  driving  UNIX, 
NetWare,  Linux,  Windows.. .or  all  of  them.  NetlQ. 
We're  the  management  people.  And  nobody  does 
management  smarter.  Nobody. 

CIO  eBook!  Get  your  free  copy  of  From  Chaos  to  Control: 
The  ClO's  Executive  Guide  to  Managing  and  Securing 
the  Enterprise,  http://www.netiq.com/uk/manageability 
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Readers  Report 


CORRECTIONS  &  CLARIFICATIONS 

Sean  Moran,  chief  financial  officer  of 
Sontra  Medical,  says  Sontra's  SonoPrep 
product  wilt  be  marketed  in  2004  for 
topical  lidocaine  delivery,  not  for  glucose 
testing  ("Sontra  Medical  looks  healthier 
with  Bayer,"  Inside  Wall  Street,  Oct.  13.  The 
glucose-testing  product  wilt  be  marketed  in 
late  2006  or  early  2007. 

The  Ammon  twins  will  inherit  approxi- 
mately $15  million,  according  to  Generosa 
Ammon  Pelosi's  July,  2003,  will-not  $25 
million,  as  reported  in  "A  murder  mystery,  a 
money  mess"  (Finance,  Oct.  20). 


Mart)  do  to  provide  a  better  value  to  the 
customers.  In  my  opinion,  thaf  s  what 
made  them  successful. 

-Brahim  Zabeli 
Shorewood,  Minn. 

THOSE  OF  US  WHO  Struggle  to  lead  this 
country's  smallest  businesses  have  felt 
the  wrath  of  Wal-Mart's  efforts  to  cut 
costs  out  of  the  procurement  process.  My 
family's  business  is  in  a  completely  unre- 
lated industry  (aerospace  products),  but 
we  have  been  affected  dramatically  be- 
cause the  Wal-Mart  "playbook"  is  read 
by  my  customers  and  their  customers, 
too.  It's  going  to  be  interesting  when  the 
Wal-Mart  story  is  revisited  in  5, 10,  and 
20  years  because  it  looks  as  if  it  still  has 
room  to  grow. 

-Scott  Livingston 
East  Hartford,  Conn. 

I  BUY  GOODS  THAT  GO  to  Wal-Mart  for 
my  Uving,  and  I  travel  to  China  once  a 
month  to  find  these  products.  The  figure 
given  for  material  purchased  from  China 
(by  Wal-Mart)  is  only  a  low-end  estimate, 
at  15%,  and  is  likely  much  higher.  That's 
because  when  they  aren't  "buying  direct," 
they  are  forcing  American  manufacturers 
(like  mine)  to  magically  transform  into 
desperate  "Asian  distributors." 

It  should  be  pointed  out  that  Asia,  and 
therefore  all  of  us,  owe  our  15%  Wal-Mart 
savings  to  the  backbreaking  labor  of  15- 
year-old  girls  working  for  $3  to  $4  a  day. 
At  the  end  of  the  day,  further  savings  will 
only  come  from  squeezing  poor  people  in 
China  and  in  America. 

-Mike  Phillips 
Chicago 

I  USED  TO  LOVE  SHOPPING  at  Wal-Mart 
when  Sam  Walton  was  ahve  because  the 
merchandise  was  mostly  USA-made, 
people  were  important  (both  workers 
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and  customers),  and  there  seemed  to  be  a 
connection  with  the  community  in 
which  the  store  was  located.  Now  the 
store  itself  is  this  big  monster  that  has  no 
connection  with  anyone. 

-Susan  Walter 
Colorado  Springs 

I  GET  SAVINGS  FOR  my  family  at  Wal- 
Mart  and  will  happily  give  up  my  ability 
to  buy  a  copy  of  Maxim  for  that,  especial- 
ly since  I've  never  bought  one. 

-Ranjit  Prabhu 
South  Orange,  N.J. 

WHILE  82%  OF  US  may  have  purchased 
something  at  Wal-Mart  last  year,  millions 
willingly  pay  more  to  purchase  higher- 
quality  products  in  stores  that  are  smaller, 
cleaner,  less  cluttered,  and  more  conven- 
ient than  Wal-Mart. 

-Christine  P.  Schaller 
Penfield,N.Y. 

I  HAVE  LIVED  IN  small  towns  and  un- 
derstand firsthand  the  importance  of 
having  a  Wal-Mart  located  close  by.  I 
now  hve  in  a  large  city  and  am  eagerly 


awaiting  the  opening  of  a  new  Wal- 
supercenter  three  miles  from  my  h 
so  that  I  can  save  money  on  groc< 
Wal-Mart  is  cheap,  close  by,  and  typ 
ly  has  the  everyday  items  I'm  lookin 
This  is  an  excellent  formula  for  win 
my  business. 

-Kevin  Ingol^ 
Woodstock 

YOUR  ATTEMPT  AT  gloom  and 
missed  the  mark  by  an  Arkansas  mil  BN^'^ 

Highlands  Ranch, 

Libe( 

FOR  A  COMPANY  that  pinches  per  ©pt) 
until  they  squeak,  it  smacks  of  com]  i  ®  '^ 
cost  oversight  or  a  corporate  directi  P^ 
or  possibly  both— to  treat  employees' 
they  were  so  much  disposable  pi 
Does  anyone  at  Wal-Mart  really  ur 
stand  what  [employee  turnover] 
the  bottom  line? 

-Frank  HcM^^ 

Alpharetta  f  ^ 

■  mi 

A  BAD  CONSUMER  CONFIDENCE  n  |  oi)S 

ber  was  released  today  (Sept.  30),  cau  itoto 


lailv-' 


MN.^ 


There  are  already  successful 
multi-channel  integration  systenns 
at  work  in  your  organization. 
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3ck  market  to  tumble.  Each  week, 

lart  gives  us  real-time  numbers 

heir  same-store  sales  report.  This 

report  (Sept.  29)  was  at  the  high 

(ki|p their  forecast.  The  markets  should 

this  number  and  ignore  the  other 

ence  reports.  As  Wal-Mart  goes,  so 

e  economy. 

-Neil  Gambell 
Kearny,  Ariz. 

ni|j[SN'T  WAL-MART  opening  stores  in 

?  If  it  is  O.K.  for  the  rest  of  the 

to  have  a  Wal-Mart  economy,  then 

uld  be  O.K.  for  China  as  well.  When 

empty  containers  headed  back  to 

are  filled  with  goods  made  in 

tallica  and  other  countries,  it  wdll  be  a 

Wally-World." 

-Stan  Blankenship 
Wichita 

R  AN  ABSENCE  of  30  years,  I  have 

//lied  to  live  in  the  Midwest,  and  after 

■li  ig  through  the  Main  Streets  of 

'  small  towns,  I  can  make  the  fol- 

ig   observation:    When   Wal-Mart 

cai  s  to  town,  they  get  to  sell  the  new 


stuff.  The  only  thing  left  for  Main  Street 
to  sell  is— antiques. 

-John  Gochenouer 
Marshall,  Minn. 

JUDGING  THE  FAIRNESS 
OF  WAL-MART'S  PRACTICES 

IN  "THE  HIGH  COST  OF  LOW  PRICES" 
(Editorial,  Oct.  6),  you  objurgate  Wal- 
Mart  for  its  business  practices.  But  the  ex- 
amples you  cite  all  seem  to  be  legitimate 
instances  of  dealing  by  mutual  consent. 
When  entry-level  workers  come  to  Wal- 
Mart,  they  freely  choose  to  accept  a  low 
wage  because  on  balance  they  see  it  as  a 
good  deal.  Competing  "mom-and-pop 
shops"  go  out  of  business— as  they 
should— if  they  fail  to  draw  enough  cus- 
tomers. Manufacturers  sell  to  Wal-Mart 
because  it  is  advantageous  to  do  so. 

Finally,  to  the  extent  that  Wal-Marf  s 
"Southern-style  cultural  conservatism"  is 
distasteftil  to  potential  customers,  there 
are  opportunities  for  other  retailers  to 
capitalize  on  this  and  use  a  different  cul- 
tural style  to  market  goods. 

-Barry  A.  Liebling 
New  York 


e  points  of  contact,  these  employees  have  increased  their  chances  of  making  a  sale.  It  may 

out  that's  where  a  decent  CRM  Programme  starts  -  maximising  your  client  contact  channels. 

jnge  of  innovative  CRM  solutions  such  as  outsourced  contact  centres,  making  sure  that  the 

tion  reaches  the  right  person  at  the  right  time  -  bringing  together  all  your  customer 

in  harmony.  Because  we  all  know  that  in  business,  communication  is  everything. 

ow  your  business  communications  could  run  like  your  human 

ions,  contact  us  on  1-800-331  4568  or  wvwv.bt.com/globalservices 
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YOUR  EDITORIAL  NOTES  with  approval 
that  Wal-Mart  has  agreed  not  to  sell  guns 
in  its  first  inner-city  location  in  Los  Ange- 
les. Did  it  conduct  scientific  survey  re- 
search to  reach  that  decision?  The  an- 
swer, of  course,  is  no.  But  what  if  it  had 
and  found  that  a  majority  did  in  fact  wish 
to  have  the  option  of  buying  a  gun  there— 
what  then? 

Could  it  be  that  a  little  cultural  gate- 
keeping meets  with  your  approval? 

-David  Light 
Maynard,  Mass. 

WHY  WINSTON-SALEM 
IS  STILL  SMOKIN' 

AS  MAYOR  OF  WINSTON-SALEM,  I  must 
respond  to  the  picture  of  layoffs  at  R.J. 
Reynolds  Tobacco  Co.  painted  in  "Blues 
for  a  company  town"  (News:  Analysis  & 
Corrunentary,  Oct.  6).  Winston-Salem  be- 
gan diversifying  its  economy  in  the  late 
1980s  and  has  made  solid  progress  in 
that  regard. 

The  best  proof  of  this  is  that  each  of 
the  major  credit-rating  firms  rates  the 
City  of  Winston-Salem  and  the  County  of 
Forsyth  as  AAA.  Only  a  few  cities  and 
counties  throughout  the  country  enjoy 
this  level  of  credit  rating.  Obviously,  we 
have  been  able  to  demonstrate  satisfac- 
torily to  these  objective  organizations 
that  our  economy  is  healthy  and  appro- 
priately diversified. 

The  workforce  in  our  county  is  in  ex- 
cess of  160,000.  A  loss  of  1,600  jobs,  while 
substantial,  is  not  overwhelming. 

-Allen  Joines,  Mayor 
Winston-Salem,  N.C. 

WEB  SEARCHES:  THE  MAD  AVE. 
OF  CYBERSPACE? 

PAID  INCLUSION  is  no  different  from 
product  placement  in  supermarket  aisles, 
where  companies  pay— either  in  the  form 
of  margin  or  hard  dollars— to  have  their 
product  placed  exactly  where  they  want  it 
in  the  shopping  aisle  ("Web  searches: 
The  fix  is  in,"  Information  Technology, 
Oct.  6).  No  one  is  berating  the  supermar- 
ket chains  for  their  equivalent  of  paid  in- 
clusion, and  even  less  consumer  educa- 
tion has  been  done  in  the  supermarket 
world  than  in  onhne  search. 

-Chris  Zaharias 
Menlo  Park,  Calif. 

PAID  INCLUSION  is  only  part  of  the  prob- 
lem. Any  site  selling  old  jalopies  can  hire 
speciahsts  called  keyword  optimizers.  For 
a  price,  they  can  dress  up  the  site  to  make 
it  look  downright  alluring  to  the  robot 
crawlers— which  now  "think"  the/ve 
come  across  a  page  selling  Cadillacs.  This 
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may  be  another  reason  why,  as  stated  in 
the  article,  Web  surfers  are  starting  to 
"dismiss  Internet  search  as  nothing  but  a 
pile  of  ads." 

-Joe  Chiffnller 
New  York 

WITHOUT  COMMENTING  on  the  merits 
or  otherwise  of  paid  inclusions  for  Inter- 
net searches,  the  notion  put  forward  by 
the  proponents  of  this  concept  that  their 
search  results  are  nevertheless  displayed 
in  order  of  relevance  is  laughable.  If  this 
were  true,  then  by  definition  the  incen- 
tive for  companies  to  pay  for  such  inclu- 
sion would  be  eliminated  since  their  rel- 
evance to  the  search  query,  and  hence 
their  relative  ranking  to  other  Web 
pages,  must  remain  the  same.  Since 
most  profit-seeking  businesses  are  not  in 
the  habit  of  paying  for  a  service  from 
which  they  derive  no  benefit,  one  can't 
help  feeling  that  certain  proponents  of 
paid  inclusions  are  being  somewhat 
economical  with  the  truth  here. 

-Nick  Piquito 
Johannesburg 

FROM  FRANCE:  PROUDLY  AN 
'ANTI-BUSH  PRO-AMERICAN' 

JOHN  ROSSANT'S  COMMENTARY,  "The 
real  war  is  France  vs.  France"  (Interna- 
tional Business,  Oct.  6),  misses  one  es- 
sential point:  One  can  be  both  "pro- 
American"  and  "anti-Bush  Adminis- 
tration." I  have  been  a  subscriber  to  Busi- 
nessWeek for  24  years,  both  in  France  and 
in  the  U.S.,  where  I  studied  and  worked  as 
a  professional  for  10  years.  I  have  always 
deeply  admired  this  beautiful  nation  of 
yours,  which  is,  without  any  doubt,  the 
best  democracy  in  the  world. 

The  current  Bush  Administration  is, 
however,  doing  a  disservice  to  the  nation 
with  the  Iraq  invasion,  setting  back  the 
country  in  the  worst  years  of  worldwide 
anti-Americanism  since  the  Vietnam  war. 
Thus,  you  have  a  third  category  of  French 
people,  besides  the  "anti-Americans"  and 


the  "anti- anti-Americans":  the 
Bush  pro-Americans"  to  whom  I  pn 
belong.  I  am  sure  you'll  catch  the  ni 
here,  a  little  bit  like  being  "anti-Sa( 
pro-Iraqis." 

-ChristopheJNi 
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THE  RIFT  BETWEEN  France  and  th<  ^^ 
is  more  the  clash  of  American  optii  '"": 
and  old  European  pessimism.  "V  ^^■ 
Americans  are  eager  to  give  bold  ^^ 
ideas  a  chance,  old  Eiuropeans,  al  P^' 
fearing  the  worst,  are  quick  to  beat  ■  I"' '° 
down.  Giving  Iraq  and  the  trouble  '*^^^ 
gion  a  shot  at  freedom  and  democr£ 
just  one  example.  Optimism  vs. 
simism  is  playing  out  today  in  a  he 
other  issues,  such  as  how  to  best  gc 
people.  Old  Europe  tends  to  distrt 
free  population,  and  therefore  subjec  "' 
citizens  to  heavy  regiilation. 

The  U.S.,  to  the  contrary,  views  ar 
shackled  population  as  a  source  of  f 
nomic  dynamism  and  prosperity, 
though   we    ought    not   be    fool 
optimistic,  the  dangers  of  pessimisn  ^'^ 
real,  as  it  leads  to  inaction  and  mi 
opportunities.  Worse,  it  is  often  exjj 
ed  to  frighten  popvilations  into  accep 
taxation,    regulation,    and    nanny 
which  without  coincidence  leads  1 
cisely  to  the  economic  problems  dogfc 
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Old  Europe  today. 
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-Pierre  Gos 
Quakenbruck,  Gem  ^^^ 
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VCs  ARE  SHOOTING 
THEMSELVES  IN  THE  FOOT 

IF  VENTURE  CAPITALISTS  are  d( 
what  you  say  they  are  doing,  they  are 
ting  themselves  up  for  failure— if  ou 
cent  research  into  first  movers  and 
lowers  in  27  e-business  techno 
markets  is  any  guide  ("All  cashed  up  ^ 
no  place  to  go,"  Finance,  Sept.  29). 
"first  new  thing,"  as  one  venture  cap 
ist  was  quoted  as  saying,  is  not  whei 
expect  future  market  leadership 
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k  "  that  around  10%  of  the  first  movers 
iDirurently  market  leaders.  Most  first 

:S  (about  two-thirds)  got  bought 
^ut  in  most  cases  (still)  not  by  the 

ial  market  leader. 
iVii  are  putting  more  money  in  "later- 

r  projects.  However,  to  the  extent 

iiis  means  investment  in  late  foUow- 
:  Jie  is  not  a  strategy  for  success.  Our  re- 
otii  1  found  that  late  followers  can  win 
:  \!  t  in  only  about  one-third  of  the  mar- 
i  d  /e  studied),  but  there  were  very  few 
al  ps  among  the  current  leaders  that 
eatt^te  followers.  Most  of  the  late  fol- 
lolafs  were  established  companies  ven- 
icra  5  into  new  markets. 

report  that  "21%  of  all  venture 
lioldone  in  the  18  months  through  June 
;  10  in  early-stage  investments."  We 

I  that  60%  of  the  current  leaders  in 
ec  larkets  we  studied  were  fast-follow- 

econd,  third,  or  fourth  to  enter  the 
cajJpt).  Compared  vdth  the  research 

igs,  VCs  seemed  to  put  too  much 

y  in  strategies  that  didn't  win,  and 
ilijiough  money  in  strategies  that  did. 

they  become  too  risk-averse? 

-GezinusJ.  Hidding 

School  of  Business  Administration 

Loyola  University 

m  Chicago 

':  DUNNED  IF  YOU  DO, 
ED  IF  YOU  DON'T 

MONTHS   AGO,   my   credit-card 

Jment  showed  a  $6.45  "minimum  fi- 

e  charge  fee."  When  I  called  to  en- 

as  to  the  nature  of  the  fee— I  don't 

j  a  balance,  never  have— I  was  told 

(]( |t  was  because  I  had  inconvenienced 

taff  by  sending  more  money  than 

uijpwed  on  the  statement  ("Fees!  fees! 

P  Cover  Story,  Sept.  29).  Silly  me  for 

g  BigBank  an  extra  $200  (I  had 

3(jpd  and  wanted  to  be  certain  I  didn't 

any  late  fees  if  the  statement  didn't 

ts  way  to  me  on  time). 

-Tracey  L.  Campbell 
Seattle 


ill 


I  LOVED  YOUR  STORY  on  hidden  fees, 
and  it  holds  true  for  utilities,  too.  Orlando 
Utility  Commission,  which  bills  for  both 
lights  and  water,  recently  added  a  state- 
ment saying  there  would  be  a  1.5% 
charge  for  late  payments  and  a  $3  charge 
for  all  payments  made  on  time.  Shouldn't 
this  be  illegal?  It's  already  outrageous! 

-Patricia  Richey 
Orlando 
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Enron  Under  Two  Microscope 

THE  SMARTEST  GUYS  IN  THE  ROOM  The  Amazing  Rise  and  Scandalous  Fall  of  Enron 

By  Bethany  McLean  and  Peter  Elkind:  Portfolio:  435pp:  $26.95 

24  DAYS  How  Two  Wall  Street  Journal  Reporters  Uncovered  the  Lies  that  Destroyed  Faith  in  Corporate  America 

By  Rebecca  Smith  and  John  R.  Emshwiller;  HarperBusiness:  400pp;  $25.95 


In  the  two  years  since  Enron  Corp.'s 
implosion,  several  authors  have  tried  to 
dissect  the  company's  complex  financial 
maneuvers  and  corrupt  culture.  Now, 
some  of  business  journalism's  heavy 
hitters  have  joined  the  fray  with  their 
own  books  on  the  scandal— and  the 
results  are  uneven. 


BiTunodtuuDniK  1 


THE 

SMARTEST 

GUYS  IN 
THE  ROOM 

SCJMOAIOUS  ftU  Of  tN»3N 


Two  teams  of  authors,  Bethany  McLean 
and  Peter  Elkind  of  Fortune  and  Rebecca 
Smith  and  John  R.  Emshwiller  of  The  Wall 
Street  Journal,  have  taken  very  diflferent 
approaches  to  the  now-familiar  tale.  In  The 
Smartest  Gin^s  in  the  Room,  McLean  and 
Elkind  build  their  stor}'  around  the  complex 
cast  of  characters  who  destroyed 
Enron.  True,  that  has  been  done  in 
other  Enron  books,  but  not  with  the 
clarit}-  and  voluminous  detail  that  make 
this  the  best  book  about  the  Enron  debacle 
to  date.  In  24  Days.  Smith  and  Emshwiller 
construct  the  stor>'  aroimd  themselves  and  their  dogged 
efforts  to  uncover  the  secretive  partnerships  run  by  Enron 
Chief  Financial  Officer  Andrew  S.  Fastow.  The 
result  is  a  sometimes  awkwardly  self-conscious 
look  at  the  way  journalists  work,  which  will  likely 
prove  more  interesting  to  other  reporters  and  public- 
relations  spinmeisters  than  to  the  general  pubUc. 

Based  on  hundreds  of  interviews  and  fresh  details  from 
personal  calendars,  performance  reviews,  e-mails,  and  other 
documents,  McLean  and  Elkind  masterfully  weave  together 
the  many  strands  of  the  Enron  story.  They  shine  in  their 
characterizations  of  Enron's  often  incompetent  executives 
and  in  their  understanding  of  the  ruthless  internal  politics 
that  contributed  to  the  company's  many  business  and 
personnel  mistakes.  They  provide  keen  insight  into  the 
compan>''s  powerftil  traders  and  how  their  brutal  culture 
infected  the  rest  of  the  company.  "Though  [Chief  Executive 
Officer  Jeffiey  JC]  Skilling  was  their  boss,  he  seemed 
intimidated  by  them.  They  were  like  a  powerfril  high  school 
cUque  that  terrorizes  even  the  principal,"  the  authors  write. 
Yet  their  sprawling  narrative  should  make  it  clear  once  and 
for  all  that  Enron's  demise  can't  be  blamed  solely  on  Fastow 
and  his  small  band  of  greedy  finance  executives.  The  authors 
show  how,  time  and  time  again,  Skilling  and  Chairman 
Kenneth  L.  Lay  refiised  to  "rein  in  the  excesses.'" 

The  authors  are  equally  adept  at  explaining  Enron's 
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accovmting  sleight-of-hand,  including  the  "prepays"  that 
obscure  the  company's  true  cash  flow  and  the  Byzantine 
"special  purpose  entities"  created  by  Fastow  and  his  cronie 
mask  Enron's  deteriorating  finances.  The  long-running 
investigations  by  the  Justice  Dept,  the  bankruptcy  court 
examiner,  and  others  have  also  produced  a  raft  of  data  that 
authors  skUlfiilly  sort  and  simimarize  to  dramatic  effect  If ; 
there's  a  weakness  in  the  book,  it's  a  heavy  reliance  on 
urmamed  sources— the  authors  say  that  vras  necessary  beca 
of  the  fear  many  had  about  the  ongoing  probes  and  lawsuit 
and  the  lack  of  attribution  at  times  for  information  that  doe 
seem  to  have  come  fijom  the  reporters'  own  notebooks, 
that's  a  small  complaint  for  such  a  successfiil  effort 

In  24  Days,  Smith  and  Emshwiller,  who  won  the  20< 
Gerald  Loeb  Award  for  their  coverage,  break  littie  new  i 
ground  in  exposing  Em"on's  deceptions.  Instead,  reade  f 
get  a  microscopic  view  of  the  reporters'  work. 

The  24  days  of  the  tide  represent  the  time  that  elapse 
between  Enron's  disastrous  quarterly  loss,  announced  o 
Oct  16, 2001,  and  the  Nov.  8  restatement 
^Ilir^ZZrz:^     its  financial  results  after  a  string  of  scathi 
Journal  stories.  But  the  authors  really  beg' 
their  tale  in  August,  2001,  with  the  , 

resignation  of  CEO  Skilling  after  about  sn 
months  on  the  job.  That  sets  off"  alarm  be 
and  puts  energy  reporter  Smith  and  her  I 
Angeles  colleague  Emshwiller  on  the  trai 
Like  most  journalists  (not  to  mentior 
analysts  and  credit-rating  agencies) 
covering  Enron,  Smith  is  initially  duel 
about  the  depth  of  its  problems,  even 
two  years  of  following  the 
company  It  is  white-coUar-c 
reporter  Emshwiller  who  first 
notices  a  pecuhar  reference  in 
Enron's  financial  filings  to  an 
unnamed  "senior  officer"  nm 
ning  partnerships  that  do 
business  with  Enron.  But  only 
as  a  result  of  persistent  diggin 
assisted  by  sawy  tipsters  who 
oflFer  inside  documents— do  th 
reporters  ultimately  learn  the 
details  of  Fastow's  self-dealing. 

While  the  story  moves  along  briskly,  the  authors  seem 
imcomfortable  writing  about  themselves,  and  the  result  is 
some  climky,  third-person  prose.  Still,  the  inside  tidbits,  fix| 
reporters'  turf  wars  to  editors'  badgering,  will  strike  other 
journalists  as  amusingly  famihar.  For  Enron  junkies  and 
business  reporters,  this  is  on  the  must-read  Ust,  too.  ■ 

-By  Wendy  Zeli 
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ie  issue  of  global  warming  has  given  rise  to 
sated  debate.  Is  the  burning  of  fossil  fuels  and 

creosed  concentration  of  carbon  dioxide  in  the 
ir  a  serious  threat  or  just  a  lot  of  hot  air?  Shell 

lieves  that  action  needs  to  be  token  now,  both 

ROFITS       &       PRINCIPLES. 

y  companies  and  their  customers.  We  ore 
ctively  managing  greenhouse  gas  emissions  in 
iUr  worldv/ide  operations  such  that  by  2010  they 
|re  still  5'.  or  more  belov/  1990  levels,  even 
phile    we    grow   our    business     We    are    also 
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working  to  increase  the  supply  of  natural  gas,  a 
cleaner  option  for  electricity  generation  and 
home  heating,  and  offering  alternative  energy 
sources  such  as  solar,  hydrogen  and  wind  power. 
It's  all  part  of  our  commitment  to  contribute  to 
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sustainable  development,  balancing  economic 
progress  with  environmental  care  and  social 
responsibility.  Solutions  for  the  future  won't  come 
easily,  particularly  in  today's  climate,  but  you 
can't  find  them  if  you  don't  keep  looking. 
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Why  do  we  drink  this  stuff?  It's  not  for  that  rich  office  blend  taste.  We  drink  it  because 
we  have  work  to  do.  Work  that  pays  bills.  Work  that  helps  send  kids  to  college.  Work  that 
secures  futures.  Work  that  gives  us  a  lot  more  than  the  things  that  get  itemized  on 
a  paycheck.  After  all,  paychecks  only  come  every  two  weeks.  Life  arrives  every  morning. 
At  The  Principalf  we  understand  that.  That's  why  we've  spent  the  last  120  years 
helping  growing  businesses  create  the  kinds  of  places  where  people  get  the  most  out 
of  work.  Where  employees  get  benefits  they  can  actually  benefit  from.  The  kinds  of  places 
that  have  made  The  Principal  the  nation's  401  (k)  leader.  The  kinds  of  places  where 
growing  businesses  keep  growing,  principal.com 
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CA'S  WOMEN  400  Years  of  Dolls,  Drudges,  Helpmates,  and  Heroines 

I  Collins;  Morrow;  556pp;  $27.95 


iral  years  ago,  I  picked  up  a  household  guide  for 
nen  that  had  been  written  in  the  1880s  by  a 
sician.  There,  among  hints  for  baking  a  vinegar  pie 
advice  on  curing  cancer,  were  instructions  on  sexual 
vior.  Ironically  enough,  it  said  those  who  wanted 
ren  must  endure  years  of  abstention:  Upon  getting 
nant,  women  were  to  cease  having  sex  until  the 
reached  age  2.  Then  one  morning,  after  a  good 
t's  sleep  and  a  nutritious  breakfast,  they  were  to 


tercourse  at  precisely 
when  human 

ative  powers  are  at  a 

They  would 

diately  get  pregnant, 

ctor  said,  and  then 

endure  another  2\ 

ry  spell. 

torians  expected 

to  embrace 

ea  of  triennial 

nee  women  were 

s  too  delicate  for 

physical  intimacy. 

matter  that  they  were  also 

red  to  be  household  drudges- 
children,  laundry  tubs,  and  cast- 
|l  booking  pots. 

"  roughout  American  history, 
en  have  been  required  to  adopt 
f-adictory  roles,  writes  New  York 
s  editorial  page  editor  Gail  Collins 
nerica's  Women:  400  Years  of  Dolls, 
Iges,  Helpmates,  and  Heroines,  an 
clopedic  narrative  of  a  400-year 
h  of  progress.  Southern  girls  were 
d  to  be  helpless  before  marriage 
plantation  managers  after.  Pioneer 
len  wore  bonnets  and  gloves  to 

their  skin  white  while  plowing  the 

.  White  women  were  scorned  for 
hg  jobs,  while  blacks  were  vilified  if 
(didn't. 

nerica's  Women  is  a  one-stop 
.  unt  of  the  lives  and  times  of  the 
nd  sex  in  the  U.S.  Although  it 


:  AMERICA'S 

;  WOMEN 


DOLLS, 


contains  Httle  original 
material— and  many  of  its 
stories  will  be  familiar  to 
students  of  women's 
history— there's  a  wealth  of 
information.  Moreover, 
despite  the  book's  heft, 
Collins'  accessible, 
entertaining  style  makes  it  a 
brisk,  enjoyable  read. 

One  major  theme  in 
women's  experience  is 
"leaving  home— crossing 
oceans  and  continents,  or 
getting  jobs  and  living  on  their  own," 
writes  Collins.  Among  the  first  group  of 
white  women  to  ship  out  from  England 
for  America,  in  1587,  was  Eleanor  Dare. 
She  arrived  in  time  to  give  birth  to  the 
first  white  child,  Virginia,  named  for 
the  Virgin  Queen.  Shortly  thereafter, 
mother  and  daughter,  along  with  the 
other  100-odd  settlers  of  Roanoke 
Island,  mysteriously  disappeared. 

The  death  rate  among  all  early  settlers 
was  astonishingly  high.  But  women  had 
the  added  burden  of  childbearing— an 
average  of  seven  children  per  female  in 
early  New  England,  where  20%  of 
women  died  in  childbirth.  Spousal  abuse 
was  not  uncommon.  Occasionally,  there 
were  starding  occurrences:  One  starving 
husband  murdered  his  wife  and  "fedd 
upon . .  .her  partes."  Litde  wonder  that 
many  women  were  reluctant  to  migrate 
to  the  colonies,  just  as  some  of  their  19th 
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Q: 


WHAT  PEttCENTAGE 
OF  AMERICAN  WORKERS 
HAVE  NOT  STARTED 
i  PLANNING  FOR 
ETIREMENT? 


A: 


Help  your  employees  get  more  out  of 
work.  Call  1  -800-986-3343  (ext.  80080) 
for  more  information,  prjncipal.com 
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The  McGrawHill  Compaaies 


hile  changing  planes  in  Chicago 


maKing  a  speecn  in  uenvei 


my  phone  rang.  Rumors  were  flyin^^mr  biggest  holding  was  having  some 


lajor  credit  problems.  I  had 


to  decide  what  m  do 


My  staff  checked  the  rigorously  researched,  in-depth  report 
Standard  &  Poors  ix A 1  1 JN  (jTo.  My  decision:  Hang  tight. 

ide  the  plane,  the  speech,  and  as  it  turned  out,  the  right  decision. 
Flying  is  easy  when  you  make  the  right  connections. 
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continents  depend  on  these  assessments  td  help  manage  decisions  with  clarity  and  assurance. 
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)mens 

es 

mged 

wording 
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nted 


-y  descendants  resisted  moving 
ard. 

men  were  expected  to  perform 
hold  duties  under  the  most  trying 
istances,  and  of  course,  freedom 
oportimity  were  largely  limited  to 
Many  readers  will  recall  Abigail 
s'  plea  to  her  husband  John  to 
mber  the  ladies"  in  his  work  at  the 
lental  Congress.  Less  well-known  is 
s'  reply:  "As  to  your  extraordinary 
)f  laws,  I  cannot  but  laugh." 
women  in  the  early  Republic 
ily  had  more  independence  than  did 
granddaughters.  By  the  19th 
ry,  a  woman's  property  in  many 
became  her  husband's  when  she 
ed,  and  he  could  use  it  as  he  saw  fit. 
ther  died,  a  mother  might  find  that 
a  male  guardian 
had  been 

appointed  to  make 
decisions  for  the 
children.  In  North 
Carolina,  only  a 
virgin  could 
charge  a  man  with 
rape.  And  about 
1800,  a  New  York 
all-male  jury 
acquitted  a 
wealthy  lawyer  of 
raping  a 

seamstress,  in  part 
ise  the  girl  should  have  knovra  that 
one  of  his  position  couldn't  possibly 
erested  in  her  for  anything  but  sex. 
llins  shows  that  female  roles 
;ed  according  to  what  men  wanted, 
g  the  Great  Depression,  married 
en  who  worked  were  seen  as  a 
ce  to  society,  since  they  were  taking 
iway  from  men.  Just  a  few  years 
during  World  War  II,  the 
mment  pleaded  with  women  to  take 
se  work— and  blamed  war  losses  on 
who  shirked.  Then,  after  the  war, 
en  were  fired  so  male  veterans  could 
their  jobs.  The  postwar  economy 
ed  females  to  act  as  consumers, 
hile  progress  has  come  in  fits  and 
"it's  impossible,  still,  not  to  cheer" 
deniable  advances,  writes  CoUins. 
e  year  2000,  women  were  awarded 
of  all  college  degrees  and  accounted 
Imost  half  the  smdents  in  law  and 
ical  schools.  Women  are  in  the 
utive  suite,  on  the  Supreme  Court, 
in  space— but  they  still  might  be 
cted  to  know  how  to  bake  a  pie.  ■ 

-By  Sandra  Dallas 
BusinessWeel^fsJtst  female  bureau 
f,  beginning  in  1969,  Dallas  now  writes 
novels.  Her  latest  is  The  Chili  Queen. 
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BY  STEPHEN  H.  WILDSTROM 


A  Brighter  Outlook 
For  E-mailers 


Microsoft  Outlook  probably  drives  more  people  crazy  than  any  other 
software  application.  For  tens  of  million  of  people  who  use  Outlook  for 
access  to  corporate  e-mail  systems,  and  for  tens  of  millions  more  who  us| 
for  Internet  mail  and  to  manage  their  contacts  and  calendars.  Outlook  it 
likely  their  single  most  important  program. 


Now  there's  good  news  for  anyone  who  has  struggled  with 
Outlook's  complexities.  Most  of  the  changes  in  Microsoft 
OflBce  2003  (page  114),  available  at  retailers  on  Oct.  21,  are  of 
interest  primarily  to  corporate  technology  managers.  But 
while  Word,  Excel,  and  PowerPoint 
offer  little  new  to  most  users. 
Outlook  gets  both  a  face-lift  and  an 
under-the-hood  overhaul  that  makes 
it  easier  to  use,  especially  for  people 
who  read  corporate  mail  from  home 
or  on  the  road. 

The  changes  in  appearance  are 
striking.  The  screen  is  divided  into 
three  vertical  panes.  The  "Outlook 
Today"  icons  and  the  jumble  of 
folders  are  replaced  by  a  pane  whose 
contents  change  as  you  switch 
among  mail,  calendar,  and  contact 
views.  In  the  mail  view,  the  middle 
pane  lists  your  messages  and,  for  the 
first  time,  you  can  group  them  by 
topic  sorted  by  date  rather  than 
alphabetically.  Finally,  the  right 
pane  contains  the  body  of  the 
selected  message. 


Sleek,  New  Face 


For  Follow  Up 
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AlMalFddars 
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LIHLE  THINGS  MEAN  A  LOT  in 

determiring  ease  of  use,  and  this 

redesign  makes  Outiook  less 

frustrating.  But  many  important 

revisions  are  less  obvious.  Links  to 

content  on  the  Web  no  longer  open 

automatically,  so  if  you  want  to  see  the  pictures,  racy  or 

otherwise,  you'll  have  to  ask  that  they  be  downloaded.  This 

makes  it  harder  for  spammers  to  plant  "Web  bugs"  that 

report  back  on  your  onUne  activities. 

The  biggest  change  affects  those  who  use  Outiook  with 
Microsoft  Exchange,  the  most  widely  used  corporate  mail 
system.  IneflBcient  use  of  the  network  in  earher  versions  of 
Outiook  made  the  program  painfiil,  if  not  impossible,  to  use 
on  slow  dial-up  connections  and  tough  even  on  the  relatively 


1.  MAIL  FAVORITES  You  choose  folders  to  list  for 
easy  access 

2.  FOLDER  LIST  All  of  your  mall  folders  appear  tiere, 
listed  alphabetically 

3.  SELECTION  BUTTONS  Choose  major  Outlook 
functions,  such  as  Mail,  Contacts  and  Calendar 

4.  MESSAGE  LIST  The  subject  and  sender  of 
messages  in  the  selected  folder  appear  here 


high-speed  links  used  by  small  branch  oflBces.  Outiook  2 
does  most  of  its  work  on  a  local  copy  of  your  mailbox, 
speeding  up  work  dramatically.  This  makes  the  new  Outi; 
a  must-have,  especially  for  mobile  workers. 

One  place  you'll  see  the  differl 
is  in  faster  searches  of  messages 
can  also  set  up  "search  folders" 
which  the  contents  of  frequentij 
used  searches  are  kept  updated. 
(Those  using  Internet  mail  rath^ 
than  Exchange  may  want  to  try 
Bloomba,  a  mail  program  from ' 
Labs  that  I'll  review  in  a  coming 
column.) 

The  rest  of  Office  2003  will  apliiBs 
mainly  to  enterprises  that  want  t 
take  advantage  of  a  technology 
called  extensible  markup  langua  L 
or  XML.  This,  for  example,  allow  f^ 
information  entered  in  a  form  P 
created  in  Word  to  be  captured  e;  % 
in  a  database.  And  for  the  first  tir  W 
Microsoft  is  offering  an  attractive  |pe 
deal  for  famihes.  A  new  Teacher ;  >li 
Student  Edition,  including  Wordpci 


H^c 


Excel,  PowerPoint,  and  Outiook, 
costs  $149  and  is  licensed  for  use[| 
up  to  three  computers.  Other 
editions  cost  $399  to  $499,  or  $2 
to  $329  as  upgrades.  Outiook  alo 
costs  $109. 

Most  ordinary  users  will  have  i 
idea  what  to  do  with  XML  or  some  other  advanced  feature: 
that  only  work  with  a  Windows  2003  Server.  But  the  appe 
Outiook  2003  is  irrunediate  and  strong.  If  you're  a  user  of 
Outiook  and  Exchange,  this  is  an  upgrade  worth  the  price. 

E-mail:  tech&you@businessweek. 


Kiisiiu'ssUiM'k  oiiliiii' 


For  a  collection  of  past  columns  and  online 
only  reviews  of  technology  products,  go  to  Technology  &  You  at 
www.businessweek.com/technology/ 
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Cl's  Full  Line  of  Color  Printers — Built  for  All  Your  Business  Demands. 


Ihist  Earned  One  Success  at  a  Time. 

S !  The  Pentagon  needs  color  printers  to  provide  thousands  of  full-color 
documents  they  demand  for  top  performance.  They  rely  on  OKI  color 
printers  because  OKI  has  been  making  award-winning  printers  for  30 
years.  With  a  new  full  line  of  color  printers  featuring  OKI's  Single  Pass 

t  Color™  technology,  OKI  can  supply  your  business  with 
thousands  of  essential  color  documents. 

Use  OKI  color  printers  to  print  high-quality  color  reports, 
presentations  and  more  with  industry-leading  performance  and 
increased  cost-efficiency.  Features  include: 

in  I  'High-speed  output  up  to  30  ppm  color,  37  ppm  mono — 1st  color 


page  out  in  1 1 .5  seconds'. 

•  Low  total  cost  of  ownership^:  up  to  35%  lower  than  competitive 
color  laser  printers. 

•  Clear,  crisp  color  images  up  to  1200  x  1200  dpi. 
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Trust  OKI's  Proven  Customer  Satisfaction. 

Successful  professionals  like  you  continue  to  count  on  the 
award-winning  leader  in  color  printers  for: 

•  Web  site  and  live  customer  service,  24/7. 

•  High  "try  and  buy"  rating — 7  out  of  every  10  businesses  who  try 
an  OKI,  buy  OKI  color  printers. 

For  more  information,  call 
1-866-OKI-COLOR,  or  visit 
www.okidata.com/business 
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MOBILE 
TECHNOLOGY 


IBM  recommends  Microsoft  Windows  XP  Professional  for  Business. 


-•  wireless  network  is  an  excellent  way  to  increase  your  employees '  efficiency  and  productivity  But  it 

-y  backfire  if  they  can't  even  get  online.  So  what  can  you  do?  Give  them  PCs  that  are  designed  to  really 

.'^c'ssly  Select  IBM  ThinkPad   PCs  are  equipped  with  Intel  Centrino '■  Mobile  Technology  that  keeps  your 

)yees  online  when  they're  working  wirelessly.  And  Access  Connections  software  automatically  switches 

)rk  connections  for  your  employees  -  which  can  increase  productivity  per  user  by  up  to  20°o:  That  means 

r  gridlock  -  and  much  more  time  for  IT  to  focus  on  your  business  strategy.  Learn  more  at  ibm.com/pc/think 

Think  mobility      ThinkCentre 

ThinkPad 
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Economic  Viewpoint 


BY  LAURA  D'ANDREA  TYSON 


s 

New  Clues  to  the  Pay    ^ 
And  Leadership  Gap 


Women  continue  to  climb  tiie  corporate  ladder.  According  to  Catalyst,  a 
nonprofit  research  and  advisory  organization  working  to  advance  w^omei 
in  business,  women  now  hold  twice  as  many  senior  management  positioi 
in  large  American  companies  as  they  did  in  1995.  Yet  despite  such 
progress,  women  occupy  only  about  16%  of  such  positions  and  13%  of 


board  of  director  seats  in  U.S.  corporations— and  the 
percentages  are  even  lower  in  the  rest  of  the  world.  Moreover, 
top  leadership  of  large  pubUc  companies  remains  almost 
universally  male.  In  the  U.S.,  only  six  of  the  CEOs  of  the 
Fortune  500  are  female.  According  to  Graef  Crystal,  a 
corporate-pay  expert,  women  occupy  only  about  5%  of  the  top 
five  slots  and  2%  of  the  chief  executive  slots  in  U.S.  pubUc 
companies  with  net  sales  above  $5  biUion. 

The  good  news,  says  Crystal,  is  that  those  women  who  do 
have  the  top  job  are  paid  every  bit  as  generously  as  their  male 
counterparts.  Both  business  size  and  rank  within  the  top  five 
leadership  slots  affect  an  individual's  compensation  level,  but 
gender  does  not.  Crystal  finds  no  evidence  that  top  female 
execs  suffer  fi"om  pay  discrimination  in  large  American 
companies.  The  problem  for  women  is  breaking  through  the 
glass  ceiling,  not  getting  equal  compensation  once  they  do  so. 
So  a  nagging  question  remains:  Why  do  so  few  women  make 
it  to  the  top  corporate  echelons? 

As  an  economist  and  business-school  dean,  I  have  asked 
myself  this  question  many  times.  Recendy,  I  have  discovered 
fascinating  new  evidence  that  suggests  some  answers.  First, 
women  and  men  appear  to  have  different  attitudes  toward 
competition.  Scholars  led  by  Uri  Gneezy  at  the  University  of 
Chicago  Graduate  School  of  Business  have  found  that 
competition  enhances  male  performance  but  does  not  affect 
female  performance.  Men  complete  more  tasks  when 
payment  goes  only  to  the  individual  who  completes  the  most 
tasks  than  when  payment  depends  simply  on  the  number  of 
tasks  completed.  Women's  performance  is  the  same  in  both. 
Boys  run  faster  when  paired  against  other  boys  and  faster  still 
when  running  against  girls  than  when  running  alone.  Girls 
run  at  about  the  same  pace  in  all  three  circtunstances.  And 
despite  modem  companies'  official  embrace  of  teamwork, 
getting  to  the  top  remains  a  highly  competitive  process  that 
rewards  individual  performance.  So  men  do  better. 

Second,  both  experimental  and  survey  research  show  that 
men  are  much  more  likely  than  women  to  negotiate  for  pay, 
promotions,  and  recognition  in  the  business  world.  In  her 
compelling  new  book  Women  Don't  Ask,  professor  Linda 
Babcock  of  Carnegie  Mellon  University  reports  that  only  7% 
of  female  graduates  fi-om  master's  degree  programs  at 
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Carnegie  negotiate  for  a  higher  salary  than  the  one  initiallybn 
offered  by  a  potential  employer,  while  57%  of  male  gradual  re- 
do. And  negotiating  pays  off:  The  starting  salaries  for  male  k  ':'■ 
graduates  are  more  than  7%  higher  than  those  for  females,  asr; 
Babcock  finds  that  different  negotiating  styles  explains  mo4t^;- 
of  the  gap  in  women's  starting  pay,  and  this  gap  explains  a  i 
large  part  of  the  persistent  pay  differential  between  men  ai  - 
women  throughout  their  careers. 

Higher  pay  is  also  assumed  to  mean  better  performance 
individuals  with  identical  experience  and  performance 
records  but  stronger  compensation  histories  are  more  hkel 
receive  positive  work  evaluations  and  be  offered  more 
promotion  opportunities.  And  since  women  are  much  mort 

likely  than  men  to  believe  that 
working  hard  and  doing  a  good 
will  earn  them  advancement,  the ,, 
are  much  less  likely  than  men  to  j-.; 
negotiate  for  such  promotions—  ^ 
and  thus  much  less  likely  to  rece;  m  " 
them.  The  reluctance  to  negotiat  i  - 
may  explain  why  women  often  ft 
to  get  the  pivotai  assignments  thjjst; 
lead  to  the  corporate  boardroom,  je 

In  addition.  Catalyst  reports  tt 
a  third  of  professional  women  nc  se; 
yet  in  the  most  senior  leadership 
positions  do  not  want  them.  Wh)^- 
Because  to  get  to  the  top,  they  often  have  to  give  up  having 
children  or  spouses.  According  to  the  National  Parenting 
Assn.,  42%  of  female  corporate  execs  aged  41-55  and  49%  o 
women  earning  more  than  $100,000  per  year  are  childless 
This  may  change.  Women  now  get  more  than  half  of  all 
bachelor's  degrees  and  master's  degrees,  half  of  all  law 
degrees,  and  about  a  third  of  all  MBA  degrees  at  U.S. 
universities.  The  number  of  women  reaching  leadership  job|(|[r 
just  below  CEO  level  is  rising  fast.  As  women  gain  influence 
they  are  likely  to  champion  changes  that  ease  the  trade-offs  ]^. 
between  work  and  family.  As  a  business  school  dean,  I  am 
optimistic  about  the  future  of  women  in  business.  ■ 


Only  7%  of 
female  grads 
negotiate  a 
himer  first 
oner,  vs. 
57%  of  men 
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Laura  D'Andrea  Tyson  is  dean  of  London  Business  School. 


AMES  C.  COQPER  &  KATHLEEN  MADIGAN 


L  Silver  Lining's 
fenacing  Cloud 

;her  demand  will  lead  to  a  rising  trade  deficit-even  with  a  lower  dollar 


U.S.  ECONOMY 


"Think  globally."  That  has  been  a  key  business 
intra  over  the  past  decade.  However,  globalization  offers  both 
portunities  and  challenges.  And  in  the  coming  year,  ever-increasing 
upetition  from  attractively  priced  imports  will  continue  to  force 
iny  U.S.  companies  to  rethink  their  production  strategies,  their  use 


3or,  and  even  their  product  lines.  The  imperative  to 
t  productivity  vkdll  remain  great. 

1  tense  import  competition  and  the  strategies 
lesses  are  adopting  to  deal  with  it  are  some  of  the 
tie  features  of  this  business  cycle.  For  consumers,  the 
ased  presence  of  cheap  imports  means  paychecks 
ch  further.  And  low  inflation  has  enabled  the  Federal 
rve  to  keep  interest  rates  low,  making  borrowing  and 
:gage  refinancing  a  bargain.  But  for  businesses, 
gn  competition  saps  pricing  power,  forcing 
panics  to  improve  efficiency  and  cut  costs, 
jreign  trade  seemed  less  of  a  problem  in  August 
h  the  trade  gap  narrowed.  But  the  deficit  will  widen 
n  soon.  Demand  by  U.S.  consumers  and  businesses  is 
lerating,  and  about  30$  of  every  dollar  spent  in  the 
on  nonoil  goods  goes  to  foreign-made  products.  And 
nesses  must  soon  rebuild  inventories,  which  will 
I  in  even  more  foreign  goods, 
lie,  export  growth  will  pick  up  in  coming  quarters, 
he  woeful  trade  outlook  is  a  case  of  simple  arithmetic 
rt).  The  trade  deficit  is  the  value  of  exports  minus 
jrts,  and  the  volume  of  U.S.  imports  of  goods  and 
ices  is  50%  greater  than  that  for  exports.  If  exports, 
sted  for  inflation,  grow  10%  in  the  coming  year,  as 
t  economists  project,  imports  can  grow  by  only  6.6% 
e  trade  deficit  is  to  remain  at  its  current  level,  let 
e  shrink.  Given  that  U.S.  spending  is  picking  up, 
Drt  growth  in  the  mid-single-digits  seems  highly 
cely.  In  2002,  a  period  of  tepid  U.S.  demand,  imports 
managed  to  rise  by  10%. 

s  a  result,  net  exports,  the  trade  component  of  real 
is  domestic  product,  Avill  deteriorate  again  in  the 
th  quarter  and  beyond,  subtracting  from  total  real 
growth,  while  pressing  against  the  recovery  in  the 
Dry  sector  and  limiting  the  growth  of  new  jobs. 

{EOVER,  THE  DECLINE  in  the  U.S.  dollar  won't  be 
)anacea  it  once  was.  In  theory,  a  weaker  currency 
)s  a  nation's  trade  deficit  by  making  imports  more 
msive  and  exports  cheaper.  But  in  today's  world 
re  some  currencies  are  pegged  to  the  dollar  and 
re  some  regions  are  grapphng  with  deflation,  the 
)ry  is  not  translating  into  reality. 


Since  its  recent  peak  in  February,  2002,  the  dollar  has 
fallen  9%  on  a  trade-weighted  basis.  But  import  prices, 
excluding  oil,  are  only  beginning  to  show  any  inflation. 
The  gain  over  the  past  year  has  been  a  mere  0.9%.  Prices 
of  imported  consumer  goods  are  still  down  0.2%,  and 
prices  of  capital  goods  are  oflFby  1.3%. 

The  problem  is  that  the  U.S.  imports  60%  of  its 

merchandise  from  either 


IMPORTS  RULE 
THE  TRADE  BALANCE 
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developing  nations, 
including  China,  which 
has  tied  its  yuan  to  the 
dollar,  or  from  Japan, 
where  domestic  prices 
are  falling.  Over  the  past 
year,  U.S.  import  prices 
from  nonindustrialized 
countries  are  down  0.7%, 
while  prices  of  Japanese 
imports  are  oflFby  1.3%. 

Plus,  the  prices  of 
foreign-made  goods  are 
still  about  where  they  were  12  years  ago.  That  means  that 
in  real  terms,  after  adjusting  for  overall  U.S.  inflation, 
imports  are  now  more  than  20%  cheaper  than  they  were 
in  the  early  1990s.  The  dollar  would  have  to  come  down 
quite  sharply  to  significantly  improve  the  price 
differential  between  imports  and  American-made  goods. 
That's  why  U.S.  businesses,  especially  manufacturers, 
are  looking  for  other  ways  to  compete.  Outsourcing  jobs 
and  estabhshing  overseas  units  enable  American 
companies  to  increase  their  profitability  and  make 
inroads  into  global  markets.  It  is  those  business  decisions 
that  will  limit  how  much  companies  expand  production 
facility  and  payrolls  in  the  U.S.  Another  10%  drop  in  the 
dollar  in  the  next  year  won't  radically  alter  those  long- 
term  business  strategies. 

WHERE  THE  DOLLAR  WILL  HELP  is  in  exports.  The 
weaker  dollar  improves  export  competitiveness  and  it  lifts 
foreign  earnings  when  they  are  converted  into  dollars. 
Thanks  in  part  to  the  dollar's  decline,  exports  are  already 
oflF  their  lows  hit  in  late  2001. 

And  they  will  continue  to  gain  now  that  economic 
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growth  around  the  world  is  set  to  pick  up.  The  latest 
readings  of  global  sentiment— from  German  factory 
orders  to  Japanese  business  expectations— indicate  the 
worst  is  over  for  Europe  and  Japan.  And  emerging  Asia  is 
already  growing  strongly. 

Indeed,  growth,  not  the  dollar,  will  be  the  major  driver 
of  exports  in  the  coming  year.  Yet  even  with  signs  of  a 
global  pickup,  the  U.S.  economy  is  still  outpacing  the  rest 
of  the  world.  Real  GDP  appears  to  have  grown  at  an 
annual  rate  of  about  6%  in  the  third  quarter. 

Last  quarter's  growth  spurt  came  primarily  from  a 
surge  in  consumer  spending,  but  it  also  reflects  an 
unusual  narrowing  in  the  trade  deficit.  The  August  gap 
shrank  by  $800  million  from  July,  to  $39.2  billion. 
Exports  dropped  by  $2.3  billion,  but  imports  fell  by  a 
greater  $3.1  billion.  The  July-August  average  in  the  deficit 
compared  Avith  the  second- quarter  pace  suggests  that  a 
smaller  net-export  gap  may  have  contributed  as  much  as 
a  percentage  point  to  the  quarter's  growth  rate  of  real 
GDP.  But  that  was  a  one-shot  boost. 

TO  A  GREAT  EXTENT,  import  weakness  last  quarter 
reflects  business  caution  in  rebuilding  inventories  (chart). 
This  is  typically  the  time  of  year  when  retailers  lay  in 
stockpiles  of  goods  for  the  hohday  season.  This  year, 
though,  merchants  are  being  more  carefiil,  staggering 
their  ordering  to  cut  down  on  potential  excesses  and 
discounting  that  robs  from  the  bottom  Une. 

And  if  s  not  just  retailers.  Monthly  data  suggest  that, 
economywide,  stockpiles  actually  shrank  for  the  second 


CAUTIOUS  INVENTORY 
BUILDING  CURBS  IMPORTS 


.  PERCENT  CHANGE  FROM  A  YEAR  AGO 


quarter  in  a  row.  That  means  in  the  fourth  quarter 
inventories  are  insufficient  to  meet  rising  demand. 
Rebuilding  those  inventories  will  trigger  a  combinatiol 
of  increased  U.S.  production  and  a  resurgence  in  unpo| 
^in  coming  months. 

The  flow  of  imports  into  U.S.  markets  will  continue  i 

pressure  on  American  I 
business  to  hold  down! 
costs.  And  the  wider 
trade  deficit  will  also 
focus  attention  on  the 
U.S.  current  account 
deficit,  which  is  fast 
hurtiing  toward  a  recoJ 
5.5%  of  GDP  next  year.f 

Some  economists 
think  of  this  imbalancd 
as  "the  last  bubble"  in| 
the  economy.  The  di 
in  the  coming  year  is  i 
foreign  investors  will  become  less  willing  to  finance 
massive  U.S.  trade  deficit.  At  the  same  time,  WashingtJ 
politicians,  either  by  design  or  neglect,  are  abandoning 
the  strong- dollar  policy  that  has  helped  keep  the 
greenback's  decline  orderly.  That  double  whammy  coi 
push  the  dollar  down  too  far,  too  fast.  Currency  chaos 
would  be  an  unwelcome  wrinkle  in  the  outlook  becai 
it  would  come  at  a  great  cost  to  the  economy,  whether  j 
the  form  of  more  inflation,  higher  interest  rates,  or 
slower  growth.  ■ 
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MEXICO 


Feeble  Growth  Calls  for  Heftier  Reforms 


MEXICO  HAS  NOT  yet  benefited  from 
the  U.S.  growth  spiut,  and  the  weak 
pace  emphasizes  the  need  for  reforms 
in  labor  laws,  energy,  and  taxes. 

Mexico  posted  a  trade  deficit  of 
$434  miUion  in  August,  with  both 
imports  and  exports  falling.  So  far  in 
2003,  the  deficit  is  narrower  than  the 
same-period  total  in  2002.  But  the 
lack  of  export  growth  to  the  U.S., 
which  buys  nearly  90%  of  Mexico's 
exports,  is  holding 
back  domestic  factory 
output.  According  to 
the  U.S.  Commerce 
Dept.  data,  Mexican 
exports  to  the  U.S.  in 
the  first  eight  months 
are  running  about  2% 
above  last  year's  pace, 
but  much  of  that 
reffects  higher  oil 
shipments.  Exports  of 
manufactured  goods 
are  lagging.  Exports  of 


FACTORY  OUTPUT 
IS  SLUMPING  BADLY 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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vehicles  and  parts,  for  instance,  are 
down  about  3.6%  from  their  monthly 
average  for  all  of  2004. 

Little  wonder,  then,  that  factory 
output  fell  4.6%  in  the  year  ended  in 
August,  with  a  3.1%  drop  in  export- 
oriented  maquiladora  production. 
Such  data  forced  the  government 
headed  by  President  Vicente  Fox  to 
admit  recently  that  economic  growth 
will  reach  about  1.5%  in  2003,  half  of 
what  it  expected 
earlier  in  the  year. 
As  a  move  to  lift 
exports,  Mexico  has 
allowed  its  currency  to 
slip  against  the  dollar, 
especially  since 
inflation,  at  an  annual 
rate  of  4.04%  in 
September,  is  not  a 
worry.  The  peso's  8% 
slide  so  far  in  2003 
was  accelerated  in  the 
third  quarter  when 
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Mexican  companies  needed  dollars  i 
pay  for  foreign  obhgations.  But 
factories  face  increased  competition| 
from  Chinese  producers  who  can 
make  goods  cheaper,  and  the  cvurer 
depreciation  can  only  partially  offse^ 
that  cost  differential. 

Although  higher  oil  prices  will 
provide  extra  revenue,  fiscal  reform] 
still  needed.  Mexico  has  one  of  the 
lowest  tax-collection  rates  in  Latin 
America.  Fox  has  proposed  an  acrosj 
the-board  10%  value-added  tax  to 
replace  the  current  15%  tax,  which  il 
riddled  with  exemptions.  But  poUtit| 
opponents  say  it  will  have  a 
regressive  impact  on  the  poor.  Fox 
also  is  finding  it  hard  to  muster 
support  to  change  energy  and  labor 
regulations  that  could  lift  private 
investment  in  the  country.  Such 
reforms  would  lower  the  cost  of  doll 
business  in  Mexico  and  maintain  th| 
country's  competitive  export  edge. 
-With  Geri  Smith  in  Mexico  CI 
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ji've  got  inventory  covered.  You've  got 
Dping  covered.  What  about  surprises? 

tions  are  everywhere.  Insight  is  not.  Making  important  decisions  is  yourjob. 
ering  the  insight  to  help  you  make  smarter  decisions  is  ours.  With  business 
cations  from  supply  chain  management  to  manufacturing,  we  have  the 
ience  and  resources  to  help  you  succeed  in  a  business  world  where  the  only  thing 
in,  is  uncertainty.  To  learn  more,  visit  microsoft.com/BusinessSolutions/lnsight 
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THE  ECONOMY 


JOBS:  THE 
TURNING  POIN 
IS  HERE 


y 


It  will  take  many  months  for  the  Great 
American  Job  Machine  to  fiilly  crank  up. 
But  robust  demand  has  oiled  the  gears, 
and  the  hum  you  hear  is  getting  louder 


UELED  BY  TAX  CUTS  AND 
low  interest  rates,  the  U.S. 
economy  has  been  exceeding 
expectations  on  almost  every 
front  lately— except  job  cre- 
ation. Retail  sales  remain 
strong,  according  to  an  Oct. 
15  Census  Bureau  report.  Intel,  General 
Motors,  and  Merrill  Lynch  have  led  a 
wave  of  companies  beating  third-quarter 
earnings  forecasts.  A  stock-market  surge 
is  boosting  the  confidence  of  CEOs  and 
small  investors  alike.  Exports  are  up 
smartly,  businesses  are  investing,  and  a 
surge  of  tax  receipts  is  helping  to  reduce 
the  budget  squeeze  across  the  country 
(page  42).  Economists  predict  the  Com- 
merce Dept.  will  announce  on  Oct.  30 
that  gross  domestic  product  grew  in  the 
third  quarter  at  annual  rate  of  between 
5.5%  and  6.5%— the  best  since  1999. 

Job  growth,  however,  has  been  the 
missing  link.  Although  the  U.S.  economy 
created  a  modest  57,000  jobs  in  Septem- 
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ber,  it  lost  jobs  in  the  third  quarter  as  a 
whole.  In  fact,  the  third  quarter  was  a 
spectacular  anomaly:  the  only  time  in  at 
least  40  years  in  which  the  economy  ac- 
tually shed  jobs  while  growing  at  a  rate  of 
5.5%  or  better.  In  September,  9  million 
people  were  jobless.  Nearly  a  quarter  had 
been  out  of  work  for  at  least  half  a  year. 

But  here's  the  good  news:  The  job  mar- 
ket has  almost  surely  turned  the  comer.  In 


HIRING:  THE  RECOVERY'S 
LATE  BLOOMER 
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ANNUAL  RATE  OF  CHANGE  IN  NONFARM 
EMPLOYMENT  AND  GROSS  DOMESTIC  PRODUCT 
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Data:  Bureau  of  Labor  Statistics 
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the  months  to  come,  the  economy  is  li| 
to  build  on  its  September  gain  and  gene 
more  jobs.  Early  signs  of  a  pickup,  espe 
ly  in  the  tech  sector,  are  already  showing 
On  Oct  14,  Intel  Corp.  said  profits 
than  doubled  from  a  year  earlier  on  a  I 
revenue  gain.  The  next  day,  IBM 
nounced  a  5%  gain  in  operating  earn 
and  predicted  it  would  need  to  add  10, 
jobs  next  year  in  key  skill  areas,  inclu( 
services,  hardware,  and  software.  Ecc 
mists  and  policymakers,  once  gloomy, 
getting  optimistic  about  a  broader 
resurgence  as  well.  Initial  claims  for  un 
ployment  insurance  in  early  October  fe 
an  eight-month  low  of  382,000.  Fed  CI 
man  Alan  Greenspan  is  hopefiil  that 
jobs  market  is  turning  up,  vvWle  Federal 
serve  Board  Governor  Ben  S.  Bemanke 
Congress  on  Oct.  14  that  he  expected  "j 
nificant  improvements"  in  employmeni 
What  has  changed?  In  a  nutshell,  [ 
mand  is  so  robust  that  employers  hi 
reached  a  tipping  point  They  can't  fill 
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the  orders  they're  getting  without  hiring 
more  workers.  Beyond  tech  hiring,  the 
stock-market  rally  signals  fiiture  hiring  in 
the  financial  services  sector.  And  even 
manufacturing— where  outsourcing  has 
taken  a  tremendous  toll— is  hiring  selec- 
tively as  the  global  economy  gains  speed. 
J.P.  Morgan  Securities  Inc.  estimates  that 
world  grov^di  in  the  third  quarter  was  the 
fastest  in  three  years. 

LACK  OF  CONFIDENCE 

TO  BE  SURE,  it  will  take  many  months  for 
the  Great  American  Job  Machine  to  crank 
up  fully.  Labor  markets  turn  slowly.  And 
with  the  sustainable  rate  of  productivity 
growth  higher  than  it  was  a  decade  ago,  it 
takes  stronger  economic  growth  than  be- 
fore to  generate  jobs.  Industries  such  as 
textiles,  low-tech  electronics,  and  autos  are 
likely  to  see  continued  job  losses  because 
of  rapidly  improving  productivity  or  for- 
eign competition. 

But  don't  worry  about  a  repeat  of  the 
third  quarter,  when  the  lack  of  hiring  was 
extreme  by  any  standard.  To  get  an  idea  of 
how  big  the  jobs  shortfall  was,  try  com- 
paring the  third  quarter  with  other  recent 
quarters  when  the  economy  grew  as 
strongly.  Since  I960,  there  have  been 
eight  quarters  when  the  economy  grew  at 
an  annual  rate  between  5-5%  and  6.5%. 
On  average,  employment  in  those  quar- 
ters increased  at  a  3.4%  rate.  If  history 
had  repeated  itself,  the  economy  should 
have  created  1  miUion  nonfarm  jobs  in  the 
third  quarter.  Instead,  jobs  fell  nearly 
150,000  from  their  second- quarter  aver- 
age, for  a  shortfall  of  about  1.2  million. 

The  killer  was  lack  of  confidence.  Manu- 
facturers, wholesalers,  and  retailers,  disbe- 
Ueving  the  strength  of  the  recovery, 
squeaked  by  vidth  selling  goods  off  their 
shelves.  As  a  result,  the  ratio  of  inventories 


TAXES 


A  Bit  More  for  the  Coffer: 


mi 


After  three  years  in  free  fall, 
federal,  state,  and  local 
government  revenues  are 
starting  to  show  signs  of  a 
pickup.  Though  the  gainsstill 
remain  far  short  of  what's  needed  to  turn 
around  the  worst  fiscal  crisis  in  two 
decades,  across  much  of  the  country, 
revenues  finally  appear  to  be 
bottoming  out  for  this  |  ^040 

business  cycle. 

New  York  City  collected  Labe\ 

$300  million  more  than 
expected  between  July  and 
September,  for  example,  thanks 
to  a  resurgent  stock  market.  In 
Massachusetts,  September  revenues  were 
up  about  $79  million,  or  5%,  from  the  year 
before.  Out  in  California,  Governor-elect 
Arnold  Schwarzenegger  looks  set  to  get  a  bit 
of  a  break  on  revenues  as  he  tackles  the 
state's  massive  deficit  (page  46).  And 


asd 


Dep3r<n'««  < 


thanks  in  part  to  a  modest  bump  up  in  tax 
receipts,  the  federal  deficit  for  the  fiscal  yi 
that  ended  on  Sept.  30  will  come  in  at  abi 
$374  billion,  below  the  Congressional 
Budget  Office's  $401  billion  August  foreca 
Those  gains  have  officials  breathing  a 
sigh  of  relief,  even  if  they  remain  spotty. 
,  While  strong  profits  have 
boosted  corporate  taxes, 
individual  income  taxes  are; 
flat  at  best.  In 
Massachusetts,  for  exampi 
corporate  taxes  were  up 
17%  in  September,  but 
individual  withholding  was  down  1.5%. 

States  still  face  massive  deficits.  Their^ims 
costs,  especially  for  health  care  and 
education,  continue  to  skyrocket.  Still,  arrjosm 
hint  of  good  news  has  state  and  federal 
budget  experts  hoping  they've  seen  the 
worst  of  yawning  budget  shortfalls.  ■ 
-By  Howard  Gleckman  in  Washington 
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to  sales  hit  a  record  low  in  the  quarter.  Now, 
these  companies  have  to  restock— which 
means  more  production  and  more  jobs. 

SOFTWARE  IS  FIRMING  UP 

NOWTIERE  IS  SUCH  news  more  welcome 
than  in  the  hard-hit  tech  sector.  The  good 
news  extends  beyond  Intel  and  IBM.  The 
Labor  Dept.  says  jobs  in  computer-sys- 
tems design  rose  in  September.  Job  losses 
seem  to  have  stopped  in  software  and 
data  storage,  among  other  areas.  EMC 
Corp.  in  Hopkinton,  Mass.,  which  makes 
storage  systems,  has  stabilized  employ- 


ment at  17,000— after  a  one-third  dec^' 
in  its  payrolls  since  2001. 

In  manufacturing,  just  a  partial  ^e^  i 
in  employment  would  go  a  long  wa} 
ward  ending  the  jobless  recovery.  Gi 
by  the  historic  pattern  for  similar  gro*:^  - 
spurts,  the  sector  should  have  crej^^^ 
more  than  70,000  jobs  in  the  third  qi  )0  :a 
ten  Instead,  it  lost  more  than  150,(k": 
Manufacturing  accounted  for  about 
of  the  quarter's  job  shortfall,  even  thojj"  ■ 
it  accounts  for  only  about  11%  of  all  j«  ari;: 

A  cycUcal  rebound  in  demand  wt  ;: 

bring  back  aU  those  manufacturing  jol  Ac ; 

tin;  ;■ 
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A  Jobless  Recovery?  That  Depends 


WHERE  JOBS  HAVE  BEEN  HARD  TO  COME  BY. 


AND  WHERE  THEY  HAVE  GROWN 


SECTOR 


EMPLOYMENT  CHANGE  SINCE  END  OF  RECESSION* 
(THOUSANDS)     (PERCENT) 


SECTOR 


EMPLOYMENT  CHANGE  SINCE  END  OF  RECESSION- 
(THOUSANDS)     (PERCENT) 


Manufacturing 


-1,269 


-8% 


Health  care  and  social  assistance 


540 


4% 


Wholesaling 


-161 


-3 


Temporary-help  services 


110 


5 

71 


Telecommunications  services 


-150        -12 


Accommodations  and  food  service 


UO 


Computer  systems  design  and  related  services       -108  -9 


Government 


104 


Air  transportation 


-63 


-11 


Construction 


51 


Securities  and  investment 


-24 


-3 


Commercial  banking 


29 


tr. 


Internet  publishing  and  broadcasting 


-6 


-15 


Real  estate 


28 


■  November.  2001.  to  September.  2CC3 


Data  cu-eau  o*  Labor  Sta( 
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ith  productivity  growth  and  oflF- 
competition  so  strong.  But  it  will 
David  Huether,  chief  economist  at 
itional  Association  of  Manufactur- 
itimates  that  only  half  the  factory 
»st  are  gone  for  good.  He  predicts  a 
nd  in  industrial  machinery,  elec- 
and  computers,  transportation 
and  fabricated  metals.  The  latest 
lews  for  the  sector,  on  Oct.  15,  was 
p  rise  in  the  New  York  State  manu- 
ling  index  measured  by  the  Federal 
/e  Bank  of  New  York. 

NG  FLUSH  AGAIN 

E  SERVICE  sector,  too,  companies 
iling  stretched.  On  Oct.  3,  the  histi- 
or  Supply  Management  reported 
ng  backlogs  of  work  in  insurance, 
aiimient,  business  services,  and 
•uction,  among  other  sectors.  That, 
oints  to  more  hiring.  Likewise,  a 
p  in  retail  sales  is  likely  to  trigger 
;  at  store  chains,  where  19,000  jobs 
ost  in  the  third- quarter.  And  finan- 
rvices  companies  are  feeling  flush 
The  Standard  &  Poor's  500-stock 
is  up  19%  so  far  this  year,  including 
of  5%  in  the  first  half  of  October 
On  Oct.  15,  Merrill  Lynch  &  Co. 
tanley  O'Neal,  fresh  from  reporting 
r-than-expected  earnings,  an- 
:ed  the  end  of  a  two-year  salary 
,  raising  hopes  that  new  jobs  will 
follow.  And  strengthening  tax  re- 
should  help  strapped  state  and  lo- 
)vemments,  which  lost  more  than 
0  jobs  in  the  third  quarter— when, 
itorical  patterns  had  held,  they 
d  have  added  more  than  140,000. 
w  strong  will  the  job  recovery  be? 
ird  to  tell,  because  more  than  ever 
employment  growth  comes 
the  creation  of  brand-new  jobs, 
ing  work  from  scratch  takes  con- 
kbly  longer  than  rehiring  people  to 
ties,  argue  Erica  L.  Groshen  and  Si- 
M.  Potter,  economists  at  the  Feder- 
serve  Bank  of  New  York,  in  a  recent 
Employment  won't  reaUy  go 
busters  until  innovation  spawnns 
ndustries.  Doug  Henton,  president 
llaborative  Economics,  a  Mountain 
(Calif.)  consulting  firm,  sees  the 
e  in  the  nexus  of  information  tech- 
jy,  biotech,  and  nanotechnology. 
lese  days  feel  a  lot  like  the  anxious 
1990s.  Back  then,  people  worried 
Dad  times  were  here  to  stay.  What 
didn't  see  were  the  good  times 
around  the  bend.  ■ 
iy  Peter  Coy  in  New  York,  with  Robert 
fin  San  Mateo,  Calif,  Michael  Amdt 
icago,  and  bureau  reports 
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BY  DIANE  BRADY 


All  the  World's  a 
Call  Center 

Outsourcing  doesn't  just  save  cash.  It  can  lift  quality 


OUTSOURCING  JOBS  IS 
a  touchy  business. 
Executives  would 
ratiier  not  talk  about 
the  job  losses  at  home, 
preferring  to  focus  on  the  cost 
savings.  Here's  another  thing 
they  don't  like  to  talk  about:  those 
manning  the  phones  at  call 
centers  overseas  often  provide 
better  customer  service  than  their 
American  counterparts.  That's 
especially  true  in  India,  now  by  far  the 
most  popular  destination 
for  offshore  customer 
service  jobs.  An  exec  at 
one  mijtinational  gloats 
that  everything  from 
customer  satisfaction  to 
error  rates  are  vastly 
better.  "But  we'll  never 
talk  about  that  for 
competitive  reasons," 
he  adds. 

Call  it  a  hidden  benefit 
of  globalization.  Certainly, 
companies  try  to  maintain 
high  quality  at  every  call 
center— whether  it's  in  the 
U.S.  or  abroad.  But 
knowing  that  such  front- 
line workers  can  make  or 
break  a  customer 
relationship,  many  say 
they  find  it  easier  to  get 
consistently  fast,  eflHcient, 
and  courteous  service 
from  employees  overseas. 

Why  is  that  the  case  in  India?  For 
one  thing,  such  workers  are  better 
educated  than  their  U.S.  counterparts. 
According  to  Elio  Evangelista,  a  senior 
analyst  at  independent  research  firm 
Cutting  Edge  Information,  virtually  all 
Indian  call-center  workers  have  college 


Most  U.S.  call 
center  workers  are 
high  school  grads, 
while  nearly  100% 
of  their  Indian 
counterparts  have 
college  diplomas 

Data:  Cutting  Edge  Information  Inc..  Live- 
Bridge  Inc 


degrees.  By  contrast,  many  of  their 
American  counterparts  are  high  school 
grads.  More  education  can  be  helpful  as 
consumers  increasingly  need  complex 
technical  or  financial  information. 

More  important,  call  center  work  is 
considered  a  lucrative,  successful  job 
in  India,  not  a  dead  end.  That  often 
translates  into  a  more  helpful,  friendly 
phone  manner.  Patrick  Hanlin,  CEO  of 
LiveBridge  Inc.,  a  Portland  (Ore.) 
company  that  handles  customer 
service  for  major  corporations 
worldwide,  says  he  gets  80 
applications  for  each  position  in  India 

HELLO,  DELHI  Customer 

service  jobs  are  highly 
prized  in  India 

and  about  four  in  the 
U.S.  Moreover,  only  a 
fraction  of  his  Indian 
employees  leave  each 
year;  annual  turnover  at 
U.S.  centers  is  six  times 
higher.  That  means 
Hanlin's  training  dollars 
go  further  because  his 
employees  stick  around 
longer  to  apply  their 
customer  service  skills. 

For  now,  the 
outsourcing  debate  is 
focused  mainly  on  lower 
costs  and  lost  jobs.  But 
for  many  companies, 
tapping  into  a  large, 
educated  talent  pool  and 
a  strong  service  culture  can  mean  a 
better  experience  for  customers  back 
home.  As  Hanlin  says:  "Consumers 
care  about  how  well  their  call  is 
handled,  not  whether  it's  answered  in 
Little  Rock  or  New  Delhi."  Clearly,  the 
benefits  of  globalization  can  extend 
well  past  the  bottom  line.  II 
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PRiUS 
COMMITMENT 

Toyota  has 
already 
shipped  its 
second  "wave/ 
of  hybrids  ■:i 


m 


<^^L, 


AUTOS 


'DETROIT  IS 
MISSING  THE  BOAT 

Demand  for  hybrids  is  rising,  but  the 
Big  Three  are  slow  to  get  on  board 


the  first  hybrid  SUV,  perii^  i 

IjB    was  due  out  this  year.jt 

^M    problems  perfecting  the  li""'' 

1  V     tery  and  software  have  de   i  ^\  '^ 

-  S     its  debut  until  late  next    ^^'^ 

■     mer.  As  for  its  Motown  t  i^ 

1     GM  is  giving  hybrids  i  ^ 

\.\     shrift  while  betting  on  imti 

eventual  benefits  of  hydn  *20 

powered  cars.  And  Daii  i>^ 

Chrysler's     cash-straj  t^^ 

Chrysler  Group  killed  pla 

a  hybrid  Durango  SUV  in  i 

2002.  Instead,  it  is  count 

improved  diesel  engines. 

GM  and  Chrysler  are 

than  a  year  away  from 

ducing  "mild"  hybrid 

where  an  electric  motor 

vides  a  smaller  mileage  1 

Says  Mark  Rikess,  CEO  of  il 

sultants  Rikess  Group  in  ][ 

bank,  Calif.:  "Detroit  is 

ing  the  boat" 

Japanese  carmakers,  oi 
other    hand,    already 
shipped  their  second  wa\l 
hybrids.  An  impressive  i: 
low- on    to    Toyota    M 
Corp.'s  Prius  went  on  sal 
Oct.  17.  It's  larger  than  the] 
Prius,  and  at  $20,000 
booked  strong  advance 
Honda  Motor  Co.  is  oflfer 
hybrid  version  of  its  pop  Ki" 
Civic.  And  Toyota's  Lexus  w »'i 
will  race  Ford  to  market   hj 
summer  with  a  hybrid  }  cK  * 
the  RX400H.  If  Toyota  can  build  a  mid: ; 
stream  following  for  the  Prius  and  itj  I 
brid  RX400H— and  turn  a  profit— it 
hold  a  commanding  lead  in  hybrid  1 1 
nology.  "If  Toyota  succeeds,"  says  a^ 
brid  expert  at  a  rival,  "they're  goini 
have  a  10-  to  15-year  head  start"       ' 


VERY  DECADE  OR  SO,  IT 
seems,  a  major  new  seg- 
ment opens  up  in  the  U.S. 
auto  market.  Although  De- 
troit has  had  its  successes- 
pioneering  minivans  in  the 
1980s  and  SUVs  in  the  early 
1990s— other  times,  it  is  nowhere  to  be 
found.  In  the  1980s,  it  didn't  see  the  move 
to  small,  high-quality  cars  such  as  the 
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Honda  Civic.  Then,  in  the  late  '90s,  it 
missed  a  turn  as  Japan  developed  carUke 
SUVs  such  as  Toyota's  RAV4.  Such  mis- 
calculations go  a  long  way  toward  ex- 
plaining Detroifs  loss  of  U.S.  market 
share,  from  84%  in  1978  to  61.6%  today 
Now  you  can  add  hybrid  gas-electric  ve- 
hicles to  that  dubious  roster.  Ford's  hybrid 
Escape,  the  first  domestic  vehicle  to  sport 
the  high-mileage  hybrid  technology— and 


BUILDING  BLOCK 

SO  FAR,  IT'S  EASY  to  see  hybrids  as  a  i 
niche  in  the  U.S.  High  costs  and  lin 
selection  kept  sales  to  38,000  last  yeai 
of  16.8  miUion  total  vehicle  sales.  P 
that's  because  consmners  are  still 
fused  about  the  technology,  in  whi 
computer  coordinates  a  gas  engine  w 
battery-powered  electric  motor.  But 
brids,  which  lower  pollution  and  imp 
gas  mileage,  are  growing  in  popul; 
Ford  CEO  William  C.  Ford  Jr.  has  said 
could  be  75%  of  the  market  in  25  y 
J.D.  Power  &  Associates  Inc.  is  more 
cumspect,  estimating  sales  of  500 
within  five  years  as  hybrid  systems  ai 
fered  in  already  popular  vehicles. 
That  still  seems  small— imtil  you 


I^e 


that  the  technology  needed  for  hy- 
is  a  crucial  building  block  in  what 
bout  everyone  in  the  auto  industry 
s  is  the  ultimate  goal:  highly  effi- 
hydrogen  fuel-cell  cars.  Most  auto 
ts  think  that  fuel  cells,  which  con- 
ydrogen  to  electricity  to  propel  a  car, 
;gin  to  replace  gas-powered  engines 
to  20  years.  In  the  meantime,  Toy- 
londa,  and  Ford  hope  to  hone  their 
ic-motor  expertise  through  hybrids. 


UTO  MAKERS 


Says  Prabhakar  Patil,  Ford's  chief  engi- 
neer for  hybrid  technology:  "Everything 
we  do  to  make  hybrids  more  efficient  and 
affordable  will  translate  directly  into  fuel- 
cell  technology." 

GM,  however,  believes  it  can  bring  fuel- 
cell  cars  to  market  by  2010.  It's  plowing 
more  than  $100  million  a  year  into  doing 
it.  GM  CEO  G.  Richard  Wagoner  Jr.  argues 
that  hybrids  are  too  cosdy  to  sell  at  a  prof- 
it and  appeal  to  a  small  niunber  of  buyers. 


General  Motors: 
ho  Needs  Hybrids? 


f  concept  cars  are  any  indication,  then 
General  Motors  Corp.  is  ahead  of  its 
rivals  in  the  race  to  build  hydrogen- 
powered  vehicles.  Exhibit  A:  The 
company's  Hy-wire,  a  $5  million 
perimental  car  that  powers  down  the 
jhway  by  converting  hydrogen  to 
ictricity  and  emitting  water  vapor  exhaust. 
/I  execs  say  the  Hy-wire  is  a  glimpse  of 
lat  it's  planning  for  hydrogen  cars,  which 
i  ey  hope  will  be  street-ready  in  small 
r  imbers  by  2010.  Meantime,  some  of  the 
)|  incept  car's  electronic  wizardry  is  already 
J;  owing  up  in  current  models. 
t  The  most  immediate  difference  between 
e  Hy-wire  and  a  conventional  car  is  the 
n  fk  of  an  engine  or  transmission.  Instead, 
11 1  electric  motor  powered  by  the  hydrogen 
ii  el  cells  turns  the  front  wheels.  With  the 

I  llky  drivetrain  gone,  engineers  were  able  to 
i  fsign  an  open  cockpit  with  tons  of  legroom 
!i  Id  cargo  space,  not  to  mention  a 

ndscreen  that  practically  reaches  the 
iiorboards.  That  allows  the  driver  to  see  the 
ad  directly  ahead. 

I I  The  other  differences:  There  are  no 

J!  ^dals  or  steering  wheel.  Instead,  the  driver 
ai  ivigates  through  traffic  with  hand  controls 
p  e  those  found  on  an  aircraft.  To  accelerate, 

I  f  twists  a  handgrip;  to  brake,  he  squeezes. 
H  computer  relays  those  signals  to  the 

«  akes,  motor,  and  steering  system.  Such 
ji  ectronics  suck  a  lot  of  juice-power  that 
If  e  beefy  hydrogen  cells  ably  supply.  But 
fsions  of  the  computer-aided  accelerator 
e  already  in  the  Chevrolet  Corvette  and 
V  Jdillac  XLR  roadster,  though  with  a 
fj  )nventional  gas  pedal. 
0  What's  so  great  about  computer-aided 

II  )ntrols?  For  starters,  they  respond  faster 
an  traditional  controls  do.  Moreover,  if 


the  car  starts  to  skid,  the  onboard  brain 
automatically  adjusts  direction.  Such 
stability  controls  could  be  a  big  advance, 
though  they  won't  be  ready  for  prime  time 
for  a  while,  says  Nick  Zielinski,  GM's 
director  of  vetiicle  and  technology 
integration. 


But  critics  say  GM  is  setting  itself  up  for  a 
broad  knowledge  gap  by  leapfrogging 
over  hybrids— not  to  mention  missing  a 
major  sales  opportunity  if  hybrids  take 
off.  Says  Jim  H^l,  vice-president  of  Auto- 
Pacific  consultants:  "It's  really  dangerous 
to  assume  that  there  will  be  only  one  tech- 
nology in  future  cars." 

Motown  has  only  its  love  of  big  trucks 
to  blame  for  being  left  behind  in  hybrids. 
While  the  Japanese  were  pioneering  the 


Where  GM  has  really  excelled  is  in 
cramming  all  that  technology  into  one 
roomy  car.  The  fuel  cells,  hydrogen  tanks, 
batteries  and  computer  controls  have  been 
packed  into  an  11-inch-thick  chassis.  In  most 
fuel  cell  concept  cars,  the  storage  tanks  take 
up  too  much  of  the  cargo  space.  The  design 
of  the  chassis,  which  resembles  a  giant 
skateboard,  solves  that  problem. 

It  will  be  years  before  GM  masters  the 
technology.  For  now,  the  Hy-wire's  range  is  a 
scant  80  miles.  Moreover,  its  fuel  cells  cost 
an  estimated  $50,000  a  vehicle,  10  times 
what  any  company  could  afford  in  a 
production  car.  Still,  it's  a  tantalizing  start. 
-By  David  Welch  in  Detroit 


FUTURE  WHEELS 

Key  elements  of  GM's  Hy-wire  concept  car 


BYE-BYE  ENGINE  Gone  are 
.  the  conventional  gas  tank  and 
engine.  Instead,  environmentally 
friendly  fuel  cells  that  convert  hydrogen 
into  electricity  send  power  to  a  motor  that 
drives  the  front  wheels,  Top  speed:  a 
respectable  97  mph. 

2 MAKE  A  RIGHT,  CAPTAIN  Much  like 
pilots  in  a  plane,  drivers  use  hand 
controls  to  accelerate  and  brake,  in 
addition  to  steering.  A  computer  relays 
those  instructions  to  the  brakes,  motors, 
and  steering  system. 


3  PLENTY  OF  LEGROOM  Without  a  motor, 
transmission,  or  pedals  to  get  in  the 
way,  a  near  floor-length  windshield  offers 
greater  visibility. 

4 ''SKATEBOARD"  PLATFORM  No 
drivetrain  makes  for  a  flat  aluminum 
chassis  upon  which  GM  hopes  to 
eventually  build  many  different  models- 
bringing  potentially  huge  cost  savings. 
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technology  in  the  mid-'90s— largely  in 
response  to  gas  prices  three  times  high- 
er at  home  than  in  the  U.S.— Detroit  was 
developing  big  pickups  and  SUVs. 
Those  gas-guzzlers  generated  huge 
profits  in  ensuing  years.  With  Washing- 
ton reluctant  to  tighten  fuel  economy 
standards,  there  was  litde  incentive  to 
develop  more  efficient  vehicles. 

Detroit  based  much  of  its  initial  skep- 
ticism on  the  price  differential  of  the  first 
hybrids.  Toyota  faced  a  $10,000  loss  on 
each  original  Prius.  Yet  it  persevered, 
starting  small  in  Japan,  refining  the  tech- 
nology, squeezing  out  costs,  and  licens- 
ing the  system  to  others.  Now  Toyota 
says  it  has  recovered  its  initial  R&D 
investment  and  claims  it  vidll  eventually 
turn  a  profit  on  the  36,000  Priuses  it 
plans  to  sell  annually  in  the  U.S. 

COSTLY  DELAY 

THE  EXCEPTION  TO  American  skepti- 
cism has  been  Ford  Motor  Co.  Led  by 
CEO  Ford,  a  dedicated  envirormientalist, 
the  company  announced  in  mid-2000 
that  the  hybrid  Escape,  getting  40  mpg 
in  city  driving,  would  be  the  leading  edge 
of  a  greener  lineup.  The  company  says  it 
vvoll  follow  vdth  a  hybrid  version  of  its 
Futura  sedan.  But  taming  the  technology 
has  proven  harder  than  expected.  Says 
Ford:  "As  with  any  new  technology,  there 
have  been  challenges." 

By  the  time  the  U.S.  hybrids  arrive, 
they  may  get  shoviTi  up  by  Japan's  third- 
generation  vehicles.  Toyota  is  keeping 
the  RX's  new  technology  under  v^raps, 
but  its  new  Prius  shows  how  a  follow-up 
model  can  improve.  Toyota  boosted  the 
$20,000  Prius'  fuel  economy  by  15%,  to 
55  mpg,  and  cut  emissions  by  30%— 
even  as  the  car  has  grown. 

The  delay  in  the  Escape  already  has 
been  costiy  for  Ford:  It  was  one  reason 
Bill  Ford  had  to  renege  on  a  promise  to 
boost  SUV  fuel  economy  by  25%  by 
2005.  Yet  despite  the  long-term  stakes, 
some  Ford  execs  don't  think  the  finan- 
cially struggling  company  should  be 
competing  in  hybrids.  Says  a  source 
close  to  Ford:  "The  majority  of  the 
country  doesn't  give  a  damn"  about  hy- 
brids. CEO  Ford  vows  to  forge  onward, 
though:  "For  an  auto  company  with  a 
global  presence,  you  have  to  be  involved 
in  all  areas  of  future  engine  technology." 

But  the  world  may  not  wait  for  U.S. 
carmakers.  Detroit  is  once  again  playing 
catch-up  in  its  race  with  Japan.  TTiat  the 
exhaust  it's  sucking  this  time  is  so  clean 
makes  it  all  the  more  painful.  ■ 

-By  Kathleen  Kerwin,  with 
David  Welch,  in  Detroit 
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CHOOSE YOUR 
WEAPON,  ARNOLD 

Attacking  the  deficit  could  mean  cutting 
back  on  universities,  courts,  and  police 
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IN  THE  MOVIES,  ARNOLD 
Schwarzenegger  rarely  met  a  rival 
he  couldn't  Uck.  Of  course,  that 
was  before  he  was  elected  gover- 
nor of  California  in  an  Oct.  7  recall 
incited  in  part  by  the  ugUest  mon- 
ster the  56-year-old  muscle  man 
vsdll  probably  ever  see:  the  state  budget. 
Depending  on  who  is  doing  the  estimat- 
ing, California  will  be  in  the  red  next  year 
to  the  tune  of  $8  bUhon,  $10  bilhon,  or 
even  more  than  $20  billion.  "Every  time 
we  look,  the  number  is  different," 
Schwarzenegger  said  while  meeting 
with  the  press  two  days  after  the  vote.  In- 
deed, courts  are  now  revievmig  whether 
the  legislature  could  authorize  selling 
more  than  $12.7  billion  in  bonds  intend- 
ed to  lower  that  deficit  to  a  still-gaping 
$8  billion.  "The  situation,"  he  said, 
"could  look  a  Uttle  ugly." 

Boy,  does  it  ever.  TTiat  doesn't  mean 
California's  new  governor  won't  have 
plenty  of  options  for  reducing  the  deficit. 
But  it  does  mean  that  Schwarzenegger 
may  have  to  retreat  from  such  campaign 
promises  as  cutting  taxes  and  boosting 
education  spending.  And  it  will  mean 
making  the  most  of  Florida's  budget 
chief  Donna  Arduin,  who  is  on  loan  to 
California  to  conduct  an  audit  of  the 
state's  $98.9  bilhon  budget.  Arduin,  a 
40-year-old,  no-nonsense  workahohc, 
helped  turn  around  budget  problems  in 
Michigan,  New  York,  and  the  Sunshine 
state  mostly  by  squeezing  spending  and 
laying  oflF  government  workers.  In  Flori- 
da, she  also  helped  Governor  Jeb  Bush 
cut  more  than  $6  biUion  in  personal  and 
business  taxes. 

A  MASSIVE  WHACK 

BUT  ARDUIN  MAY  have  met  her  match 
with  California's  state  finances.  For 
starters,  there's  no  getting  around 
Proposition  98,  which  requires  K-12  edu- 
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cation  expenditures  to  increase  in  ; 
portion  to  the  growing  student  poppofrEjc 
tion,  even  during  years  when  state 
enues  fall.  Similarly,  health  and  wel 
spending  mandated  by  federal  rulej 
also  immune  from  cuts.  Together, 
tion  and  health  care  comprise  about  "fceni 
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lal  state  spending  in  any 

iear.  That  means  Arduin 

leed  to  take  a  massive 

k  to  remaining  areas— 

Iding  such  basic  services 

universities,      courts, 

il)olice— to  bring  spend- 

own. 

what  is  there  to  cut?  Ar- 

will  consider  merging 

lal    overlapping    state 

;ies,  including  two  state  tax  units  and 

al  tiiat  handle  education  programs, 

ding  to  a  member  of  her  transition 
Even  before  his  recall,  Davis  had 
his  agencies  to  reconmiend  how  to 

)%  out  of  the  $10  billion  in  general 
government  spending 
through  layoflfs,  out- 
sourcing, and  other 
measures.  In  all, 
Schwarzenegger  will 
probably  find  at  least 
$1.5  billion  in  such 
cuts,  says  former  Sen- 
ate budget  staffer 
Fred  Silva.  And  former 
Controller  Kathleen 
Connell  argues  that 
Davis  created  12  agen- 
cies, such  as  the  OflBce 
of  Inspector  General, 
that  could  be  scaled 
back- 
Arnold  will  also 
find  big  chunks  to  cut 
fi-om  the  $10.5  billion 
the  state  spends  on 
Medi-Cal.  Trimming 
some  "optional  bene- 
fits" such  as  acupimc- 
ture,  say  Senate  Re- 
publicans, could  save 
$693  million  a  year. 
An  additional  $100 
million  could  come  by 
eliminating  public  as- 
sistance to  immi- 
grants sponsored  by 
U.S.  citizens.  Some 
$240  million  could  be 
saved  by  granting 
nonviolent  prisoners 
early  parole,  accord- 
ing to  proposals  made 
by  the  state's  Legisla- 
tive Analysf s  Office 

r  this  year.  And  there's  another 

e  of  ready  cash,  according  to  the  con- 

dve  Reason  Foundation:  The  state 

sell  vacant  land  and  unused  assets. 

ing  a  little  deeper,  Schwarzenegger 

arduin  could  scrutinize  the  $2.9  bil- 

pent  for  the  University  of  California 


Ultimately, 
the  new 
ffuvmay 
have  to  raise 
some  taxes 


campuses.  But  cuts  there  will 
mean  highly  unpopular  tu- 
ition hikes.  A  new  campus 
planned  for  Merced  could  be 
delayed  ftirther,  but  that 
move  would  overcrowd  al- 
ready packed  lecture  halls. 
Schwarzenegger  has  even 
mentioned  the  possibility  of 
closing  some  state  environ- 
mental protection  offices, 
which  he  claims  duplicate  federal  eflForts. 
These  aren't  easy  choices,  but  Califor- 
nia faces  a  potential  cash  crisis  in  May,  es- 
pecially if  the  court  cases  on  its  pending 
bond  sales  go  against  it  Ultimately, 
Arnold  may  have  to  do  what  he  has  vowed 
not  to:  Raise  some  taxes.  The  guv-elect  got 
some  good  news  when  the  state,  citing 
stronger-than-anticipated  individual  tax 
receipts,  said  revenues  so  far  this  year  are 
$514  million  above  the  projected  $16.1  bil- 
lion. And  some  relatively  easy  options  for 
raising  more  money  exist.  A  temporary  1% 
sales  tax  hike,  for  example,  could  raise  $4 
biUion,  according  to  the  Legislative  Ana- 
lysf s  Office.  Schwarzenegger  could  also 
get  the  $1.5  billion  in  new  taxes  fi-om  casi- 
nos on  Indian  lands  that  eluded  Davis  by 
renegotiating  their  compacts  in  exchange 
for  more  slot  machines,  according  to  sev- 
eral budget  analysts. 

As  for  Arnold's  campaign  pledge  to 
eliminate  the  impopular  tripling  of  the  car- 
registration  tax,  that's  more  difficult.  It 
would  not  only  cost  $4  biUion  but  also  re- 
quire new  legislation,  say  lavi^ers  for  the 
state's  Dept.  of  Finance. 

STAR  POWER,  NOT  GLOOM 

IN  ALL  OF  THESE  batdes,  Arnold  clearly 
has  one  thing  going  for  him:  He  isn't  the 
gloomy  Gray  Davis.  Schwarzenegger  has 
said  he  would  take  his  "case  to  the  people" 
and  campaign  for  cuts  the  legislature 
won't  give  him.  The  charismatic  celebrity 
also  is  likely  to  use  his  star  power  to  try  to 
imify  the  often  balkanized  legislature.  "He 
will  have  a  far  better  chance  of  getting  De- 
mocrats and  Republicans  together  than  in 
the  past,"  says  Schwarzenegger  transition 
member  Eli  Broad,  a  Democrat  and  former 
homebuilding  tycoon  who  is  now  a  lead- 
ing Los  Angeles  philanthropist.  "He 
would  get  the  big  four  in  the  state  legisla- 
ture to  agree  to  vote  something  totally  up 
or  down,  and  everyone  would  have  politi- 
cal cover."  A  tough  job,  no  doubt.  But  this 
governor  has  as  good  a  chance  as  anyone 
of  wrestling  the  evil,  ugly  budget  monster 
to  the  groimd.  ■ 

-By  Ronald  Grover,  with 

Christopher  Palmeri  in  Los  Angeles, 

and  Katie  Kerwin  in  Detroit 
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EVERYBODY  WANTS 
APIECEOFTHEiPOD 


Apple's  e-music  dominance  will  be  sorely 
tested  as  cheaper  players  hit  the  market 


APPLE  COMPUTER  INC.'S 
iPod  MP3  player  was 
an  instant  hit  when  it 
was  launched  two  years 
ago  —the  must-have 
gadget  for  music-loving 
digerati.  The  iPod  was 
head  and  shoulders  above  its  rivals:  It  was 
easy  to  use,  elegantly  designed,  and,  best  of 
all,  held  1,000  songs  in  a  device  no  larger 
than  a  pack  of  playing  cards. 

The  iPod  has  flown  oflf  shelves  ever  since 
and  has  allowed  Apple  to  pick  up  the  sin- 
gle largest  chunk  of  the  MP3  player  mar- 
ket. In  August,  says  market  researcher 
NPD  Group  Inc.,  18%  of  all  digital  music 
players  sold  in  the  U.S.  were  iPods.  Those 
sales— and  the  iPod's  lofty  $300  to  $500 
price  tag— helped  the  Cupertino 
(Calif)  company  power  to  a  fis- 
cal fourth- quarter  sales  gain  of 
19%,  the  biggest  jump  in  almost 
two  years.  On  Oct.  15,  Apple  an- 
nounced net  earnings  of  $44 
milhon  on  sales  of  $1.72  billion, 
reversing  a  net  loss  of  $45  mil- 
hon a  year  earUer. 

Now  Apple  is  angling  to  take 
iPod  to  a  whole  new  level.  On 
Oct.  16,  the  company  was 
scheduled  to  announce  a  Win- 
dows version  of  the  iTunes  Mu- 
sic Store  it  laimched  in  April  for 
Mac  users.  The  move  follows 
the  2002  launch  of  a  Windows- 
version  iPod.  Moving  into  Win- 
dows MP3  players  seems  like  a 
no-brainer.  Ifs  Apple's  most 
aggressive  attempt  ever  to 
move  beyond  its  core  of  Mac 
loyalists— and  for  good  reason. 
Apple  badly  wants  to  maintain 
its  market  share  as  the  $35  bil- 
Uon  music  business  moves 
away  from  CDs  to  digital 
doWloads.     By    2005,    the 


portable  player  market  is  expected  to 
reach  $2.6  billion,  up  from  $1  biUion  in 
2003— so  even  with  a  10%  share  Apple 
could  reap  dividends  for  years  to  come. 

Still,  the  company  will  have  to  contend 
with  a  host  of  new  rivals.  By  Christmas,  a 
variety  of  iPod  warmabes  wiU  hit  the  mar- 
ket, from  Samsung  Group's  YP109GS  to 
Dell  Inc.'s  Digital  Jukebox,  due  on  Oct.  28. 
A  range  of  new  gizmos  also  will  join  the 
party,  from  smaller,  cheaper  models  like 
Rio  Audio's  2-oimce  Nitrus  to  devices  that 
play  movies  on  liquid- crystal  displays. 
Meanwhile,  say  industry  insiders,  Apple 
has  lost  a  key  advantage:  the  exclusive  use 
of  the  tiny  Toshiba  Corp.  disk  drive  that 
made  it  possible  for  the  iPod  to  store  so 
much  in  such  a  tiny  package— even  as 


War  of  the  iPod  Clones 

Apple  is  hoping  p-^JJES 

for  a  big  payoff       selling  trendsetter 


from  its  for 
Windows  iPod. 
Will  it  be  big 
enough  to  fend 
off  all  the  MPS 
player  rivals? 


dominates  the  market- 
but  for  how  long? 


DELL  DJ  May  cost 
less  than  the 
iPod,  and  work 
with  more  music 
services 


SAMSUNG 

YPlOSGSTheiPod 
wannabe  is  made  to 
work  with  the  new 
Napster  service 


RIO  NITRUS  A  new 

breed  of  player  that 
is  cheaper  and 
smaller-and  holds 
fewer  songs 


other  disk-drive  makers  put  out  their  o\ 
diminutive  products.  "Any  time  you  c 
get  a  full-year  head  start,  it's  awesomi 
says  Kevin  Magenis,  CEO  of  Cornice  Ir 
which  makes  a  tiny  drive  that  will  appt 
in  a  dozen  or  so  players.  "But  ther 
going  to  be  a  lot  more  competition.'' 

The  risk  is  that  Apple  could  end 
where  it  has  so  often  before— with  onl; 
high-end  niche  of  a  market  it  pioneenj 
To  keep  that  from  happening  again, 
betting  Windows  users  will  be  dra' 
Apple's  trademark  elegance  and  ease 
use.  Moreover,  the  emerging  MP3  pla; 
business  will  remain  highly  fragmen 
much  like  the  early  days  of  the  PC  m 
when  Apple  prospered  with  an  11%  shil 
In  the  short  term,  at  least,  the  launch] 
the  Windows  Music  Store  is  expecti 
galvanize  iPod  sales. 

PRICE  SENSITIVITY 

THE  QUESTION  IS  whether  Apple  willl 
far  enough  to  win  Widows  users  o 
the  long  haul.  Microsoft  Corp.  says  Ap  A  A I 
has  not  Ucensed  its  Windows  Me  ^  • 
technology  or  its  copyright  prote 
software— both  of  which  are  usedii 
many  of  the  new  illmes-like  servi 
popping  up.  That  means  people  v 
want  to  use  the  likes  of  Musicmatch,  N 
ster  2.0,  or  BuyMusic.com  likely  won'i 
able  to  use  iPods. 

What's  more,  as  cheaper  players :  a  a 
stores  this  fall,  Apple  may  have  a  hard  t  T  T 
persuading  consvuners  to  pay  up  to  $5 
"We've  been  positioning 
products  to  [cost]  30%  less  t  W  C3 
a  competitive  iPod,"  says  G 
McHugh,  president  of  Crea 
Labs  Inc.,  which  sells  a  rang 
players.  The  cheaper  dev  ^ 
coiild  force  Apple  to  cut  pri      \ 
pressuring  margins  now  ( 
mated  at  20%-plus. 

Another  threat  comes  £ 
below.  Take  the  gadgets  that  i  j 
Cornice's  1-inch  drive,  whio  f^^. 
the  size  of  two  quarters  stao  i  . 
up.  Some  are  no  bigger  tha  ^^ 
cigarette  lighter  and  could 
well  below  $200  by  next  j 
Thie,  their  1.5-gigabyte  (h|ii5\qt 
hold  just  800  songs.  But 
more  than  enough  for 
people.  For  those  who  do  i 
thousands  of  songs  in 
pocket,  iPod  will  always  be  I^. 
cream  of  the  crop.  For  even 
else,  any  of  a  slew  of  new  r 
may  be  just  as  good— at  a  II, 
tion  of  the  cost.  ■ 

-By  Peter  BurfT^^ 
in  San  Mateo,  C 
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Inder  the  Gun 
t  the  Big  Board 

ly  calls  to  replace  the  specialists  go  too  far 


lip 

Off  ^ 


OR  YEARS,  institutional 
investors  have  quietly 
complained  that  the 
New  York  Stock 
Exchange  has  been, 
,  cheating  them.  The 
lange's  floor  specialists,  who 
charged  with  keeping  an 
erly  market  by  matching 
ers  with  sellers,  have  been 

ing  fat  profits  off  of  their  orders, 
claim.  Specialists  take  advantage  of 
s  that  let  them  see  orders  ahead  of 
TS,  then  trade  on  that  inside 
J^  ii  rmation  even  when  their  assistance 
^^^  )t  needed.  Moreover,  they  assert, 
lange  rules  protect  the  specialists  by 
king  fiinds  from  sending  orders  to 
;r,  less  expensive  electronic  markets, 
erious  charges,  to  be  sure.  And  they 
nosdy  on  deaf  ears— until  now.  The 


sudden  departure  of  NYSE  Chairman 
and  CEO  Richard  A.  Grasso— and  the 
reform  effort  by  ex- Citigroup  boss  John 
S.  Reed,  his  temporary  successor— have 
opened  a  big  window  for  institutions.  In 
early  October,  Fidehty  Management  & 
Research  Co.  President  Abigail  R 
Johnson  personally  lobbied  Reed  and 
Securities  &  Exchange  Commission 
officials  to  get  rid  of  specialists  and 
adopt  electronic  trading.  On  Oct.  14, 
Fidehty  upped  the  ante  pubhcly:  In  an 
interview  with  The  Wall  Street  Journal, 
Scott  DeSano,  head  of  global  equity 
trading,  repeated  the  call  to  scrap  the 
specialist  system.  AIG  Chairman  and 
CEO  Maurice  Greenberg,  a  former  NYSE 
director,  also  recendy  called  on  the 
exchange  to  repair  the  specialist 
system— or  else  end  it  altogether. 
"Grasso's  ability  to  keep  electronic 
trading  away  is  what  protected  exchange 
members  and  kept  seat  prices  high," 
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(And  on,  and  on, 
and  on,  and  on...) 


Less  weight  to  carry,  ail  the  power 
you  need  to  carry  you  through.  Find 
out  more  about  unwired  laptops  at 
intel.com/unwire. 
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says  Harold  S.  Bradley,  senior  vice-president  at  fUnd  company 
American  Century  Investment  Management  Inc.  "Thaf  s  why 
he  was  paid  so  much." 

A  chorus  of  electronic  markets,  such  as  privately  ovioied 
Archipelago  Holdings  LLC's  Archipelago  Exchange  and 
Instinct,  majority- ovmed  by  Reuters  Group  PLC,  agrees.  They 
say  NYSE  rules  artificially  constrain  their  growth.  The  double- 
barreled  attack  by  powerful  institutions  and  upstart  electronic 
networks  could  spell  big  trouble  for  the  specialist  system. 

PROS  AND  CONS  But  regulators,  exchanges, 

and  institutions  should  be  wary  of  unintended 

consequences.  Some  of  the  rules  now  under 

fire  are  the  product  of  well-intentioned  but 

ultimately  misguided  efforts  to  make  stock 

trading  fairer.  Specialists  perform  a  valuable 

service  when  they  use  their  ov^m  capital  to  smooth  out  bumps 

between  supply  and  demand.  "There  are  periods  of  stress 

when  we  are  glad  to  have  human  beings"  helping  buyers 

meet  sellers,  SEC  Chairman  William  H.  Donaldson  told  the 

Senate  Banking  Committee  on  Oct.  14. 

The  problem  is  that  NYSE  rules  seem  to  let  specialists  play 
middleman  even  when  they  aren't  adding  value  but  merely 
taking  money  out  of  investors'  pockets.  The  chief  beef  is  over 
an  alleged  practice  called  penny-jumping.  It  occurs  when 
specialists  use  their  information  edge  to  sense  which  way 
prices  are  moving,  then  get  ahead  of  the  pack  by  buying  or 
seUing  shares  for  their  ovvti  accounts.  "The  speciahst  sees  my 
order  and  other  orders  on  the  book  and  figures  'this  stock  vdll 
do  better,  so  let  me  get  involved  here,' "  says  DeSano. 

An  NYSE  spokesman  says  specialists,  in  general,  earn  their 
keep  by  curbing  volatility  and  making  sure  investors  get  the 
best  available  price,  which  they  do  93%  of  the  time.  And 
program  traders  and  floor  brokers  penny-jump  far  more  than 
specialists  do,  an  NYSE  broker  says,  because  it  helps  their 
mutual-fund  customers. 

There's  truth  on  both  sides.  When  a  mutual-fiind  order  is 
penny-jumped,  whoever  sells  the  shares  to  the  specialist  gets 
a  better  price  than  he  would  otherwise.  But  thaf  s  no  comfort 
to  the  fund  whose  order  didn't  get  executed. 

How  does  it  work?  Say  Mutual  Fund  A  places  a  limit  order 
to  buy  10,000  IBM  shares  at  $50.  Mutual  Fund  B  wants  to 
unload  10,000  IBM  shares  at  the  current  market  quote.  The 
specialist  sees  Fund  A's  buying  interest  and  figures  prices  are 
rising.  But  rather  than  let  Fund  A  buy  fi-om  Fund  B,  he 
"penny  jumps,"  offering  Fund  B  $50.01  for  its  shares. 

Whaf  s  wrong  with  that?  The  specialist  used  Fund  A's  limit 
order  as  a  market  signal  and  accimiulated  a  cache  of  IBM 

Mend  It,  Don't  End  It 


How  to 
improve 
the  specialist 
system 
without 
destroying  it: 


PROBLEM 

■  Antiquated  "trade-through"  rule  stops 
institutions  from  making  faster,  cheaper 
trades  on  electronic  markets 

■  Specialist  intervention  isn't  needed  to 
ensure  smooth  trading  of  highly  liquid 
large-cap  stocks 

■  The  NYSE's  system  of  automatically 
matching  institutional  orders  encourages 
unneeded  floor  intervention 
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shares  to  sell  to  the  next  buyer,  presumably  for  more  than  th| 
$50.01  that  he  paid.  If  the  specialist  guessed  wrong  and 
prices  fall,  he  can  still  sell  his  shares  to  Fund  A  since  its  limi| 
order  sits,  unfilled,  on  the  order  book. 

Meanwhile,  Fimd  A,  whose  limit  order  provided  crucial 
liquidity  and  set  the  market  price,  got  burned:  The  specis 
has  forced  it  to  chase  shares  in  a  rising  market.  The  resvilt: 
Funds  are  hesitant  to  show  their  hand  via  limit  orders,  thus  j 
making  trading  more  cumbersome  and  costly. 


Grasso's  ability  to  keep 
electronic  trading  away  is 
what  protected  exchange 
members . .  •  that's  why  ne 
was  paid  so  much'' 

The  solution  is  more  competition  and  greater  transparen| 
First,  the  SEC  and  the  NYSE  must  let  electronic  markets 
compete  for  more  of  the  NYSE's  order  flow.  One  possibility  il 
to  liberalize  the  so-called  trade-through  rule.  Adopted  in  thff 
1980s,  this  rule  says  that  one  exchange  caimot  ignore,  or 
"trade  through,"  a  better  price  at  another  location.  But 
institutions  say  that  today  it's  mosdy  used  to  prevent  orders] 
from  going  to  electronic  rivals.  The  SEC  should  adopt  a 
proposal  circulating  internally  that  would  let  stocks  trade  oj 
electronic  markets,  but  only  at  prices  that  vary  by  a  few 
permies  from  the  NYSE's  best  price. 

SPEED  OVER  PRICE  That  sounds  bad,  but  institutions  tradui] 
huge  quantities  say  they  prefer  the  speed  of  electronic 
matching  over  the  chance  of  getting  a  shghtly  better  price  I; 
waiting  30  seconds  for  the  speciahst  to  act.  Funds  say  the 
exchange's  "best  price"  can  be  illusory  anyway.  Floor  pricet 
often  aren't  available  in  the  quantities  institutions  need  or  1 
quoted  shares  are  no  longer  available  by  the  time  a  fund's 
order  arrives  on  the  floor.  And  the  NYSE  could  do  a  lot  more 
stymie  penny-jumping  by  letting  institutions  trade  large 
orders— for  more  dian  25,000  shares— v^dth  each  other 
wdthout  going  through  the  specialists. 

The  NYSE  also  must  become  more  transparent.  While  ti 
exchange  is  moving  in  that  direction,  the  specialist  system 

still  resembles  a  poker 
game  in  which  one  of  the 
players  can  see  everyone 
else's  cards.  Floor  broker 
institutions,  and  retail 
customers  should  be  abli 
see  the  speciahsfs  order 
book  at  die  same  time. 

The  NYSE  vnll  fight  th 
changes.  But  with  GrasS' 
gone,  specialists  must 
prove  their  value.  Their  1 
ride  on  investors'  backs 
should  come  to  an  end. 
-With  Faith  Arm 
Bo. 


SOLUTION 

■  Allow  off-exchange  trades  when 
prices  vary  by  up  to  2^  from  the  best 
floor  quote 

■  Allow  high-volume,  large-cap  stocks  to 
trade  electronically,  but  let  specialists 
_trade  less  liquid  mid-cap  stocks 

■  End  requirement  that  institutional 
orders  be  publicized  for  15  seconds  prior 
to  automated  matching 
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!2il  >  are  tech  reasons  to  love  Linux.  And  there  are  business  reasons.  With  new  Novell*  Nterprise™  Linux  Services,  you  get  both.  An  application  suite  that  helps  you 
-3  t  productivity.  And  gives  your  tech  staff  the  deep  support  they've  been  looking  for  Bottom-line  types  will  appreciate  the  increased  efficiency  that  comes  from 

ng  an  array  of  applications  -  everything  from  secure  identity  management  to  remote  access  to  messaging  -  on  an  operating  system  that's  renowned  for  its  low 
"'    md  reliability.  And  while  everybody's  in  favor  of  better  financial  performance,  what's  really  going  to  get  your  tech  crew  jazzed  is  the  unprecedented  multilevel 

Drt.  Right  on  down  to  the  actual  operating  system.  To  find  out  how  new  Novell  Nterprise  Linux  Services  can  free  your  business  to  be  more  productive,  call 

)-218-1600or visit www.novell.com/linux  @  we  speak  your  language. 
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TIMOTHY 
GEITHNER 
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A  COOL 
FED  HEAD 

At  first  glance,  Timothy 
Geithner  looks  to  be  an  odd 
choice  to  head  the  Federal 
Reserve  Bank  of  New  York. 
He  isn't  a  banker,  and  he 
lacks  a  PhD  in  economics. 
But  a  closer  look  at  Geithner 
shows  why  he's  being  tapped 
to  succeed  New  York  Fed 
President  William 
McDonough,  as  first  reported 
by  BusinessWeek  Online.  In 
stints  first  at  the  Treasury 
Dept.  and  lately  at  the 
International  Monetary  Fund, 
the  42-year-old  Geithner  has 
earned  a  reputation  as  a  cool 
crisis  manager  He's  well- 
known  globally  as  a 
negotiator  who  can  get  his 
way  without  rancor.  Most 
important,  though,  he  has 
the  respect  of  Fed  Chairman 
Alan  Greenspan,  who  worked 
closely  with  the  then-Treasury 
official  during  the  1997-98 
Asian  crisis.  While  Geithner 
wasn't  the  first  choice  to 
head  the  New  York  Fed- 
Stanley  Fischer,  himself  a 
former  IMF  official,  passed 
on  the  job  to  stay  at 
Citigroup-he's  a  fast  learner 
whose  career  demonstrates 
that  he's  not  one  to  be 
underestimated. 

-Rich  Miller 


IRON  CITY 
MELTDOWN? 

Pittsburgh,  once  one  of  the 
capitals  of  Corporate 
America,  may  be  going 
under.  On  Oct.  15,  Standard  & 
Poor's  cut  the  city's  credit 
rating  to  junk  status,  after 
Mayor  Tom  Murphy  warned 
that  it  could  be  pushed  into 
bankruptcy  by  the  end  of  the 
year.  Pittsburgh,  whose 
population  has  shrunk  to 
334,000,  is  the  only  U.S.  city 
of  more  than  100,000  to  carry 
a  below-investment-grade 
rating.  Despite  layoffs  of  700 
city  workers,  Pittsburgh  faces 
a  budget  deficit  of  $40 
million  this  year,  and  the 
Democratic  mayor  has  said 
the  red  ink  could  more  than 
double,  to  $81  million,  in 
2004.  Still,  Pittsburgh  cannot 
raise  taxes  without  the  nod 
ft"om  Permsylvania's 
Republican-  controlled 
legislature. 


TWO  DOWN 
AT  BANK  ONE 


Top  executives  at  Bank  One 
left  under  fire  following  New 
York  Attorney  General  Eliot 
Spitzer's  investigation  into 
mutual-fund  trading 
practices.  In  early  September, 
Spitzer  targeted  the  Canary 
Capital  Partners  hedge  fund  in 
a  complaint,  and  listed  Bank 
One  among  the  outfits  that  let 
big  investors  trade  fiinds 
more  often  than  ordinary 
investors.  After  probing  its 


practices,  the  bank  said  on 
Oct.  15  that  mutual  fimd  head 
Mark'Beeson  had  quit.  A  day 
earUer,  institutional  asset 
management  head  John 
AbuNassar  left.  Bank  One 
CEO  James  Dimon  told 
employees  that  he  regretted 
that  Canary  got  "special 
treatment." 


MOTOROLA 
MAKES  GOOD 

Motorola  surprised  Wall  Street 
on  Oct.  13  by  reporting  third- 
quarter  earnings  a  day  early. 
Net  income  improved  4.5%, 
to  $116  million,  on  sales  that 
jumped  5%,  to  $6.83  billion. 
The  next  day  it  announced  a 
deal  to  re-enter  the  sizzling 
flat-screen  TV  biz  with 
Provlew  International  of  Hong 
Kong,  which  will  build 
Motorola-branded  screens. 
But  trouble  still  lurks.  The 
average  sales  price  of 
Motorola's  phones  slumped 
to  $145,  causing  that  unif  s 
operating  income  to  fall  27%. 
Despite  huge  strides  in 
shipments  and  orders  for 
Motorola  and  rivals  Nokia 
and  Samsung,  pricing 
pressure  could  hurt  them  all. 


THEEU'S 
PENALTY  BEEF 

The  European  Union  wants 
out  from  under  a  $116 
million-a-year  penalty 
imposed  five  years  ago  by  the 
World  Trade  Organization. 
The  EU  says  it  is  now 
complying  with  a  WTO 
ruling  saying  that  its  ban  on 
hormone-treated  beef  firom 
the  U.S.  and  Canada  violates 
international  trade  law.  The 
WTO  said  the  ban  was  illegal 
in  the  absence  of  scientific 
evidence  that  catde  treated 
with  growth  hormones  pose 
any  health  problems.  So  will 
Europeans  start  chowing 
down  on  American  beef 
anytime  soon?  Not  exactly. 


The  EU  has  decided  to 
continue  a  "provisional 
prohibition"  on  hormone- , 
treated  beef  But  it  still      ■ 
wants  the  penalties  lifted 
because  it  has  promised  to] 
keep  looking  for  definitive  ^ 
scientific  proof  that  U.S. 
is  safe  to  eat.  Senator 
Charles  Grassley  (R-Iowa)ij 
reluctant:  "There's  nothinr 
new  here." 


ETCETERA... 

»  America  Online  will  laimJ 

a  $9.95-a-month  Internet  J 

service  in  2004. 

»  Campbell  Soups  plans  to 

market  an  organic  line  of 

tomato  juice. 

^^  An  FDA  advisory  panel 

backed  the  return  of  siliconl 

gel  breast  implants. 


CLOSING  BELL 


Used  to  seeing 
sales  rev  up  every 
quarter,  Wall  Street| 
knocked  down 
Harley-Davidson 
shares  by  6%,  to 
$49.15,  on  Oct.  15. 
While  profits  rose 
15%,  Harley 
shipped  16  fewer 
motorcycles  than  i^l 
did  in  last  year's 
third  quarter, 
missing  its  own 
sales  goal. 
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DOUARS 


HARLEY  DAVIDSON 
STOCK  PRICE 


OCT.  8, '03  OCT.  15 1 

Data:  Bloomberg  Financial  Markets 
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News  Washington  Outlook 


TED  BY  RICHARD  S.  DUNHAM 


fannie  and  Freddie 
'odge  a  Bullet-for  Now 


WERE  SUPPOSED  TO  BE  on  the  ropes.  Buffeted  by  accounting 
idal  and  concerns  over  their  high-risk  investment 
Jitegies,  Fannie  Mae  and  Freddie  Mac  looked  hke  soft  targets 
jstiffer  federal  regulation.  But  the  Bush  Administration  and 
Iservative  Hill  Republicans,  who  want  to  restrain  the 


I 


ing-finance  giants,  are  finding  that 
longtime  champs  of  Washington 
ng  still  pack  a  punch.  Fannie, 
ie,  and  their  housing-industry  allies 

stalled  legislation  to  put  them  under 
Treasury  Dept.  oversight. 

t  the  match  is  far  fi-om  over.  With  the 
ect  of  more  bad  financial  numbers  at 
ie  and  profit  pressures  on  Fannie, 

for  closer  supervision  will  only 

|isify.  So  while  Fannie  and  Freddie 

won  Round  One,  Treasury  Secretary 

W.  Snow  could  still  emerge 

rious. 

blican  Regulators 

FIGHT  IS  a  curious 
of  role  reversal, 
ervative  Repubhcans, 
y  the  White  House, 
that  the  behemoths 
ance  45%  of 
rica's  mortgages  need 
t  regulation.  Liberal 
ocrats  and  reliably 
iblican  homebuilders 
real  estate  interests 
t  want  any  new  rules 
would  restrain 
ing,  the  strongest 
tr  of  the  economy. 
)th  agree  that  Treasury 
Id  oversee  financial  ^^^^ 

dees  at  the  govemment- 

t sored  enterprises  (GSEs).  But  the 
ing  industry  argues  that  the  Housing 
ban  Development  Dept.  should  retain 
;r  to  clear  any  new  loan  and  insurance 
ram  fi-om  Fannie  and  Freddie, 
asury  has  shown  a  bias  against 
ing  finance— it's  almost  a  conflict  of 
est  to  give  them  new-product 
oval,"  argues  Jerry  Howard,  CEO  of 
National  Association  of  Home  Builders 
le  GSEs  and  their  allies  manned  the 


CLOSING  IN?  By 

spring,  Treasury's 
Snow  may  have  a 
stronger  hand 


barricades,  teaming  up  with  Democrats 
to  kill  plans  to  move  a  bill  from  the 
House  Financial  Services  Committee  on 
Oct.  8.  Now,  the  reform  that  was 
expected  to  sweep  through  Congress 
isn't  likely  to  get  back  on  track  until 
next  year. 

By  then,  Fannie  and  Freddie  might 
regret  the  delay.  Why?  The  GSEs  face  a 
potential  public-relations  nightmare  in 
coming  months  from  the  final  reckoning 
of  Freddie's  accounting  errors  (likely  to 
top  $5  billion);  a  critical  report  from 
Congress'  watchdog,  the  General 
Accounting  Office;  and  a  criminal  probe 
of  Freddie's  accounting. 
"All  this  news  is  going  to 
come  down  a  lot  harder  if 
Fannie  and  Freddie  are  still 
fighting  against  a  credible 
regulator,"  warns 
independent  banking 
analyst  Karen  S.  Petrou, 
managing  partner  at 
Washington-based  Federal 
Financial  Analytics. 
Despite  the  House 
setback,  Senate  Banking 
Committee  Chairman 
Richard  C.  Shelby  (R-Ala.)  hopes  to 
start  writing  a  similar  bill  by  Oct.  23. 
But  without  a  big  bipartisan  vote, 
he's  unlikely  to  push  it  through  the 
Senate's  yearend  calendar.  By  the 
time  Congress  returns  next  year.  Treasury 
could  be  playing  a  much  stronger  hand. 
Secretary  Snow  argues  that  Treasury  can't 
take  responsibility  for  the  GSEs' 
soundness  if  it  can't  exercise  control  over 
their  lines  of  business.  And  the  drumbeat 
of  bad  news  could  convince  even  the  most 
Fannie-friendly  lawmakers  that  it's  time 
to  get  tough.  ■ 

-By  Mike  McNamee, 
with  Paula  Dwyer 


CAPITAL 
WRAPUP 

WHEN  A  TAX  CUT 
IS  A  PROFIT  HIT 

HOUSE  WAYS  &  Means 
Committee  Chairman  Bill 
Thomas  (R-Calif )  is  preparing  a 
big  new  tax  cut  for  business, 
including  a  reduction  in  the 
corporate  rate  of  three 
percentage  points,  from  35%  to 
32%.  Great  news  for  Corporate 
America,  right?  Not  exactly. 

Because  of  deficit  concerns, 
the  cut  may  not  be  fully  effective 
until  2009.  Yet  many  companies 
would  have  to  take  an 
immediate  accounting  hit  of 
hundreds 

of  millions  A  break 

of  dollars. 

Why? 
Accounting 
rules 
require 
companies 
to  lower 
today's 
earnings  to 
reflect 
future 
liabilities, 
such  as 

pension  and  retiree  health 
expenses.  Because  those  costs 
are  tax  deductible,  corporations 
now  trim  them  by  the  35%  tax 
rate.  But  if  that  fiiture  rate  is  cut 
to  32%,  they'll  have  to  restate 
expenses  to  reflect  the  promised 
cut  in  deferred  taxes.  TTius,  a 
company  with  $1  bilhon  in 
projected  pretax  pension  costs 
takes  a  charge  of  $650  milhon 
today  but  would  have  to  trim 
earnings  by  $680  million.  "It  is 
a  double  zinger,"  says  one 
accountant.  "They'll  have  to  take 
the  tax  hit  now  but  probably 
won't  ever  see  the  [flill]  rate  cut" 

Among  the  biggest  losers: 
manufacturers  such  as  Ford 
Motor.  Winners:  Companies 
without  lots  of  retirees  or 
deferred  taxes  on  their  books. 
The  good  news:  If  the  cut  is  later 
rescinded,  companies  will  get  to 
restate  earnings  upward.  ■ 

-By  Howard  Gleckman 
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SWITZERLAND 


NESTLE  IS  STARTING 
TO  SLIM  DOWN  AT  LAST 

But  can  the  world's  No.  1  food  colossus  fatten  up 
its  profits  as  it  slashes  costs? 


AN  AVID  MOUNTAIN 
climber,  Peter  Brabeck- 
Letmathe  has  scaled 
peaks  from  the  Alps  to 
the  Andes.  But  his  job  as 
chief  executive  of  Nestle 
is  more  akin  to  moving  a 
mountain.  It's  not  just  that  $60  billion- a- 
year  Nestle  is  the  world's  biggest  food 
company,  with  some  8,000  brands  rang- 
ing from  Nescafe  instant  coffee  to  Purina 
pet  food  to  KitKat  candy  bars.  While  oth- 
er food  companies  in  recent  years  have 
scrambled  to  slash  costs,  Nestle  has  stood 
pat,  insisting  that  robust  sales  grovi^ 
was  its  top  priority.  The  result:  Operating 
margins  at  Nestle  have  trailed  those  at  ri- 
vals such  as  Unilever,  Group  Danone,  and 
Kraft  Foods  by  as  much  as  50%.  So  if  s  no 
surprise  that,  based  on  their  price-earn- 
ings ratio,  Nestie  shares  have  long  imder- 
performed  those  of  most  rivals. 

Now,  however,  there  are  rumbhngs  of 
change  inside  Mt.  Nestie.  In  the  past  two 
years,  Brabeck  has  delivered  more  than 
$1.5  billion  in  cost  savings  by  streamlin- 
ing and  integrating  the  far-flung  Nestie 
operations,  while  pushing  the  company 
toward  business  lines  that  yield  wider 
margins.  First-half  operating  profits  rose 
to  $3.7  bilhon,  15%  more  than  the  same 
period  in  2002.  And  operating  margins 
reached  12.3%— still  less  than  Unilever's 
14.5%,  but  well  above  the  10.3%  that 
Nestie  was  delivering  five  years  ago.  And 
Brabeck  is  just  getting  started,  with  a  fur- 
ther $2.5  billion  in  cost  cuts  planned  over 
the  next  three  years.  "The  company  is  get- 
ting fitter  and  fitter  every  day,"  the  CEO 
says  in  an  interview  at  his  office  over- 
looking Switzerland's  Lac  Leman. 

Brabeck's  key  challenge  has  been  to 
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gain  control  of  the  company's  decentral- 
ized structure,  in  which  country  man- 
agers have  traditionally  been  given  wdde 
leeway  on  everything  from  purchasing  to 
capital  investment.  It's  an  arrangement 
that  has  helped  Nestie  on  the  marketing 
side,  since  local  managers  can  tinker  with 
a  product's  flavoring,  portion  size,  and 
packaging  to  suit  local  tastes.  But  from  an 
efficiency  standpoint,  it  has  been  a  disas- 
ter. For  example,  internal  reviews  ordered 
by  Brabeck  found  that  in  Svidtzerland, 
each  candy  and  ice  cream  factory  was  or- 
dering its  ov^m  sugar.  Moreover,  different 


The  Nestle 
Recipe 
For  Richer 
Margins 

STREAMLINE  operations, 
targeting  $2.3  billion  in  cost 
savings  by  2006  through 
improvements  in  info  tech  and 
centralizing  procurement  and 
other  activities 

STRENGTHEN  key  segments 
through  acquisitions  such  as 
Ralston  Purina  pet  foods  and 
Dreyer's  Grand  Ice  Cream 

SHED  less  profitable  activities 
such  as  tomato  canning  and 
pasta  production 

DEVELOP  new  products  like 
nutritionally  enhanced 
cosmetics  and  toothpastes 

Data:  Sus-nessWe?-. 
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the 


factories  were  using  different  names  i 
the  identical  grade  of  sugar,  making  it  | 
most  impossible  for  bosses  at  headqii 
ters  to  track  costs.  "It  was  basicallj 
holding  company,  wdth  hundreds  of  cd| 
panics  reporting  in,"  says  analyst  Ja 
Amoroso  at  Sv^dss  bank  Pictet  &  Co. 


ACCENT  ON  NUTRITION 

TO  TIGHTEN  THINGS  up,  Brabeck 
away  with  country-by- country  respoi 
bihty  for  many  functions.  For  example, 
established  five  centers  worldv^ide 
handle  most  coffee  and  cocoa  purchasi 
He  is  also  overhauling  the  inl 
mation-technology  systems 
Nestie  to  give  management 
data  it  needs  to  compare  the  f 
formance  of  units  worldwide  i  kin 
identify  those  needing  a  tune«iilt  to 
Managers'  bonuses  are  r  lemerce 
linked  to  improvements  in  pitiocijn 
margins.  And  Nestie  factories:  heAiKi 
making  more  efficient  useM 
manpower  and  technology. 
Nescafe  instant- coffee  factonj^asdm 
Cagayan  de  Oro  in  the  Phihppi 
has  boosted  efficiency  15% 
the  past  three  years  by  retrairfciifcto 
maintenance  teams  to  work  fajt!; 
and  by  increasing  the  amour 
coffee  treated  in  each  produc 
batch. 

At  the  same  time,  Brabeck 
pushed  Nestie  into  new,  hig 
margin  businesses.  In  Euj 
over  the  past  two  years,  it  hai||Rsejpe 
troduced  such  products  as  N( 
tal,  a  high-energy  cereal 
aimed  at  fitness  buffs,  and  Inr 
a  nutritional  supplement  that 
developed  as  a  joint  venture 


ed\ra\-v 


BRABECK-LETMATHE 

Still  digesting  some 
big  acquisitions, 
mainly  in  the  U.S. 


ip  letics  giant  I'Oreal  to  improve  the 

nJ  ii  of  skin.  Brabeck  says  such  prod- 

ha  are  vital  to  the  future  profitability  of 

i  1  le.  For  more  than  50  years,  he  says, 

ni]  :ey  to  food-industry  profits  has  been 

eni  oved  convenience,  from  instant  cof- 

jie  in  the  1930s  to  microwave-ready 

liie  s  in  more  recent  years. "  But  now,  it's 

uni  ;ult  to  create  additional  value  from 

f    [enience.  The  biggest  area  of  value 

f!  j  ion  is  nutrition  and  wellness." 

m  le  Austrian-bom  Brabeck  seems  an 

;i  cely  figure  to  shake  Nesde  out  of  its 

r  bd  ways.  A  company  lifer,  he  joined 

cj    as  driver  of  an  ice-cream  truck.  He 

lipi  t  more  than  a  decade  working  in 

;°i  1  America,  where  he  rose  through 

Tai  anks  to  become  general  manager  of 

rki  le  operations  in  the  region,  before 

lou  Tiing  to  corporate  headquarters  and 

II  ming  CEO  in  1997.  Indeed,  progress 

ng  the  first  few  years  of  his  tenure 

;i  led  glacial,  largely  because  of  the 

i£  required  to  reorganize  and  stream- 

-u  1  company  as  big  as  Nestle.  But  most 

•  3  y^sts  expect  Nestle  profits  to  top  13% 

St  year,  as  the  global  economy  starts  to 

J  ver  and  Brabeck's  cost-cutting  meas- 

11  bear  more  fruit.  "A  lot  of  the  benefits 

11  't  kick  in,  in  earnest,  until  2004  to 

e  ),"  says  Juhan  Hardwick,  an  analyst 


Some  fear 

thatarisein 

marketing 


offset  the 
cost  cuts 


at  ABN  Amro  in  London. 
Certainly,  Brabeck  has 
big  challenges  ahead.  For 
one  thing,  he  still  needs  to 
prove  that  he  spent  wisely 
on    acquisitions    over   the  ^|         ^       ~ 

past  two  years,  including    OUtlayS  maV 
$10.3  billion  for  pet-food  gi- 
ant Ralston  Purina,  $2.6  bil- 
lion for  frozen-food  compa- 
ny Chef  America  Inc.,  and 
$2.6  biUion  for  a  controlling 
stake  in  Dreyer's  Grand  Ice 
Cream  Inc.  Nestle  paid  top  dollar  for  all 
three,  largely  to  boost  its  presence  in  the 
crucial  U.S.  market,  where  it  has  long 
been  an  also-ran.  With  Ralston,  it's  now 
No.  1  globally  in  pet  food  and  tied  with 
Unilever  for  first  place  in  the  U.S.  in  ice 
cream,  where  the  Dreyer's  deal  gave  it  a 
big  piece  of  the  lucrative  market  for  pre- 
mium ice  cream. 

PET  PROJECTS 

NESTLE  FACES  TOUGH  competition 
from  pet-food  competitors  such  as  Mars 
Inc.,  maker  of  Whiskas  cat  food  and  Pedi- 
gree dog  food.  Nestle  water  brands  such 
as  Pure  Life  also  are  struggling  in  the 
U.S.,  as  Coca-Cola  Co.  and  PepsiCo  Inc. 
have  moved  aggressively  into  bottled  wa- 


ter, slashing  prices  to  gain 
market  share.  Some  indus- 
try-watchers fret  that  the 
savings  from  Brabeck's  effi- 
ciency push  may  never 
reach  the  bottom  line  if 
Nestle  begins  pouring  more 
into  marketing  to  protect  its 
market  share. 

Brabeck  declines  to  spec- 
ify what  margins  he's  aim- 
ing for,  saying  he  doesn't 
want  the  quest  for  prof- 
itabihty  to  hamper  the  Nestle  push  for 
5%-to-6%  currency-adjusted  annual 
sales  growth.  Unlike  companies  such  as 
Unilever,  which  have  sold  ofif  scores  of 
brands  to  focus  on  a  relatively  small 
group  of  more  profitable  products, 
Brabeck  says  Nestie  can  improve  per- 
formance while  maintaining  a  large  and 
diverse  portfolio.  Investors  seem  to  be 
warming  to  the  idea:  Nesde 's  share  price 
has  risen  28%  since  early  March,  to  $228, 
as  it  reported  better-than  expected  sales 
and  profit  figures  during  the  global 
downturn.  If  Brabeck  can  keep  the  cost 
savings  coming,  investing  in  Nestle  could 
soon  be  as  tempting  as  a  box  of  Swiss 
chocolates.  ■ 
-By  Carol  Matlack  in  Vevey,  Switzerland 
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C  O  M  M  E  N  TA  RY 


BY  JOHN  ROSSANT 


Give  This  Policy  the  Guillotine 

France's  35-hour  workweek  has  been  a  disaster-so  why  is  it  intact? 


FRENCH  PUBLIC  officials  can 
sometimes  display  a  refreshing 
honesty.  That  was  the  case  in 
early  October,  when  Budget 
Minister  Alain  Lambert  did  the 
political  equivalent  of  telling  the  emperor 
he  had  no  clothes.  Speaking  to  the  French 
Parliament,  Lambert  expressed  his  real 
feelings  about  the  country's  four-year-old 
law  reducing  the  workweek  to  35  hours. 

Not  only  has  it  been  costing  the 
French  economy  $17  billion  a  year,  he 
said,  but  the  law  is  also  a  key  reason 
why  France  has  underperformed 
so  spectacularly  over  the  past  few 
years.  "All  French  people  think  the 
35-hour  [week]  is  an  economic 
mistake,"  said  Lambert. 

Indeed,  it  is  hard  to  think  of  a 
worse  piece  of  social  experimentation 
in  postwar  Europe.  France's  35-hour- 
week  legislation,  the  main  electoral 
plank  of  a  center-left  that  stumbled 
back  into  power  in  1997,  swam  against  the  tide  of  history.  It 
minutely  regvilated  the  workplace  just  as  other  countries  were 
deregulating  it,  and  it  decreased  the  number  of  working 
hours  just  as  average  working  time  in  the  industrialized 
world  was  inching  up.  Now  the  French  work  fewer  hours  than 
just  about  anyone  in  the  developed  world  (chart),  and  24% 
less  on  average  than  workers  in  the  U.S.  The  law  also  saddled 
businesses  with  competition-eroding  extra  costs:  Productivity 
was  dented  by  requiring  employers  to  keep  paying  workers 
the  same  salaries  while  cutting  their  hours.  Lambert  is  right: 
It's  a  lousy  law.  France  should  repeal  it. 

Candor  is  one  thing;  action  is  another.  Don't  expect  the 
center-right  French  government  to  do  much  about  the  law. 
Even  though  Lamberf  s  criticism  seemed  to  inject  some 
common  sense  into  the  debate,  Paris  has  been  backtracking 
as  fast  as  it  can.  Prime  Minister  Jean-Pierre  Raffarin  let  on 
that,  well,  there  was  no  question  of  actually  repealing  the 
legislation.  The  Finance  Ministry  annoimced  diat  the  real 
costs  of  the  law  were  not  as  bad  as  all  that,  about  $12  billion 
a  year— give  or  take  a  billion.  No  matter  that  polls  show  that 
54%  of  the  French  don't  particularly  like  the  law,  even  if  it 
gives  them  plenty  of  four-day  weekends.  Because  of 
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mounting  discontent  with  his  poUcies,  the  last  thing  RafFa 
wants  is  a  protracted  fight  with  French  unions  that  could 
jeopardize  other  parts  of  his  program,  such  as  overhauling! 
health  care. 

Quel  dommage.  The  35-hour  law  sent  a  powerfiilly  negat 
message  that  France  was  no  longer  interested  in  things  lik? 
growth,  prosperity,  and  dynamism.  It  was  based  on  the 
misguided  assumption  that  the  amount  of  work  was  finite 
sharing  it  would  reduce  unemployment.  Not  only  is  real  lil 
very  diflferent— most  French  companies  haven't  hired  mor« 
but  the  logic  was  itself  defeatist,  assuming  the  French 
economy  would  never  again  experience  growth.  Worst  of  a 
says  Jean-Paul  Pollin,  a  leading  French  economist,  the  35- 
hour  week  "instilled  the  idea  that  work  itself  is  the  enemy, 
and  the  less  you  do,  the  better.  It  \ 
been  catastrophic  in  that  respect, , 
historic  error." 

True,  there  were  some 
beneficiaries.  Giants  such  as  Rena 
and  Michelin  benefited  from  a 
provision  of  the  35-hour  legislatic 
allowing  more  flexible  shifts.  Thai 
one  reason  why  the  powerful  Frei 
employers'  federation,  Medef,  is 
opposed  to  repealing  the  legislatic 
But  workplace  flexibility  could 
have  been  achieved  in  other,  less 
costly  ways.  Besides,  the  extensic 
of  the  35-hour  week  to  the  pubHc 
sector  has  led  to  a  perceptible 
degradation  in  service.  That's 
particularly  true  in  France's  once 
vaunted  health-care  system:  Doc 
work  20%  less,  on  average.  Staff 
shortages  in  hospitals  and  nursii 
homes  due  to  the  35-hour  week  ^ 
a  key  reason  August's  heat  wave 
killed  14,000  in  France. 

Lambert's  admission  could  ha^ 
been  the  moment  when  France's 
leaders  signaled  that  the  country 
changing  direction.  German 
Chancellor  Gerhard  Schroder  hai 
been  much  more  forthright  abou' 
need  to  become  more  economically  competitive,  and  the 
Bundestag  is  to  vote  Oct.  17  on  a  package  of  economic 
reforms.  In  opening  up  the  discussion  about  the  35-hour 
week— and  then  doing  nothing  about  it— France  could  be 
blowing  another  chance  for  serious  reform.  ■ 


France: 
Fevirer 

Working 
Hours 

Average  hours 
worked  per  person 
employed  in  2002 


Ranee 
Britain 


US, 


M59 
1,707 
1,809* 
1,815 


•2001  _  ^^ 

Data:  Organization  for  Economic 
Cooperation  &  Developnient 
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AT&T  and  AT&T  Wireless: 

Two  companies  to  contend  with. 


Sprint: 

One  company 

to  count  on. 


Your  business  will  enjoy  integrated  wireline  and  wireless 
service  from  the  same  company  -  Sprint. 

By  dealing  with  one  company  when  doing  business 
with  Sprint,  you'll  benefit  from: 

•  End-to-end  accountability 

•Wireless  and  wireline  integrated  and  managed  as  one  seamless  network 

•  Smoother  migration  and  fewer  headaches 

Follow  the  facts  at  sprintbiz.com/facts  or  call 
866-700-0029  for  a  business  representative. 
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CHINA 


HUJINTAO:  CHINA'S 
GORBACHEV? 

There's  growing  evidence  that  the  new 
President  is  starting  political  change 


A  MID-AUTUMN  fantasy: 
The  year  2012  is  draw- 
ing to  a  close,  and  China 
is  preparing  to  inaugu- 
rate its  first  democrati- 
cally elected  President. 
World  leaders  are  gath- 
ered in  Beijing  to  congratulate  its  outgo- 
ing leader,  Hu  Jintao,  for  paving  the  way 
to  democracy.  Hu  got  the  ball  rolling  back 
in  2003.  That  was  the  year  he  took  over  as 
President  firom  Jiang  Zemin,  the  year  Chi- 
na sent  its  first  astronaut  into  space,  and 
the  year  Hu  presided  at  his  first  annual 
plenary  session  of  the  Communist  Party's 
Central  Committee.  At  that  October  11-14 
meeting,  the  60-year-old  Hu  pushed 
through  a  series  of  modest  changes  that 
created  momentum  for  political  reforms 
that  have  blossomed  into  fiill-fledged 
democratic  institutions. 

Soimd  far-fetched?  Certainly.  But  there 
is  reason  to  beUeve  that  Hu  may  be  un- 
leashing forces  that  wdll  lead  to  real  re- 
form in  China.  Like  Mikhail  Gorbachev 
during  the  final  days  of  the  Soviet  Union, 
Hu  has  little  reason  to  dismantle  a  system 
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that  brought  him  to  the  peak.  But  like 
Gorbachev,  Hu  seems  prepared  to  take 
measures  to  cure  the  rot  that  has  eaten 
away  the  credibility  of  the  ruling  Commu- 
nists—measures that  may  eventually  cause 
the  system  to  crumble.  "There's  a  large 
sense  within  Chinese  society  that  China 
needs  political  reform,"  says  David  Zweig, 
a  political  scientist  at  Hong  Kong  Universi- 
ty of  Science  &  Technology. 


Hu's  Checklist 


DEMOCRATIC  REFORMS  Party  officials 
have  been  encouraged  to  debate  and  even 
critique  the  work  of  top  leaders. 
Multicandidate  elections,  though,  are  held 
only  in  villages  and  Hu  has  made  no  move  to 
expand  them  to  other  areas. 


BALANCED  GROWTH  Rather  than  growth 
at  any  cost,  he  wants  to  "comprehensively 
build  a  well-off  society."  That  means 
revitalizing  Rust  Belt  areas,  emphasizing  job 
creation,  helping  the  poor  rural  population, 
and  protecting  the  environment. 


HUrN  BEIJING: 

Moving  to 
recognize  the  right 
to  private  property 


TVue,  those  w! 
ing   quick  resi 
have  so  far  b 
disappointed 
official     comr 
nique  fi-om  the  plenum  didn't  ment 
pohtical  reform.  Hu  has  made  vague 
erences  to  democratic  elections  but 
done  nothing  to  expand  multicandic 
polls,  which  currently  exist  only  for 
lowest-level  leaders  in  the  countrys 
And  he  has  shown  Uttle  tolerance  for 
sent  in  the  media. 

Still,  an  optimist  might  see  some  he 
ful  signs  in  the  tea  leaves.  Before 
plenum,  Hu  scored  a  modest  victorj 
getting  the  PoUtburo  to  submit  a  repo; 
the  Central  Committee,  reestabUshing 
idea  that  senior  leaders  are  actually 
countable— even  if  only  to  a  group  o 
most-as-senior  leaders.  That  could  s 
the  message  that  oflScials  must  be 
aloof  Hu  has  encouraged  administra 
experiments,  such  as  a  Shanghai  initij 
requiring  competition  among  candid 
for  many  jobs.  And  the  plenum  prodi 
a  call  for  a  constitutional  amendmer 
recognize  the  right  to  private  prop* 
While  the  move  was  intended  to  mal 
easier  to  privatize  state- owned  enterj 
es,  it  could  lead  the  growing  middle  ci 
es  to  demand  pohtical  and  legal  reft 
says  Winston  Zhao,  a  partner  at  the  Shr 
hai  office  of  U.S.  law  firm  Jones  Day.  ""\\ 
you  own  property,  you  want  to  make 
that  it  is  protected  and  that  your  repre 
tative  will  voice  your  concerns,"  says  Z 

AN  EXTERNAL  JOLT 

HU  MAY  BE  TEMPTED  to  mu 
through,  in  the  same  way  China  hai 
layed  decisions  on  economic  issues ; 
as  banking  reform.  An  external 
though,  could  kick-start  pohtical  cha 
A  return  of  SARS,  or  a  more  deadl 
outbreak,  could  lead  to  greater  dis 
tent.  And  Hu  has  to  contend  with  u: 
unemployment  as  high  as  10%,  a  re 
for  unrest.  If  large-scale  protests  we 
break  out,  Hu  may  not  be  as  v^dllin 
Jiang  to  summon  troops.  One  big  rea 
A  crackdovim  would  jeopardize  the  11 
Beijing  Summer  Olympics,  which 
government  is  desperate  to  pull  ofF\ 
out  a  hitch. 

So  here's  the  rest  of  that  fantasy 
2007,  demonstrations  erupt  natiom 
Instead  of  suppressing  them,  Hu  i 
promises  with  the  protesters  in  the  n 
to  the  Olympics.  After  that  turning  p 
the  hardliners  can  only  watch  helpl 
as  events  move  beyond  their  control 
rest  is  history.  ■ 

-By  Bruce  Einhom  in  Hong 
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Send  and  receive  attachments. 
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Sprint 


Send  and  receive  attachments  nearly  twice  as  fast. 


average 
50-70  Kbps 


Your  business  can  get  more  done,  faster, 
in  more  places  nationwide  with  the  Sprint 
advanced  wireless  network. 


Compared  with  the  AT&T  Wireless  Next  Generation  network, 


PCS  Connection  Card." 
nsert  it  in  a  laptop. 
Get  a  wireless 
connection. 


Sprint  gives  you: 

•  Laptop  connections  nearly  twice  as  fast 

•  30%  larger  coverage  area 

•  Over  30  million  more  people  covered 


All  of  this  and,  of  course,  clear  calls  on  the 
most  complete,  all-digital  wireless  network  in  the 
nation  to  make  your  business  more  effective. 


Get  the  facts  at  www.sprintpcs.com  or  call  877-459-8144  for  a 
PCS  Business  Representative. 


Sprint 


One  Sprint.  Many  Solutions? 


Voice/Data         PCS  Wireless        Internet  Services        E-Business  Solutions        Managed  Services 


claims  based  on  published  averages  from  each  carrier  and  other  information.  Realized  speeds  will  vary  based  on  devices,  tasks  and  other  factors.  Coverage  claims  based  on 
ihanced  Sprint  Nationwide  PCS  Network  (reaching  240  million  people)  and  the  AT&T  Wireless  National  Next  Generation  (GPRS)  network  and  coverage  included  with  available 
3  plans  excluding  roaming  areas.  Copynght  ©2003  Sprint  Spectrum  LP  All  rights  reserved.  Spnnt  and  the  diamond  logo  are  trademarks  of  Sprint  Communications  Company  LP 


I 


How  to  Read  the  New  $20  Bill 


Soon  you'll  begin  seeing  the  newly  designed  U.S.  currency,  with  subtle  background  colors 
and  enhanced  security  features.  But  one  thing  will  never  change:  The  old  bills  will  always 
be  worth  just  as  much  as  the  new.  All  bills  are  good.  For  good. 


TEDE 


til 


The  New  Color  of  Money 
Safer.  Smarter.  More  Secure. 


Security  Thread 

Look  closely  for  the  embedded  plastic  security 

thread  —  visible  from  both  sides.  You'll  find  a  tiny 

flag  and  the  words  "USA  TWENTY." 


Watermark 

Hold  the  bill  up  to  the  light  and  look  for  the  faint  image 
similar  to  the  portrait.  It's  part  of  the  paper  itself,  and 
you  can  see  it  from  both  sides. 

Color-Shifting  Ink 

Tilt  the  bill  up  and  down,  and  the  color-shifting  ink  in  the 
number  "20"  in  the  lower  right  corner  changes  from  copper 
to  green  and  back. 


peajil'n 
si  a  Mr 


For  more  information  about  new  currency  designs  visit  www.moneyfactory.com/newmoney 


News  International  Outlook 


TED  BY  ROSE  BRADY 


raq :  A  U.N.  Deal 
tiUWon'tPaytheBiUs 


BUSH  ADMINISTRATION  was  on  the  verge  of  winning  support 
n  the  U.N.  Security  Council  for  a  resolution  on  Iraq's  ftiture 
3usinessWeek  went  to  press  on  Oct  15.  Washington  hopes 
U.N.  vote  will  spur  other  governments  to  provide 
perately  needed  troops  and  financial  support  for  stabilizing 

hold  back  from  committing  either  troops 
or  funds.  Germany  and  France  point  to 
their  economic  woes,  not  to  mention  their 
opposition  to  the  war.  Pakistan  has 
considered  sending  troops,  but  only  if 
several  Muslim  countries  do  so- 
unlikely  prospect  so  far. 


ebuilding  Iraq.  Indeed,  the  U.S. 
ed  to  push  the  resolution  through 
e  an  Oct.  23-24  conference  of  60 
national  donors  in  Madrid.  There, 
iS.-appointed  Iraqi  Governing 
icil  will  ask  for  tens  of  billions  of 
rs  to  repair  everything  from  Iraq's 
ricity  grid  to  its  health  system, 
jthis  the  breakthrough  for  the  U.S.'s 
)led  postwar  effort?  Don't  bet  on  it. 
onference  will  be  a  success,  ventures 
Ijte  Dept.  official,  "if  Iraqis  walk  away 
S  the  conclusion  that  the  international 
^nunity  is  strongly  behind  them."  But 
l|s  not  in  the  cards.  True,  there  are 
positive  signs.  Japan  is  expected  to 
e  $5  billion  over  four 
.  and  may  send  a  few 
red  peacekeepers. 

C"^  "^a's  coalition  partner, 
,  is  planning  to 
nit  more  than  $900 
n  for  reconstruction 
e  next  three  years, 
t  few  other  European 
tries  have  so  far 
ed  forward  with  their 
pledges.  And  the 
pean  Union  has 
id  a  mere  $230  milhon 
its  stretched  budget, 
iwhile,  some  30 

Cries  are  supplying  a         

of  22,000  troops.  But       ^^^ 
;  not  much  compared  with  the 
00  U.S.  and  British  soldiers  still  on 
round.  So  far,  only  Ankara  has 
id  a  major  force  of  10,000 
keepers,  despite  opposition  in 
;y  and  Iraq.  Less  than  a  week  after 
urkish  Parliament's  vote  to  send  the 
s,  a  suicide  bomber  attacked  the 
sh  Embassy  in  Baghdad  on  Oct.  14. 
3m  Islamabad  to  Berlin,  political 
rs  still  find  a  myriad  of  reasons  to 


-an 


IRAQ  REPAIRS  The 

country  may 
need  $55  billion 
through  2007 


Isolationism's  High  Price 

AND  THERE  REMAIN  Strong  differences 
over  when  the  U.S.  should  hand  back 
sovereignty  to  Iraq.  Washington  insists  on 
transferring  control  only  after  Iraqis  draft 
a  constitution  and  hold  elections,  which 
could  take  at  least  a  year.  Other  nations, 
led  by  France,  Russia,  and  Germany,  think 
the  process  should  be 
sharply  sped  up  and 
overseen  by  the  U.N.,  not 
Washington.  "The  Bush 
Administration  won't 
consider  what  the  rest  of  the 
world  wants,  which  is  [for 
the  U.S.]  to  give  up  control," 
says  Ivo  H.  Daalder,  a 
foreign  poUcy  expert  at 
Brookings  Institution. 

The  reluctance  of  other 
countries  to  contribute 
explains  why  President  George  W. 
Bush  asked  Congress  for  $20  biUion 
for  Iraqi  reconstruction  for  2004 
alone.  But  more  will  be  needed.  The 
World  Bank  and  U.N.  recentiy 
estimated  that  Iraq  requires  $55  billion 
through  2007.  Given  the  expected 
outcome  in  Madrid,  Iraqi  participants  are 
likely  to  walk  away  disappointed— not 
confident  in  the  international 
community's  support.  And  Washington 
will  have  to  shoulder  the  burden  in  Iraq 
for  much  longer  than  the  Bush  team  had 
hoped.  ■ 

-By  Stan  Crock  in  Washington, 
with  bureau  reports 


GLOBAL 
WRAPUP 

SIGNS  OF  TROUBLE 
IN  SAUDI  ARABIA 

POLITICAL  FRICTION  is  grow- 
ing in  Saudi  Arabia.  On  Oct.  14, 
Riyadh  witnessed  a  public 
demonstration— a  rare  occur- 
rence in  the  kingdom,  where 
such  displays  are  illegal.  The 
protesters,  Saudis  say,  included 
relatives  of  detained  Islamic 
militants  and  family  members 
of  the  roughly  60  youths  re- 
centiy killed  in  a  fire  at  a  Saudi 
detention  center.  They  are  said 
to  have  demanded  faster  re- 
forms and  the  release  of  pohti- 
cal  prisoners.  The  police  carted 
off"  dozens  of  people. 

Meanwhile,  in  a  gesture  to 
both  the  outside  world  and 
opinion  in  the  kingdom,  the 
royal  family  has  agreed  to  hold 
elections  for  municipal  councils 
at  an  unspecified  date.  Critics 
welcome  the  announcement, 
but  it  is  far  from  clear  that  the 
councils  will  have  real  power. 

CENTRAL  ASIA: 
ALL  IN  THE  FAMILY 

THE  EXPECTED  victory  of 
llham  Aliyev  in  Azerbaijan's 
presidential  elections  on  Oct.  15 
could  signal  the  beginning  of  a 
wave  of  nepotism  in  Central 
Asia.  Aliyev,  42,  is  son  of  80- 
year-old  Heydar  Ahyev,  who 
stepped  down  for  health  rea- 
sons. The  opposition  and  other 
observers  alleged  that  the  elec- 
tion was  rigged  in  the  younger 
AliyeVs  favor— a  poor  omen  for 
democracy  if  true.  Now,  some 
fear  that  Kazakhstan  President 
Nursultan  Nazarbayev,  62,  and 
Uzbekistan  President  Islam  Ka- 
rimov,  65,  may  eventually  try  to 
hand  over  power  to  their  chil- 
dren. Nazarbayev's  daughter, 
Dariga  Nazarbayeva,  40,  has  cre- 
ated a  political  party.  Karimov's 
daughter,  Gulnora  Karimova,  31, 
is  adviser  to  the  Uzbek  ambas- 
sador in  Moscow.  Both  women 
have  already  had  prominent 
business  careers. 
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Social  Issues  Urban  Affairs 


An  Inner-City 
Renaissance 

The  nation's  ghettos  are  making 
surprising  strides.  Will  the  gains  last? 


TAKE  A  STROLL  AROUND 
Harlem  these  days,  and 
you'll  find  plenty  of  the 
broken  windows  and  run- 
down buildings  that  typify 
America's  ghettos.  But 
you'll  also  see  a  neighbor- 
hood blooming  with  signs  of  economic  vi- 
tality. New  restaurants  have  opened  on 
the  main  drag,  125th  Street,  not  far  firom  a 
huge  Pathmark  supermarket,  one  of  the 
first  chains  to  offer  an  alternative  to  over- 
priced bodegas  when  it  moved  in  four 
years  ago.  There's  a  Starbucks— and 
nearby,  Harlem  U.SA.,  a  swank  complex 
that  opened  in  2001  with  a  nine-screen 
Magic  Johnson  Theatres,  plus  Disney  and 
Old  Navy  stores  and  other  retail  outlets. 
Despite  the  aftermath  of  September  11 
and  a  sluggish  economy,  condos  are  still 
going  up  and  brownstones  are  being  ren- 
ovated as  the  middle  classes— mosdy  mi- 
norities but  also  whites— snap  up  houses 
that  are  cheap  by  Manhattan  standards. 
It's  not  just  Harlem,  either.  Across  the 
U.S.,  an  astonishing  economic  trend  got 
under  way  in  the  1990s.  After  half  a  cen- 
tury of  relentless  decline,  many  of  Amer- 
ica's blighted  inner  cities  have  begun  to 
improve.  On  a  vvdde  range  of  economic 
measures,  ghettos  and  dieir  surrounding 
neighborhoods  actually  outpaced  the 
U.S.  as  a  whole,  according  to  a  new  study 
of  the  100  largest  inner  cities  by 
Boston's  Initiative  for  a  Competitive  In- 
ner City  (ICIC),  a  group  founded  in  1994 
by  Harvard  University  management 
professor  Michael  E.  Porter. 

Consider  this:  Median  inner-city 
household  incomes  grew  by  20%  be- 
tween 1990  and  2000,  to  a  surprising 
$35,000  a  year,  the  ICIC  found,  while  the 
national  median  gained  only  14%,  to 
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about  $57,000.  Inner-city  poverty  fell 
faster  than  poverty  did  in  the  U.S.  as  a 
whole,  housing  units  and  homeowner- 
ship  grew  more  quickly,  and  even  the 
share  of  the  population  with  high  school 
degrees  increased  more.  Employment 
growlii  didn't  outdo  the  national  aver- 
age, with  jobs  climbing  1%  a  year  be- 
tween 1995  and  2001,  vs.  2%  nationally. 
Still,  the  fact  that  inner  cities,  which  are 
82%  minority,  created  any  jobs  at  all  af- 
ter decades  of  steady  shrinkage  is  some- 
thing of  a  miracle. 

SCENT  OF  OPPORTUNITY 

NOR  ARE  THE  GAINS  just  the  byproduct 
of  the  superheated  economy  of  the  late 
1990s.  Rather,  they  represent  a  funda- 
mental shift  in  the  economics  of  the  in- 
ner city  as  falling  crime  rates  and  crowd- 
ed suburbs  lure  the  middle-class  back  to 
America's  downtoviTis.  After  decades  of 
flight  out  of  inner  cities,  companies  as  di- 
verse as  Bank  of  Amer-    ^ 

ica,  Merrill  Lynch,  and 
Home  Depot  have  be- 
gun to  see  them  as 
juicy  investment  op- 
portunities. National 
chains  are  opening 
stores,  auto  dealer- 
ships, and  banks  to  tap 
into  the  unfulfilled  de- 
mand of  inner  cities. 

Wall  Street,  too,  is 
jumping  in,  making 
loans  and  putting  up 
equity  for  local  entre- 
preneurs. "Smart  busi- 
nesspeople  gravitate 
toward  good  opportu- 
nities, and  it  has  be- 
come clear  that  inner 
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cities  are  just  that,"  says  David  W.  Trs  '"  P"^^ 
chairman  of  Merrill  Lynch  &  Co.'s  R  "''"so 
ness  Financial  Services  group.  In  2i  "^ 
his  group,  which  caters  to  small  busir  ^^''^ 
began  formally  targeting  inner  citie  ^.^^ 
now  offers  financing  and  commei  "^-^^ 
mortgages  for  hundreds  of  inner;  ^^^"^ 
entrepreneurs    around    the    couif''F 


Inner  Cities  and 
Their  Residents... 


The  Boston- 
based  Initiative 
for  a  Competitive 
Inner  City  has 
completed  the 
first-ever 
analysis  of  the 
100-lai^est 
inner  cities  in 
the  US.  and 
finds  the  once- 
dismal  picture 
brightening 
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HARLEM  125th 
Street  is  sprouting 
new  stores  and 
restaurants 


it  possible  that  America  at  last  has 
to  solve  one  of  its  most  intractable 

,  J|d  ills?  TVue,  the  progress  so  far  is  mi- 
ule  compared  with  the  problems  cre- 
by  decades  of  capital  flight,  abysmal 
jols,  and  drug  abuse.  And  some  inner 
S,  like  Detroit's,  have  made  little  sus- 

jj  id  progress.  Ghettos  also  have  been 


hit  by  the  joblessness  of  this  latest  recov- 
ery. The  national  poverty  rate  has  jumped 
by  nearly  a  percentage  point  since  2000, 
to  12.1%  last  year,  so  it  almost  certainly 
did  likewise  in  inner  cities,  which  the  ICIC 
defined  as  census  tracts  with  poverty  rates 
of20%ormore. 

But  as  the  economy  recovers,  a  conflu- 


JE  METRO  AREA 
■  CENSUS  TRACTS 
WITH  POVERTY  RATES 
OF  20%  OR  MORE 


NEW 
JERSEY 


i  Better  than  the  Nation 
s  a  Whole  in  the  90s... 

ange  between  1990  and  2000  Census  data 


..jMthough  There's  Still 
A  Long  Way  to  Go 


2000  Census  data 


INNER  CITIES 


U.S. 


24% 


13% 


il  income 


20% 


14% 


mit  growth 


20% 


13% 


ol  graduates*      55  to  61% 


75  to  80% 


"aduate* 


10  to  13% 


20  to  24% 


r 


29  to  32% 


64  to  66% 


34  to  30% 


13  to  12% 


INNER  CITIES 

U.S. 

High  school  graduates* 

61% 

80% 

College  graduates* 

13% 

24% 

Poverty  rate 

31% 

11.3% 

Unemployment  rate 

12.8% 

5.8% 

Home  ownership  rate 

32% 

66% 

Average  household  income 

$34,755 

$56,600 

Aggregate  household  income 

$250  billion 

$6  trillion 

ria'i;efC;.'aCorr.De*iii'/e  ir'e' 


ence  of  long-term  trends  is  likely  to  contin- 
ue to  lift  inner  cities  for  years.  The  falling 
crime  rate  across  the  coimtry  has  been  a 
key  factor,  easing  fears  that  you  take  your 
life  in  your  hands  by  setting  foot  in  an  inner 
city.  At  the  same  time,  larger  demographic 
shifts— aging  boomers  turned  empty 
nesters,  more  gays  and  nontraditional 
households  without  children,  homeowners 
fed  up  with  long  commutes— have  pro- 
pelled Americans  back  into  cities,  ^^^len 
they  arrive,  slums  suddenly  look  like 
choice  real  estate  at  bargain  prices. 

BEYOND  PHILANTHROPY 

POLITICAL  AND  CIVIC  leaders  helped  lay 
the  groundwork,  too.  After  fbundering  for 
decades  following  the  exodus  of  factories 
to  the  suburbs  in  the  1950s,  many  cities  fi- 
nally found  new  economic  missions  in  the 
1990s,  such  as  tourism,  entertainment,  fi- 
nance, and  services.  This  has  helped  boost 
the  geographic  desirability  of  iimer-city  ar- 
eas. New  state  and  federal  policies 
brought  private  capital  back,  too,  by  put- 
ting teeth  into  anti-redlining  laws  and  by 
switching  housing  subsidies  fi^om  public 
projects  to  tax  breaks  for  builders.  As  a  re- 
sult, neighborhoods  like  the  predomi- 
nantly Afiican-Ameri- 
can  Leimert  Park  in 
South  Central  Los  An- 
geles are  becoming 
thriving  enclaves. 

The  outcome  has 
been  a  burst  of  corpo- 
rate and  entrepre- 
neurial activity  that 
already  has  done 
more  to  transform 
inner  cities  than 
have  decades  of 
philanthropy  and 
government  pro- 
grams. "What  we 
couldn't  get  people  to 
do  on  a  social  basis 
they're  willing  to  do 
on  an  economic  ba- 
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sis,"  says  Albert  B.  Ratner,  co-chairman 
of  Forest  City  Enterprises  Inc.,  a  $5  bil- 
lion real  estate  investment  company 
that  has  invested  in  dozens  of  inner-city 
projects  across  the  country. 

EMERGING  MARKETS 

THE  NEW  VIEW  OF  GHETTOS  began  to 
take  hold  in  the  mid-1990s,  vv^hen  people 
such  as  Bill  Clinton  and  Jesse  Jackson 
started  likening  them  to  emerging  mar- 
kets overseas.  Porter  set  up  the  ICIC  in 
1994  as  an  advocacy  group  to  promote 
inner  cities  as  overlooked  investment 
opportunities.  Since  then,  it  has  worked 
with  a  range  of  companies,  including 
BofA,  Merrill  Lynch,  Boston  Consulting 
Group,  and  PricewaterhouseCoopers  to 
analyze  just  how  much  spending  power 
exists  in  inner  cities. 

The  new  study,  due  to  be  released  on 
Oct.  16,  uses  detailed  census  tract  data  to 
paint  the  first  comprehensive  economic 
and  demographic  portrait  of  the  21  mil- 
lion people  who  live  in  the  100  largest  in- 


ner cities.  The  goal, 
says  Porter,  "is  to  get 
market  forces  to  bring 
inner  cities  up  to  sur- 
rounding levels." 

Taken  together,  the 
data  show  an  extraordi- 
nary renaissance  under 
way  in  places  long  ago 
written  oflF  as  lost  caus- 
es. America's  ghettos 
first  began  to  form  early 
in  the  last  centiuy,  as 
blacks  left  Southern 
farms  for  factory  jobs  in 
Northern  cities.  By  World  War  II,  most 
major  cities  had  areas  that  were  up  to  80% 
black,  according  to  the  1993  hook  Ameri- 
can Apartheid,  co-authored  by  University 
of  Pennsylvania  sociology  professor  Dou- 
glas S.  Massey  and  Nancy  A,  Denton,  a  so- 
ciology professor  at  the  State  University  of 
New  York  at  Albany.  Ghettos  grew  faster 
after  World  War  II  as  most  blacks  and  His- 
panics  who  could  follow  manufecturing 
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jobs  to  the  suburbs 
so,  leaving  behind 
poorest  and  most 
employable.  Immigra 
poured  in,  too,  althoi 
most  tended  to  lea^ 
they  assimilated 

in  this  context, 
sohd  gains  the  l 
found  in  the  1990s  i 
resent  an  extraordir 
shift  in  fortunes.  On 
the  biggest  char 
has  come  in  hous 
As  cities  have  bee 
desirable  places  to  live  again,  the  n 
of  iimer-city  housing  imits  jmnpe 
20%  in  the  1990s,  vs.  13%  average  fo 
U.S.  as  a  whole. 

A  number  of  companies  were  quic 
see  the  change.  BofA,  for  example, 
developed  a  thriving  inner- city  bus 
since  it  first  began  to  see  ghettos 
growth  market  six  years  ago.  In  19S 
pulled  together  a  new  imit  called  Cl 
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miinity  Development 
Banking,  which  focuses 
primarily  on  aflFordable 
housing  for  urban, 
mostly  inner-city,  mar- 
kets, says  CDB  Presi- 
dent Douglas  B. 
WoodruflF.  His  group's 
300  associates  are  on 
track  this  year  to  make 
$1.5  billion  in  housing 
loans  in  38  cities,  from 
Baltimore  to  St.  Louis. 
They  will  do  an  addi- 
tional $550  miUion  in 
equity  investments,  mostly  real  estate. 

SHELLED  OUT 

PENSION  FUNDS  AND  Other  large  in- 
vestors are  putting  in  cash,  too.  The  Los 
Angeles  County  Employee  Retirement 
Assn.  has  sunk  $210  miUion  into  urban 
real  estate  since  2000,  including  $87  mil- 
hon  in  August  for  a  bankrupt,  2,496- 
room  apartment  complex  in  Brooklyn, 
N.Y.  The  plan  is  to  do  things  like  fix  the 
broken  elevators,  hire  security  guards, 
and  kick  out  nonpaying  tenants.  "We  be- 
Ueve  there  are  opportunities  that  weren't 
there  before  or  that  we  weren't  aware  of," 
says  board  member  Bruce  Perelman. 

One  question  is  whether  the  ICIC's 
findings  represent  not  so  much  progress 
by  the  poor  as  their  displacement  by  mid- 
dle-class newcomers.  In  other  words,  in- 
ner-city incomes  could  be  rising  simply 
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For  more  on  inner 
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because  afQuent  new 
home  buyers  jack  up 
the  average.  But  ex- 
perts think  gentrifica- 
tion  explains  only  a 
small  part  of  what's  go- 
ing on.  "It's  certainly  a 
local  phenomenon,  but 
if  you  aggregate  100  in- 
ner cities,  gentrification 
is  a  small  trend,"  says 
ICIC  research  director 
Alvaro  Lima,  who 
spearheaded  the  study. 
In  Chicago,  for  in- 
stance, a  $65  million  redevelopment  of  the 
notorious  Cabrini-Green  housing  project 
has  replaced  three  slummy  high-rises  with 
mixed-income  units.  The  area  has  a  new  li- 
brary, new  schools,  and  a  new  retail  center 
featuring  a  major  grocery 
store,  Starbucks,  and  Block- 
buster—all staffed  by  scores 
of  local  residents.  "The  goal  is 
not  gentrification,  it's  to  inte- 
grate the  classes,"  says  Phyl- 
lis L.  Martin,  the  head  of  a  lo- 
cal committee  that's  trying  to 
lure  more  than  $50  million  in 
private  capital  to  help  the  city 
replace  3,245  pubhc  housing 
imits  in  another  blighted 
area,  BronzeviUe. 

Despite  the  brightening  picture,  the 
decay  of  most  inner  cities  is  so  advanced 
that  half  a  dozen  years  of  progress 
makes  only  a  dent.  The  degree  of  pover- 
ty—a  measure  of  how  many  poor  people 
there  are  in  a  census  tract— fell  11%  in  60 
large  cities  in  the  1990s,  according  to  an 


"We're  just 
beginning 
to  undo 
all  the 
damage" 


analysis  by  U  Pei 
Massey  that  paral 
ICIC's  approach.  W 
that's  a  significant  decl 
it  only  begins  to  offset 
doubling  of  poverty  c 
centrations  in  p 
decades,  he  found.  " 
gains  are  the  first  posi 
news  since  at  least 
1950s,  but  we're  just  be 
ning  to  undo  all  the  d 
age,"  says  Massey. 

BADGE  OF  SHAME 

WHAT'S  MORE,  tOO  n 
inner    cities    remain 
touched.  More  than  a  t 
of  the  ICIC's  100  cities 
jobs    between    1995 
2001.  Detroit's  ghetto, 
seen  litde  new  developf 
and  shed  one-fifth  o 
jobs  over  this  period.  1 
dents  did  gain  from  the  booming  aut 
dustry,  which  hired  many  locals 
pushed  up  their  median  incomes 
3.2%  annual  pace  in  the  1990s— the  ^ 
highest  increase  of  the  ICIC  100.  But 
auto  makers  now  shedding  jobs  a? 
those  gains  are  likely  to  be  short-1 
More  broadly,  improving  inner  ( 
won't  come  close  to  wiping  out  povei 
the  U.S.  While  the  inner-city  poverty 
of  31%  is  nearly  three  times  the  nat 
average,  the  6.5  million  poor  people 
live  there  represent  less  than  a  fifdi  ( 
country's  34.6  million  poor. 

Still,  America's  ghettos  have  be 

national  badge  of  shame  for  so  lon§ 

any  real  gain  is  news.  The  change  ir 

spective  also  seems  to  be  an  endi 

one,  not  just  a  1990s  blip.  For  evid 

consider  PotamMn  Auto  Group,  v 

owns  70  dealerships  ar 

the  country  and  will  1 

groimd  in  Harlem  in 

October  on  a  $50  miUic 

velopment  that  will  in 

Cadillac,  Chevrolet,  1 

mer,   and   Saturn   de 

Potamkin  also  has  a  p 

in  another  inner  citj 

is  mulling  a  nations 

pansion.  "We  see  opf 

nities  there,"   says  P 

Potamkin,    president    of  the    k 

owned  company.  This  view,  that 

cities  can  be  a  good  place  to  do  bus 

may  be  the  most  hopeful  news  abo 

country's  urban  bUght  in  decades. 

-By  Aaron  Bernstein  in  Washi. 

with  Christopher  Palmeri  in  Los  A 

and  Roger  O.  Crockett  in  C 
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Is  Viagra 
Vulnerable? 

Eli  Lilly's  Cialis  lasts  for  36  hours-and  a 
$100  million  ad  blitz  will  spread  the  word 


AULA  GARRETT  KNEW 
she  had  a  winner  a  year 
ago.  The  marketing  execu- 
tive for  Eh  Lilly  &  Co.  was 
gauging  consumer  reac- 
tion to  a  yet-to-be  released 
drug  aimed  at  treating 
erectile  dysfunction.  The  lights  went  back 
on  in  a  conference  room  where  three 
women  had  been  viewing  a  prospective 
TV  cormnercial  for  the  drug,  which  Lilly 
had  dubbed  Cialis.  The  focus-group 
members,  whose  husbands  all  suffered 
from  impotence,  had  watched  attentively 
as  a  male  voice-over  gentiy  advised:  "In- 
troducing Cialis.  You  can  take  Cialis  any- 
time and  have  up  to  36  hoiu-s  to  respond 
to  your  partner,  without  planning  or 
rushing."  As  Garrett  observed  from  the 
other  side  of  a  one-way  mirror,  the 
group's  moderator  tried  to  suss  out  the 
main  source  of  the  women's  interest.  "Tell 
me  specifically,"  she  asked.  "What  is  it 
you  like  about  Cialis?" 

Suddenly,  one  of  the  women  leaped  out 
of  her  chair.  She  was  about  60  years  old 


and  seemed  as  straitiaced  as  a  Sunday 
school  teacher.  "Thirty-six  hoiu-s!"  she 
whooped,  raising  her  arms  like  she  was 
doing  the  wave  at  a  ballgame.  "Yeah!" 

Garrett  recalls  laughing  with  delight. 
In  her  15-year  career  in  brand  marketing, 
she  has  monitored  himdreds  of  focus 
groups,  for  Procter  &  Gamble,  Coca-Cola, 
and,  since  early  2001,  Lilly  as  U.S.  con- 
sumer marketing  manager  for  Cialis.  Yet 


she  says  she  can't  recall  ever  seeing  ar 
one  get  this  excited  about  a  product. ' 
was  a  marketer's  dream,"  she  says. 

Just  how  good  a  dream  Lilly  will  d 
cover  soon.  Sometime  in  the  next  seve 
weeks,  Lilly  and  its  joint-venture  partn 
biotech  lab  ICOS  Corp.,  expect  to  get  fa 
approval  from  the  Food  &  Drug  Admin 
tration  to  sell  their  Viagra  slayer,  Cialis 
the  U.S.  An  ad  campaign  expected  to  c 
at  least  $100  million  in  its  first  year  woi 
follow  within  days.  There's  a  lot  riding 
Lilly's  ability  to  turn  Ciahs  (the  namt 
derived  from  the  French  '^ciel,"  or  si 
into  a  billion-dollar  drug.  Lacking  i 
new  hits  since  Prozac  lost  its  patent  p 
tection  in  mid-2001,  the  Indianap* 
drugmaker  expects  its  earnings  to  droj 

2003  for  the  third  year  in  a  row,  to 
more  than  $2.66  billion.  And  it  is  eage , 
turn  around  a  stock  that  has  sagged  2! 
over  the  past  two  years,  to  $63  a  share ' 

SOMETHING  DIFFERENT 

THE  LAUNCH  ALSO  WILL  be  the  first  t 
of  whether  Lilly,  which  has  never 
tempted  a  mass  direct-to -consu 
campaign  in  the  past,  has  mastered 
marketing  skills  needed  to  compete 
day's  hypercompetitive  drug  market. ' 
challenge  for  drugmakers  is  not  m 
different  from  tiiat  confronting  n 
keters  of  breakfast  cereal,  detergent 
soft  drinks:  Take  a  product  that  is  fa 
similar  to  those  of  rivals  and  find  sc 
point  of  difference  that  is  meaningful- 
can  be  made  to  seem  meaningful— -to 
tential  buyers.  In  this  case,  the  edg 
that  Ciahs  lasts  for  up  to  a  day  and  a  1 
while  competing  brands  are  potent 
only  four  hours. 

Lilly  executives,  of  course,  believe  t 
have  succeeded,  which  is  why  they  vi 
wiUing  to  give  BusinessWeek  a  peek  at  1 
they  crafted  the  marketing  plan  for  Ci 
They've  been  buoyed  by  the  drug's  in 
success  in  Europe,  Saudi  Arabia,  Br 
and  other  markets.  It  had  first-half  s 
of  $58.9  million,  passing  Viagra 
wholesale  pharmacy  orders  in  France 
Italy.  Analyst  C.  Anthony  Butier 
Lehman  Brothers  Inc.  expects  gh 
sales  for  Ciahs  to  hit  $300  milhoi 

2004  and  as  much  as  $2  billion  six  y 
out.  Declares  Lilly  Chairman  and  ' 
Sidney  Taurel:  "It's  a  blockbuster  dn 

To  get  there,  Lilly  must  best  some  i 
cious  competition.  Already,  rivals 
suggesting  to  doctors  that  while  C 
may  last  longer,  it 
prolongs  the  n 
side  effects  that  s 
users  experience 
impotence      druj 


CHEERLEADER 

Garrett  is 
leading  the 
charge 
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headaches,  muscle  aches,  and  nausea. 
The  world's  No.  1  drugmaker,  Pilzer  Inc., 
proved  its  marketing  m;istery  v/ith  the 
first  ads  for  Viagra  m  199S.  That  cam- 
paign, built  around  testimonials  by  Bob 
Dole  appealing  mostly  to  older  men,  took 
the  problem  of  erecnle  dysfunction  out  of 
the  realm  of  the  taboo.  Today,  Viagra 
ranks  with  Coca-Cola  among  the  most 
widely  known  consumer  brands  in  the 
world,  with  sales  approaching  $2  billion. 

THE  DROPOUTS 

IT'S  NO  WONDER  everyone  knows  Via- 
gra—Pfizer  spent  $873  million  last  year 
to  advertise  Viagra  in  the  U.S.  alone,  says 
TNS  Media  Intelligence/CMR.  And  the 
market  leader  is  ready  to  buy  more  TV 
time  and  ad  pages  to  stay  on  top,  says  Jan- 
ice Lipsky,  Viagra's  U.S.  team  leader.  Con- 
cedes Leonard  M.  Blmn,  ICOS  vice-presi- 
dent for  sales  and  marketing:  "There 
aren't  many  examples  in  our  industry  of 
products  launched  in  second  or  third  po- 
sition that  end  up  becoming  the  leader. 
If  s  a  tall  order." 

Adding  to  Lilly's  challenge,  Cialis  has 
been  beaten  to  the  U.S.  market  by  Levitra, 
which  is  being  pushed  by  a  50-50  part- 


nership of  GlaxoSmithKline 
PLC,  the  industry's  No.  2  play- 
er, and  Bayer.  Employing  TV 
ads  that  promise  the  virihty  of 
a  professional  athlete,  those 
companies  have  redefioed 
erectile- dysfunction  pUls  into 
something  approaching  a 
lifestyle  drug.  Already,  after 
just  two  months  of  marketing, 
doctors  say  many  men  are  ask- 
ing specifically  for  Levitra.  The 
drug  grabbed  13%  of  new 
erectile-dysfunction  prescriptions  in  Sep- 
tember, according  to  market  researcher 
IMS  Health  Inc. 

Stepping  into  this  brawl,  Lilly  execu- 
tives knew  they  could  leave  nothing  to 
chance.  The  Ciahs  campaign  got  started 
in  mid-2000,  a  full  year  before  large-scale 
clinical  testing  of  the  drug  had  even  been 
completed.  Lilly  embarked  on  a  monu- 
mental research  eflFort,  parsing  reams  of 
market  data  and  quizzing  thousands  of 
men  suffering  from  impotence  and  their 
partners.  The  data  pointed  to  some  sig- 
nificant opportunities.  While  Pfizer's 
marketing  juggernaut  had  persuaded 
more  than  16  million  American  men  to  try 


Rivals 
sa^side 
effects 
may  last 
36  hours, 
too 


Puttini^Popir 

To  compete  in  the  crowded  impol 
manufacturers  are  playing  up  anj 

I  Their  Pills 

:ence-drug  market, 
^product  difference 

VIAGRA 

LEVITRA 

CIALIS 

U.S.  INTRO 

April,  1998 

August,  2003 

Expected  by 
yea  rend 

MAKER 

Pfizer 

Bayer  and 
GlaxoSmithKline 

Eli  Lilly 
and  ICOS 

PRODUCT 
CLAIM 

Works  within  a  half- 
hour,  lasts  4  hours 

Works  within  a  half- 
hour,  lasts  4  hours; 
not  affected  by 
food  or  alcohol 

Works  within  a  half- 
hour,  lasts  36 
hours;  not  affected 
by  food  or  alcohol 

KEY  MESSAGE 

Safe.reliable.The 
drug  you  can  trust. 

It's  new.  It's  hot.  It'll 
make  you  hot,  too. 

What's  the  hurry? 
Take  your  time. 

ADTAGLINE 

"Join  the  millions." 

"Once  you  get  in 
the  zone,  it's 
good." 

"At  the  right 
moment, 
you'll  be  ready." 

MACHO 
SPOKESMAN 

Baseball  player 
Rafael  Palmeiro 

Retired  football 
player  and  coach 
Mike  Ditka 

None  planned 

SPORTS  TIE 

Major  League 
Baseball 

National  Football 
League 

■ 

Professional  Golf 
Assn. 

Viagra,  that  was  barely  half  1 

estimated  30  million  who  s| 

fer  at  least  some  sexual  (^ 

function.  Reach  those  other! 

million,  it  was  clear,  and  ]( 

could  develop   a  substant 

business  even  if  you  did 

steal  a  single  user  from  Viag 

There  was  more.  Of  those 

million  men  who  had  tried  V 

gra,  more  than  half  hadn't 

newed     their     prescriptioi 

That's  a  much  higher  dro 

rate  than  with  most  drugs.  To  Gi 

marketing  team,  that  suggested  that 

gra  was  indeed  vulnerable. 

Meanwhile,  an  intriguing  develi 
ment  was  emerging  from  the  lab.  WF 
Cialis,  Viagra,  and  Levitra  all  work  on 
same  principle— they  are  so-called  PE 
inhibitors,  which  make  muscles  in  the ' 
nis  relax  and  allow  increased  blood  f 
for  an  erection— some  crucial  differen 
were  showing  up  in  clinical  trials, 
one,  unlike  Viagra,  Cialis  remained  efl 
tive  even  if  the  user  ate  or  had  a  dri 
That  provided  an  edge,  albeit  a  moc 
one,  because  Levitra  offered  the  same 
vantage.  More  promising  was  that  wl 
both  Viagra  and  Levitra  enabled  mer 
have  an  erection  anytime  from  a  h 
hour  to  4  horn's  after  swallowing  the  \ 
Cialis  expanded  that  window  to  36  hoi 
Would  constmiers  perceive  that  to  b 
valuable  benefit  to  their  mating  ritua 
The  answer  seemed  clear  enough  fr 
the  reaction  of  focus-group  participar 

TARGETING  ROMANTICS 

WITH  A  PROMISING  POINT  of  differs 
uncovered,  the  next  challenge  was  ho\j 
commimicate  it  to  consimiers  amid 
marketing  din  emanating  from  Vi; 
and  Levitra.  From  their  very  first  sessi 
with  patients,  Lilly's  market  resear( 
detected  sharp  differences  in  the  way  e| 
perceived  Cialis  and  Viagra.  In  one 
one  interviews  in  mid-2000,  Viagra  u 
who  had  been  informed  of  the  attribi 
of  both  drugs  were  given  a  stack  of 
jects  and  asked  to  sort  them  into 
groups,  one  for  Viagra  and  the  othei 
Cialis.  Red-lace  teddies,  stiletto-he 
shoes,  and  champagne  glasses  were 
signed  to  Viagra,  while  flufiy  bathrc 
and  down  pillows  belonged  to  Cialis 
impUcation:  Viagra  was  for  studs,  Ci 
for  romantics. 

The  dichotomy  was  reinforced  in  c 
on-one  sessions  with  partners  of  i 
with  impotence  problems.  W^th  Viai 
women  often  confessed,  they  felt  ur 
the  gun  to  perform.  "It  feels  like  therej 
three  of  us  in  bed,"  marketing  man.'! 
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Amazingly,  it  still  fits  in  your  wallet. 


'^ETW^ 


Unlike  many  cards,  the 
American  Express'  Rewards 
Card  isn't  about  limits.  It's 
about  remarkable  flexibility, 
unprecedented  rewards  and 
exclusive  services. 


\^s^^V'b^.■A^^^^' 


GONDOLA  RIDE  ANYONE? 

You  can  redeem  points  for 
travel  with  a  multitude  of 
airlines,  hotels,  cruises,  and 
vacation  packages. 

YOU'RE  SEEING  DOUBLE. 

You  can  earn  double  points 
on  the  things  you  buy  the 
most  like  groceries,  gas  and 
more.  Every  day. 

MORE  THAN  REWARDS. 

Your  Card  also  comes  with 
services  like  emergency 
roadside  assistance, 
online  fraud  protection. 
Return  Protection,  a  Year 
End  Summary  and  more. 
There's  never  been  a  better 
time  to  be  a  Cardmember. 

To  apply,  log  on  to 
americanexpress.com/green 
or  call  1-800-THE-CARD. 


in  E  vyiess  CcxiiiMii .  Ooiible  Pomts  offer  applies  31  qualifying  sinnd-alone  supemiarliets,  dnigstores.  gas  stations,  twme  improvement 
1  S  Po5l.ll  Setjce  Not  vjiid  in  the  tlepailiiients  of  supetstoies  oi  wjiehouse  clubs.  To  pay  s-our  wireless  phone  bill  autonatically 
ricii'  Expiess  Cjrd  i'lp:ise  call  ■.'Oiii  wiieless  service  pio.iOei  Emergency  loadside  assistance  -  free  of  charge  -  v/lipn  you  re  nioie 
'oiu  home  Carrfnieinbers  ;•  ill  not  be  held  responsible  lor  unauthoiizecl  online  charges  f^elurns  must  bf  within  90  (tavs  of  purchase 
p  If  SoOC  pel  item  with  a  iiiaxiinum  ol  Si  000  annually  per  Cai(tmeniber  account  Terms,  condihons  ant)  lestiiclions  apply. 


MAKE  LIFE  REWARDING^" 


How,the,«'sabetterway 

to  stop  people  from 
ttmperingwi*your"^ets 


I 


With  P-touch" 
asset  management 
labeling  solutions. 

P-touch  Electronic  Labeling  Systems 
create  extremely  durable  labels  in 
seconds.  The  crisp  printing  including  text, 
bar  codes,  even  graphics  Is  protected  by 
a  layer  of  abrasion-,  temperature-,  UV-  and 
spill-resistant  super-clear  laminate. 
P-touch  models  include  handheld, 
desktop,  and  PC-compatible  formats. 
And  the  easy-swap  one-piece  tape 
cassettes  are  available  in  several  adhesive 
formulas,  including  tamper-evident. 

So  for  almost  any  application,  indoors  or 
out,  P-touch  Electronic  Labeling  Systems 
are  the  easiest  way  to  keep  your  important 
assets  from  turning  into  liabilities. 
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Available  at  Staples,  OfficeMax,  Office  Depot  and  otfief  fine  retailers. 

www.brother.com  1 -877-4PT0UCH 

m  B      M       At  your  side. 
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Garrett  recalls  one  say- 
ing. "Me,  him,  and  the 
pill."  On  the  other 
hand,  women  typically 
said  that  from  what 
they  had  heard  about 
Cialis,  they  could  be 
more  natural  and  wait 
to  have  sex  until  both  of 
them  were  in  the  mood. 
With  each  session,  Gar- 
rett and  her  colleagues 
grew  surer  that  they 
had  a  message  con- 
sumers would  warm  to. 
Following  hundreds 
of  patient  and  partner 
interviews,  focus 

groups,  and  polling, 
Lilly  and  its  ad  agency. 
Grey  Worldwide,  got 
down  to  devising  adver- 
tising strategies.  Given 
a  real  product  differ- 
ence to  flog,  none  of  the 
approaches  took  the 
celebrity-spokesman 
route.  "What  we  want  is 
just  to  lay  the  facts  on 
the  table,  because  the 
facts  are  very  friendly  in 
our  case,"  says  Lilly's 
U.S.  team  leader  for 
Cialis,  Matthew  W.  Beebe.  Agency  and 
client  eventually  narrowed  the  proposals 
down  to  three  and  produced  TV  spots  for 
each  in  early  2002.  Two  were  variations 
on  the  theme,  "Choose  the  moment."  The 
third  was  based  on  the  old  hit  song  by 
The  Supremes,  You  Can't  Hurry  Love. 

A  JAZZ  SOUNDTRACK 

AFTER  FURTHER  CONSUMER  research, 
though,  You  Can't  Hurry  Love  was  reject- 
ed. By  tying  Cialis  to  one  song,  Lilly's 
market  researchers  concluded,  they 
would  never  be  able  to  alter  the  pitch  even 
after  consmners  got  tired  of  it.  Instead, 
they  opted  for  an  ad  with  scenes  of  cou- 
ples snuggling  and  slowly  caressing,  to 
emphasize  cozy,  tender,  or  playfril  mo- 
ments. A  sound- 
track of  easy,  laid- 
back  jazz  seemed  to 
work  best.  Garrett's 
final  tweak  was  to 
lengthen  scenes  in 
the  ad  so  the  cam- 
era now  seems  to 
linger  with  each 
couple,  a  subtie  re- 
minder that  with 
Cialis  there's  no 
h.irry.  The  tagline: 


THE 
HEAT 

IS  ON 


With  both  its  earnings 
and  stock  price  in  a 
slump,  Lilly  needs  a 
fast  start  for  Cialis, 
its  new  erectile- 
dysfunction  drug 

CHANGE  IN  EARNINGS  SINCE  2000 

-13% 

CHANGE  IN  SIOCX  PRICE 
SINCE  OCl  14,2001 

-21% 


DalaEliUHy&Co 


Lilly's  ad 
team 
feels  a 
sports 
star  isn't 
needed 


"When  a  tender 
ment  turns   into 
right  moment,  you'll ' 
ready."  The  spots  w 
saturate      prime-tir 
shows    and    weekei 
sportscasts  almost 
soon  as  FDA  approval 
obtained.  "You  woil 
be  able  to  turn  on  yol 
TV     without     seeil 
ads,"  says  ICOS'  Bluil 

DUELING  LUNCHI 

BUT  AS  LILLY  wait 
rivals  are  not  stanc 
still.  They're  ratchet 
up  their  own  spenc 
even  as  their  thc| 
sands  of  sales  r< 
work  hard  to  de 
Ciahs'  strategy, 
reps  are  warning 
tors— often  while  st 
ing  expensive  mi 
paid  for  by  the  rep 
that  while  Cialis 
be  potent  for  as  long[ 
36  hours,  the  dr 
side  eflfects  might  1| 

that  long,  too. 

also  insist  their 
research    shows 
most  men  with  impotence  know 
ahead  of  time  when  tiiey  might  have  s 
so  the  four  hours  that  Viagra  or  Le 
provides  them  is  usually  sufficient. 

Some  doctors,  such  as  Steven  J.  Dei 
geles,  are  proving  receptive  to  the  co 
terattack.  "You  could  have  36  hours 
misery,"    says   the    Chicago    intern 
whose  office  staff"  has  been  taken  out 
lunches  costing  more  than  $3,000  api 
by  teams  hawking  Viagra  and  Levitra. 
sides,  he  adds,  imless  they're  going  t 
hopping,  men  generally  don't  need 
much  time.  De  Angeles  says  he  was  v 
over  by  the  marketers'  argvunents,  not 
gratis  wining  and  dining.  Lilly  and  I( 
hint  that  they'll  use  similar  tactics 
reach  doctors  once  Cialis  is  approvedJ 
Of  course,  from  Lilly's  perspective, 
resistance  from  doctors  makes  it  e< 
more  important  that  its  ad  campaign  c 
ture  the  attention  of  consumers.  Com 
ny  executives  are  confident  that  tl 
message  will  cut  through  the  clui 
proving  that  Lilly  belongs  with  Pfizer 
GlaxoSmithKline  in  the  ranks  of  ac 
consumer  marketers.  If  they're  rij 
consumers    won't   be   the    only   c 
whooping  it  up.  Lilly's  shareholders 
have  a  reason  to  do  the  wave,  too.  ■ 
-By  Michael  Amdt  in  Indianai 
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Ifs  not  just  what  you  know, 
ifs  when  you  know  it. 

The  BusinessWeek  Digital  Edition 

Every  Issue,  in  its 
entirety,  direct  to  your  computer 


■  Same  great  content,  same  great  design 

■  Fastest  delivery  of  each  week's  issue 

■  Find  articles  quickly  with  keyword  search 

■  Digital  archive  for  fast  reference 

■  Live  hyperlinks  for  additional  Web  content 

■  On-screen  highlighter  and  notes  capability 

For  a  FREE  sample  issue  visit 
www.businessweek.com/digital 
or  Wayport  locations  nationwide. 
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Subscribe  now  and  get  a  FREE  $25 
high-speed  Internet  access  card  from  Wayport! 


Wayport  Prepad  High-Speed 
Internet  Connection  Card 


TMi  ord  b  food  for  Iferat  «»fl  «Ma>  c 
Is  Waypotf  I  Mnia  il  any  •(  Mr  UX  koM  ar  rirr«t 
locatten.  A  corwcDcn  3  good  foi  unlimitetl  actess  until 
m^mght  tot  vwfeifts  connections  m  airports  ^nd  hotel  lobbies 
and  until  next  ctietk-m  time  fot  guestroom  cornedions  at  hoteb 

This  card  also  enotles  you  to  iSM  afl  iwrlulillaii  limpt 

at  any  full-setwce  Wayport  laptop  Lane  store  " 


for  a  ampIeK  list  o(  locanons,  visit 

WWW.  woYPortnet/hcations 

For  ledviid  support  call  877-  WA  YPORT 


Use  this  prepaid  card  at  hundreds  of 
Wayport-enabled  hotels  and  airports 
nationwide,  and  select  McDonald's 
locations  in  the  San  Francisco  Bay  area. 

To  find  out  more,  visit 
www.businessweek.com/digital/wayport. 
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FROM  OUTSOURCING  TO  OUTCOMPETING^y 


outsourcing 
can  reduce 
costs.  But  can 
it  also  enable 
you  to 
outmatch 
your  rivals? 
Discover 
how  smart 
companies 
are  using 
outsourcing 
for  competitive 
advantage. 

In  today's  business  environment,  just  about  every  company 
is  looking  for  ways  to  reduce  costs.  And  organizations  have 
long  recognized  that  outsourcing  can  be  an  effective  weapon 
in  the  cost-cutting  arsenal.  In  fact,  more  than  one-third  of 
companies  that  outsource  information  technology  do  so  for 
cost  savings,  according  to  IT  Toolbox,  a  research  firm. 

But  outsourcing  is  about  more  than  shrinking  budgets. 
Pursued  strategically,  outsourcing  can  deliver  a  broad  range  of 
advantages.  Progressive  companies  are  using  outsourcing  to: 

•  Benefit  from  best  practices 

•  Focus  on  core  competencies 

•  Adapt  to  changing  market  conditions 

•  Rethink  and  actually  transform  the  business 

In  short,  companies  are  applying  outsourcing  as  a  strategic 
mechanism  for  becoming  more  competitive  in  the  marketplace. 

PART  OF  THE  PROCESS 

What's  appropriate  for  outsourcing?  Anything  that's  not  core 
to  your  business  or  related  to  your  strategic  direction.  In  general, 
functions  that  affect  revenue  generation,  such  as  product 
development  and  direct  customer  contact,  are  core.  Anything  that's 
not  core,  though,  is  simply  "context" — necessary  for  doing 
business,  but  not  strategic. 

In  the  past,  outsourcing  targeted  clearly  definable  functions. 
In  IT,  for  example,  activities  like  help  desk,  security,  and  backup 
and  recovery  are  ideal  candidates  for  outsourcing.  But  forward- 
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thinking  companies  ha^ 
discovered  effective  w; 
of  outsourcing  enti 
functions.  Such  busin 
process  outsourcing  (BP 
can  include  financij 
accounting,  payroll 
benefits  management, 
even  some  aspects  of  c 
tomer  care. 

In  fact,  the  BPO  mi 
ket  is  expected  to  grow 
nearly  a  10  percent  an 
al  rate,  reaching  $173 
lion  by  2007,  accordin 
Gartner,  a  research  firm, 
outsourcing  will  exp; 
more  slowly,  from  $: 
billion  to  $707  billion  during  the  same  period. 

The  National  Cancer  Institute  was  a  BPO  pioneer  10  years 
when  it  tapped  Science  Applications  International  Corporati)| 
(SAIC)  to  manage  its  labs  and  research  facilities,  plus  more 
1,600  of  its  people,  including  doctors,  scientists  and  research 
"We  have  special  knowledge  and  expertise  in  science 
engineering  that  customers  don't  have,  that  we  can  provide  throu 
business  process  outsourcing,"  says  Randy  Walker,  corpon 
executive  vice  president  of  commercial  and  international  busini 
for  SAIC. 

It's  the  same  reason  organizations  turn  to  outsourcers  li 
Penske  Logistics,  which  provides  supply  chain  services  to  h( 
companies  cut  costs,  reduce  cycle  times  and  improve  servi 
"Companies  that  hire  us  find  over  time  that  our  solutions  help  th( 
use  their  supply  chains  to  gain  a  competitive  advantage,  as  well 
realize  significant  cost  savings  —  providing  more  value  to  th 
shareholders,"  points  out  Vincent  Hartnett,  president  of  Pern 
Logistics. 

BEST  PRACTICES  MAKE  PERFECT 

In  addition,  business  process  and  other  kinds  of  a 
sourcing  enable  companies  to  take  advantage  of  best  practi 
An  oil  and  gas  company,  for  example,  might  be  expert  in  ex 
ration  and  refining.  But  why  shouldn't  it  outsource  financ 
accounting,  say,  to  a  company  that  has  invested  in  develop! 
expertise  in  that  function? 
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AVAVA 


a  higher  plane 
of  communication 


i  THE  BUSIEST  CONTACT  CENTER  at 
a  Brake  &  Chassis*  crashes  and  is  fixed 
jtely  before  a  single  customer  order  is 
iped.  Before  anyone  at  Dana  is  even  aware 
problem.  Did  a  problem  ever  exist?  In  the 
J  of  Avaya,  our  EXPERT  Systems"  remote 


monitoring  and  maintenance  solutions  resolve  96%  i  environments.  That's  reassuring  when  you're  a 


of  all  alarms  remotely.  Nobody  has  our  patented 
leading-edge  diagnostic  tools,  including  proactive 
trouble  resolution.  And  our  Avaya  Global 
Services  professionals  bring  a  single  point  of 
accountability  to  multi-vendor  communication 


Fortune  500*  company  whose  customers  demand 
overnight  delivery  from  an  inventory  of  450,000 
auto  parts.  See  why  no  one  else  comes  remotely 
close  to  maximizing  your  network  investment  at 
avaya.com/services.  Or  call  866-GO  AVAYA  today. 


IP   Telephony 


Contact   Centers 


Unified    Communication 
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AVAYA  REMOTE  MONITORING  FIXES 

Dana  Brake  &  ChmM 

NETWORK  CRASH 

before  anyone  hean  an  alarm. 

Kind  0^  like  that  tree  that  ^alte  in  the  ^oreat. 
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e  special  knowledge  and  expertise 
(J  can  provide  through  business 
^s  outsourcing." 
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Human  resources  is  one  of  the  fastest-growing  areas  of  business  process  outsourcing  (BPO). 
In  fact,  nine  ou\  cf  10  CFOs  cite  HR  as  the  second  most  likely  area  to  outsource,  after  IT,  according 
to  a  study  h^  Hewitt  Associates,  Inc.,  an  outsourcing  and  consulting  firm. 

"HR  leaders  are  under  tremendous  pressure  to  manage  costs  and  provide  more  services,"  says 
Bryan  Doyle,  global  business  leader  of  HR  and  benefits  outsourcing  services  for  Hewitt.  Because 
providing  more  services  can  require  costiy  investments  in  technology,  outsourcing  often 
becomes  an  imperative. 

Hewitt's  HR  offerings  fall  into  three  categories:  payroll,  employee  benefits  and  work-force 
management.  The  outsourcer  leverages  technology  to  manage  day-to-day  changes  in  new  hires, 
promotions,  transfers  and  compensation.  Hewitt  typically  loads  all  of  a  client  s  data  onto  its  own 
computers.  Employees  then  have  24/7  access  to  information  through  a  call  center  or  a  self-service 
Internet  portal. 

Companies  are  often  more  than  happy  to  offload  the  complexity  of  HR  administration.  One 
of  Hewitt's  multinational  clients  has  200  different  HMOs  and  400  varieties  of  health  plans.  Now, 
that  complexity  is  Hewitt's  headache,  and  the  customer  can  focus  on  its  core  business. 


Large  IT  service  providers  such  as  IBM,  HP  and  Unisys  allow 
organizations  to  offload  a  portion  of  their  IT  infrastructure  or  even 
their  entire  data  center  These  providers  invest  in  state-of-the-art 
hardware,  software  and  security,  and  spread  those  costs  across  mul- 
tiple customers.  They  can  also  attract  and  retain  the  best  talent,  and 
keep  staff  trained  on  the  latest  technology.  By  outsourcing  to  such 
providers,  you  can  scale  operations  up  or  down  as  needed  while 
avoiding  risks  associated  with  managing  your  own  resources. 

For  example,  Avaya  Inc.,  a  provider  of  voice  and  data  networks, 
can  run  all  or  part  of  a  customer's  communications  and  infor- 
mation systems.  The  company  designs,  builds  and  manages  com- 
munications networks  for  more  than  90  percent  of  the  world's 
largest  companies.  In  addition  to  reducing  costs,  Avaya  promises 
to  enhance  performance  and  reduce  management  headaches  for 
organizations  that  need  to  integrate  a  complex  mix  of  voice  and 
data  networks.  Avaya  also  walks  the  walk:  the 
company  outsources  pension  management 
and  related  activities  to  service  providers  that 
speciaHze  in  HR. 

CUT  TO  THE  CORE 

Outsourcing  is  also  acknowledged  as  an 
effective  way  to  free  a  company  from  routine 
administrative  tasks  to  focus  on  core  com- 
petencies and  strategic  initiatives.  In  fact, 
companies  are  usmg  outsourcing  as  much  to 
sharpen  focus  as  to  cut  costs,  according  to  a 
recent  survey  by  The  Outsourcing  Institute. 

Sharpening  focus  was  the  challenge 
presented  to  John  Wilder,  executive  vice 
president  and  CFO  of  Entergy  Corp.,  a  major 
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energy  company  As  Wilder  explain 
his  boss  challenged  him  to  take  a 
noncore  tasks  and  businesses  an 
sell  them,  set  up  joint  ventures,  ( 
outsource  them.  As  part  of  that  in 
tiative,  Entergy  turned  to  SAK 
which  assumed  responsibifity  for 
wide  array  of  Entergy's  IT  ftmction 
Those  functions  include  data  centt 
operations,  operations  and  suppoi 
of  distributed  servers,  desktop  sup 
port,  telecommunications  and  fiel 
services,  plus  application  develop 
ment,  support  and  maintenance. 
With  more  than  40,000  empb 
ees  in  150  cities  worldwide,  SAICi 
experienced  in  taking  on  such  larl 
projects.  The  company  even  tu 
500  employees  in  Iraq  rebuilding  t] 

country's  telecommunications  and  oil  field  infi-astructure  and  traij 

ing  local  pohce. 

ADJUST,  ADJUST 

Entergy,  meanwhile,  is  now  better  able  to  focus  on  electi 
power  production,  retail  energy  distribution  and  gas  transportatio 
What's  more,  the  company  reports  that  outsourcing  has  enabU 
it  to  more  rapidly  respond  to  changing  business  needs,  deliver  mo 
responsive  customer  service  and  adapt  to  changing  regulation 
The  relationship  has  also  meant  flexibility  and  opportuni 
for  Entergy  employees.  When  SAIC  took  control  of  Entergy's 
operations,  800  affected  employees  had  the  choice  of  remaining 
Entergy's  payroll  or  transferring  to  SAIC.  The  integration  of  Ente 
gy  and  SAIC  operations  went  smoothly,  says  Wilder,  and  Enterg: 
retention  rate  for  IT  talent  actually  increased  from  about  80  pe 
cent  to  more  than  95  percent. 

Since  outsourcing,  Entergy  has  enjoy 
numerous  additional  benefits,  including  fas' 
help-desk  response  and  improved  syste 
uptime.  And  the  company  anticipates  continu 
success.  "We  just  extended  the  contract  t' 
more  years,  and  the  scope  expanded  to  hum 
resources  and  its  retail  networks,  such  as  its  c 
centers,"  SAIC's  Walker  reports. 

FROM  HERE  TO  TRANSFORMATION 

Finally,  smart  companies  are  using  o 
sourcing  as  a  way  to  transform  the  business 
succeed  in  new  competitive  environmer 
Companies  are  taking  advantage  of  new  o 
sourcing  models  and  collaborative  partnershli 
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^nanage  costs  and  provide 


more  services. 


BPO  FOR  BEAN  COUNTERS 

Financial  accounting  is  an  increasingly  common  target  for 
business  process  outsourcing  (BPO).  Processes  such  as  general  ledger, 
accounts  payable,  accounts  receivable,  fixed  assets,  billing  and 
payroll  can  all  be  appropriate  for  outsourcing. 

Some  companies  approach  this  incrementally,  simply  expanding 
their  bank's  role  in  the  processing  of  accounts  payable  and  accounts 
receivable.  In-house  staff  still  make  the  decisions,  but  the  bank  prints 
and  mails  invoices  and  checks,  say  or  handles  electronic  funds  transfer 
Other  companies,  especially  small  and  midsize  businesses,  have  found 
success  by  outsourcing  a  greater  portion  of  the  accounting  function. 

Exostar,  an  electronic  marketplace  for  the  aerospace  and 
defense  industry,  outsources  most  of  its  financial  accounting  to 
CoEfficient  Back  Office  Solutions.  Exostar's  books  are  managed  on 
CoEfficient  s  systems;  payments  are  received  at  a  bank  lockbox  and 
reported  to  CoEfficient  for  posting.  The  arrangement  enables  the  $9 
million  Exostar  to  maintain  an  internal  finance  team  of  just  four, 
including  the  CFO. 

with  outsourcers  to  drive  strategic  business  change.  In  short,  out- 
sourcing is  transitioning  from  a  tactical  means  of  controlling  costs 
to  a  strategic  mechanism  for  executing  business  strategy. 

With  this  new  approach,  outsourcing  is  less  a  way  of 
controlling  change  and  more  a  means  of  managing  uncertainty.  By 
focusing  on  greater  flexibility  and  shared  risk,  companies  and  their 
outsourcers  can  rapidly  respond  to  changing  market  dynamics.  It's 
no  wonder,  then,  that  the  decision  to  outsource  is  increasingly  being 
made  in  the  boardroom.  It  also  requires  that  stakeholders  from 
across  the  organization  be  involved  to  ensure  that  outsourcing 
decisions  are  aligned  with  overall  corporate  strategy. 

For  outsourcing  to  deliver  such  transformational  value,  you 
and  your  outsourcer  need  to  work  together  as  partners.  Both  parties 
should  benefit  from  the  relationship,  and  both  should  work  toward 
mutual  goals.  That  often  requires  a  close  cultural  fit  bet^veen  the 
two  organizations. 

ACROSS  THE  BORDER 

Cultural  fit  can  become  a  challenge  when  outsourcing  to  a  ser- 
vice provider  in  another  country.  That's  one  of  several  factors  that 
may  temper  growth  in  offshore  outsourcing,  in  which  processes 
are  offloaded  to  providers  in  low-cost  markets  such  as  India  and 
China.  These  markets  have  become  attractive  for  IT  outsourcing 
in  particular.  Offshore,  outsourced  IT  labor  rates  can  be  one-half 
domestic  in-house  rates,  according  to  AMR  Research. 

But  offshore  outsourcing  is  not  without  risks.  Experts 
advise  companies  to  develop  project  management  expertise  to 
ensure  an  effective  working  relationship  with  local  resources.  In 
addition,  the  tasks  being  outsourced  must  be  fully  understood  by 
both  the  outsourcer  and  internal  staff.  Other  issues  that  can  affect 


offishore  outsourcing  include  political  unrest  and  security  concern 
Still,  one-fifth  of  Global  1,000  companies  are  engaging  in  o 
shore  IT  outsourcing,  reports  AMR  Research.  And  more  than  on 
third  of  aU  orgarwzations  are  expected  to  outsource  some  piece 
their  IT  function  to  offshore  resources  within  the  next  year. 

Whether  working  with  a  service  provider  in  another  here 
sphere  or  another  city,  for  a  growing  number  of  organizations,  ou 
sourcing  is  delivering  on  its  promise.  In  addition  to  controlly 
costs,  outsourcing  is  enabling  companies  to  take  advantage  of  extfi 
nal  expertise,  enhance  core  business,  become  more  adaptable  af 
transform  the  way  they  do  business.  Smart  companies  have  leam( 
that  they  can't  cut  their  way  to  greatness.  But  they  can  outsou^ 
their  way  to  competitive  advantage.  ■ 

THE  OUTSOURCING  INSTITUTE 

The  Outsourcing  Institute  (01)  is] 
neutral  professional  association  dc 
cated  to  assisting  organizations  with  i 
forms  of  outsourcing.  Founded  in  1! 
01  has  become  the  "go-to  source" 
outsourcing  assistance,  and  the  worl^ 
leading  executive  network  for  ot 
sourcing  professionals,  with  more 
40,000  members. 

Ol's  mission  is  to  advance 
knowledge  and  skills  of  its  membe 
ship.  Ol's  core  business  comprises 

broad  range  of  targeted  events,  publications,  and  advisory ! 

vices.  For  more  Information  or  to  become  a  member,  vii 

www.outsourcing.com. 
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NOW,  WE  JUST  DO 
EVERYTHING. 


More  than  half  of  all  Fortune  500  companies  rely  on  Hewitt  Associates'  industry-leading 
thinking,  process,  and  technology  to  dependably  deliver  a  wide  variety  of  HR  services.  And 
now,  Hewitt  is  applying  die  same  higji  standards  to  payroll  services.  "Which  means  when  it 
comes  to  maximizing  your  organizations  talent  investment,  therc*s  one  company  you  can 
count  on  for,  well,  everything.  For  more  information,  visit  our  "Web  sire  at  www,hrwitt.com. 
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SciTech  Developments  to  Watch 
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INNOVATIONS 


Up  from  the  farm 
-and  the  sea 


»DuPontandthcLnt  gy 
Dept.  are  funding  a  drive  to 
create  an  efficient  "bio- 
refinery"  that  would  enable 
crops  to  compete 
commercially  with 
petroleum.  Sugar  from  corn 
kernels  would  be  turned  into 
various  chemicals,  and  the 
rest  of  the  plant  would  be 
used  to  make  fuel-grade 
ethanol  and  generate 
electricity. 

»Speaking  of  corn,  there 
could  soon  be  a  lot  more  of  it. 
A  Purdue  University  team  led 
by  Gurmukh  S.  Johal  (photo) 
says  it  found  the  genetic 
mechanism  that  prevents 
crop  plants  from  growing  tall. 
Dwarf  forms  of  plants 
typically  produce  more  grains 


than  tall  ones,  so  cultivating 
such  forms  could  improve 
global  food  supplies,  says  a 
report  in  the  Oct.  3  Science. 
»Sonar  may  be  causing 
whale  suicides.  Autopsies  of 
10  beached  whales  in  the 
Canary  Islands  found  bubbles 
in  their  livers  and  kidneys 
resembling  those  in  people 
with  decompression  sickness 
(the  bends),  reports  the  Oct. 
9  Nature. The  bubbles  may 
have  formed  when  the  whales 
shot  to  the  surface  to  escape 
a  cacophony  of  sonar  signals 
from  a  nearby  naval  exercise. 


MATERIALS 

THESE  GLASS  GEMS  SHOULD 
HELP  LASERS  SPARKLE 


DIAMONDS  MAY  BE  a  girl's  best 
friend,  but  for  lasers,  it's  ru- 
bies and  sapphires.  Now,  sci- 
entists at  Containerless  Re- 
search Inc.  have  a  new  glass 
that  may  replace  those  gems. 

Glass  is  usually  lumpy  at 
the  atomic  level.  But  by  cool- 
ing Uquid  glass  very  quickly, 
CRi  achieves  a  more  uniform 
distribution  of  atoms,  allow- 
ing the  addition  of  rare-earth 
elements  such  as  erbium  and 
ytterbium.  These  boost  a 
laser's  efficiency  by  20%  over 
ruby  or  sapphire  devices— 


at  a  fraction  of  the  cost. 

To  make  the  first  batches 
of  this  glass,  ingredients 
were  levitated  with  static 
electricity  in  a  special  tool  at 
NASA's  Huntsville  (Ala.)  facili- 
ty (picture).  This  kept  the 
drops  from  being  contami- 
nated by  atoms  on  the  siir- 
face  of  a  container.  The  re- 
searchers have  since  learned 
how  to  cast  the  glass  into 
rods,  which  are  cut  into  disks 
for  lasers.  A  possible  appUca- 
tion:  Lasers  for  surgery. 

-Michael  Amdt 


SECURITY 

A BOOSTER 
SHOT FOR THE 
NETWORK 

ANIMALS  PRODUCE  antibod- 
ies to  fight  oflF  viruses,  but 
computer  networks  don't.  So 
Steven  Hofmeyr,  founder  of 
Sana  Security,  is 
trying  to  give  them 
artificial  immunity. 
His  Primary  Re- 
sponse software 
studies  how  com- 
puters on  a 
network  nor- 
mally behave. 


then  sounds  an  alert  when  it 
spots  unusual  activity.  It  can 
also  block  attacks  without 
stopping  regular  work.  Sana 
has  signed  up  some  heavy 
hitters.  It  recently  licensed 
the  program  to  RSA  Security, 
which  helps  other  companies 
authenticate  computer  users. 
RSA  will  use  the  program  to 
guard  its  own  network-  "We 
have  a  big  bull's-eye 
on  our  back  and 
take  our  own  seciui- 
ty  very  seriously," 
says  RSA  Chief  In- 
formation Of- 
ficer Gerry 
Wilson. 
-Neil  Gross 


TRANSISTORS 

NANOCHIPS 
MAY  BE  JUST 
AROUND  THE 
CORNER 

A  MAJOR  NEW  technology 
will  soon  hit  the  memory- 
chip  market,  providing  a 
path  to  storage  capacities 
beyond  the  limits  now  en 
sioned  for  2015.  Call  it 
nanoRAM,  for  nanotube  r 
dom-access  memory.  A  cou 
pie  of  chipmakers  could 
cranking  out  prototypes  n^ 
year,  with  mass  production 
starting  in  2005,  accordini 
to  the  two  partners  that 
just  created  the  first  sampL 
using  existing  chipmaking 
equipment 

The  basic  concept  comi 
from  Nantero  Inc.,  a  two-y( 
old  startup  in  Wobum,  Mi 
To  prove  tiie  concept,  it 
teamed  up  with  ASM  Lith 
raphy,  a  leading  suppUer  oi 
equipment  for  "printing 
chips.  The  main  departure j 
from  ordinary  procedures 
was  laying  down  a  thin  layi 
of  cylindrical  carbon  mole-^  leis 
cules  known  as  nanotubesj 
instead  of  the  usual  modi 
fied-sihcon  layer  that  then  j 
gets  carved  up  into  myriad      ' 
transistors.  Depositing  the  j 
nanotubes  didn't  slow  dow 
the  processing,  says  Norbe 
Kappel,  head  of  ASM's  Spe 
cial  AppUcations  group.  Ai 
the  cost  of  the  nanotubes  i 
mere  0.1$  per  chip. 

Nantero  CEO  Greg 
Schmergel  says  that  while 
today's  htho  tools  create 
transistors  consisting  of 
thousands  of  nanotubes, 
"we'll  eventually  get  dowr 
the  level  of  addressing  ind 
vidual  nanotubes."  When 
transistor  needs  only  a  sini 
nanotube,  he  adds,  chips  ^ 
"store  terabits  [trillions  oi 
bits]  per  square  centimete 
or  roughly  a  million  times 
more  than  today's  chips.  I 
that  may  be  a  decade  off. 
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^  or  the  12th  time  in  13  years,  Dell  has  earned  an  A  or  A-t-  for  service  and  reliability  while  the  second  closest  major  competitor  scored  only  a  C+. 

noli  ells'"  OptiPlex  desktop  delivers  what  today's  business  needs:  the  stability,  reliability  and  manageability  that  helps  lower  TCO.  The  OptiPlex  mainstream 
ne  of  desktops  feature  Intel®  Pentium®  4  Processors  with  HT  technology.  With  that  you  get  an  integrated  Gigabit  network  connection  as  well  as  Dell's 
pert  service  and  reliability.  All  in  all,  the  OptiPlex  gives  you  the  best  value  for  upgrading  your  corporate  PC  environment.  Find  out  how  the  Dell  OptiPlex 

l^  an  be  part  of  a  total  managed  services  solution  for  your  corporate  business  team.  Call  1-877-432-DELL  or  visit  www.dell.com/bizpc  today. 
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SMALL  SIZE  without  COMPROMISE 


Dell  OptiPlex     HP  Compaq  d530 
SX270  Ultra-slim 


Chassis  size  5.1  Liters  73  liters 

Chassis  weight     8  lbs.  15.4  lbs. 


Best  in  class  corporate  desktops.  Easy  as  l^^^^bb 

Click  www.dell.com/bizpc  Call  1-877-432-DELL 


toll  free 


ill.  the  Dell  logo  and  OptiPlex  are  trademarks  of  Dell  Inc.  Intel,  the  Intel  Inside  logo  and  Pentium  are  trademarks  or  registered  trademarks  of  Intel  Corporation  or  its  subsidiaries  in  the  United  States  and  other  countries. 
>2003  Dell  Inc.  All  rights  reserved. 


Scienc&& lechnolosv  Medicine 


Attention  Deficit: 
Not  Just  Kid  Stuff 

Drugmakers  are  starting  to  target  an 
overlooked  group:  Adults  with  ADHD 


ICHAEL  WENDELL,  A 
32-year-old  software 
engineer,  always  had 
problems  in  school. 
He  had  trouble  mak- 
ing friends,  couldn't 
stick  to  a  schedule, 
and  was  two  to  three  years  behind  his 
classmates  in  emotional  maturity.  By 
third  grade,  a  teacher  recommended  that 
he  see  a  therapist,  who  diagnosed  depres- 
sion. "But  I  didn't  really  fit  the  typical  de- 
pressive profile,"  he  says. 

At  23,  he  went  to  see  yet  another  ther- 
apist and  got  what  he  beheves  was  the 
first  correct  diagnosis:  attention  deficit/ 
hyperactivity  disorder  (ADHD).  He  now 
takes  a  cocktail  of  four  drugs  every  day  to 
keep  his  symptoms  in  check.  "They  really 
improved  my  ability  to  txinction,"  he  says. 
"I've  learned  to  be  patient,  I've  learned 
how  to  Usten.  My  whole  development  as  a 
person  has  changed  for  the  better." 

Wendell's  testimonial  helps  explain 
why  Eli  Lilly  &  Co.  has  been  nmning  a 

84  I  BusinessWeek  I  October  27.  2003 


major  advertising  campaign  for  the  past 
six  months  to  promote  Strattera.  If  s  the 
first  drug  approved  by  the  Food  &  Drug 
Administration  to  treat  adults  with 
ADHD.  Shire  Pharmaceuticals  Group  PLC 
hopes  to  win  the  same  adult  designation 
for  its  ADHD  drug,  Adderall  XR,  this  fall. 
Both  companies  see  a  huge  untapped 
market.  Over  the  past  15  years,  mental 
health  speciaUsts  have  reahzed  that  a  di- 


OVERWHELMED 

Adult  sufferers 
change  jobs  more, 
have  more  money 
woes,  and  commit 
more  crimes 


id^ 


agnosis  long 
tified  with  childrj 
also  applies  to  i 
to  4%  of  the  adil 
U.S.  population); 
possibly  as  mai 
as  8  million  peoj^ 
But  less  than  10%  of  this  group  is  gettii 
treatment.  If  they  started  taking  medic 
tion,  the  cmrent  $2  bilhon-a-year  mart 
for  ADHD  treatments  could  easily  doub 


i 
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"A  QUANTIFIABLE  DISORDER 

ONE  OF  THE  BIG  HURDLES  in  read 
adults  with  ADHD,  however,  is  overo 
ing  a  common  perception  that  the  dis( 
der  is  just  a  synonym  for  the  fioistratio 
of  dealing  with  fast-paced  modem  11' 
Hallmarks  of  adult  ADHD  can  include  d 
ficulty  focusing,  rapid  speech,  impulsiA  j 
ness,  excessive  irritabUity,  and  organi;'* 
tional  problems— behaviors  exhibited ' 
well,  lots  of  people.  However,  Dr.  Da\ 
W.  Goodman,  an  assistant  professor 
psychiatry  at  Johns  Hopkins  Univers 
School  of  Medicine,  notes  an  imports 
aspect  of  ADHD:  "The  symptoms  mi 
have  started  in  childhood  and  persistl 
into  adulthood,"  he  says. 

That  persistence  is  not  at  all  unusu 
Some  3%  to  5%  of  children  have  ADH 
according  to  the  National  Institutes 
Health,   and   long-term   studies   he 
found  that  up  to  66%  of  those  childi  1 
still  suffer  from  the  disorder  as  aduj 
These  adults  tend  to  change  jobs  f 
quentiy,  have  substance  abuse  and  ga 
bling  problems,  commit  more  crim 
and  have  a  higher  divorce  rate  than  i 
pubhc  at  large.  They  often  suffer  from 
pression,  anxiety,  and  low  self-estec 
"This  is  not  just  about  being  eas 
bored,"  says  Dr.  Leonard  A.  Adler,  dir 
tor  of  psychiatry  at  New  York  Univen 
School  of  Medicine.  "This  is  a  rti 
quantifiable  disorder." 

Not  all  adults  with  ADHD  are  stn 
ghng.  The  high  energy  levels  that  can 
company  the  disorder  may  compens 


Imbalance  in  the  Brain 

About  8  million  U.S.  adults  have  attention  def  icit/hyperactivity 
disorder,  which  is  far  more  than  an  inability  to  multitask 


fi 


DIAGNOSIS 

■  The  patient  must  exhibit  at  least  six  of 
nine  symptoms,  among  them  persistent 
inattention,  and  poor  impulse  control 

■The  symptoms  must  impair  daily  life 

■  Doctors  must  determine  that  the 
symptoms  started  in  childhood 


NEW  TREATMENTS 

■  Strattera  (Eli  Lilly):  A  nonstimulantthat 
corrects  imbalances  of  the  brain  chemical 
norepinephrine,  improving  concentration 

■  Adderall  XR  (Shire):  Waiting  for  FDA 
approval  for  adults,  it  is  a  stimulant  that 
increases  dopamine,  improving  attention 
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for  the  downsides.  David  Neeleman, 
the  41-year-old  founder  of  JetBlue  Air- 
ways Corp.,  often  credits  his  success  to 
his  own  ADHD.  Indeed,  one  survey 
found  that  about  30%  of  adults  with 
ADHD  become  entrepreneurs.  But 
there  are  plenty  of  disturbing  data  as 
well.  Studies  have  shown  that  as  few  as 
5%  of  ADHD  sufferers  who  attend  col- 
lege get  a  degree,  and  it  is  estimated 
that  anywhere  from  a  third  to  half  of 
the  adult  prison  popxilation  has  ADHD. 

FDA  OVERSIGHT 

NO  ONE  IS  SURE  what  causes  the  disor- 
der, though  it  clearly  has  a  genetic  com- 
ponent, since  it  runs  in  families.  It  also 
occurs  three  times  more  often  in  boys 
than  in  girls.  Brain  scans  of  sufierers 
have  noted  a  deficit  of  two  neurochem- 
icals in  the  brain's 
frontal  lobes,  the 
center  of  learn- 
ing. One,  dopa- 
mine, improves 
attention,  while 
the  other,  nore- 
pinephrine, en- 
hances decision- 
making processes. 
Children  vdth 
ADHD  have  been 
treated  with  stimulants  for  decades,  pri- 
marily Novartis'  Ritalin,  Alza's  Concerta, 
or  Shire's  Adderall.  These  drugs  raise  the 
level  of  dopamine  in  the  brain  and  are  ef- 
fective in  60%  to  80%  of  children. 

Stimulants  are  also  efiective  for 
adults,  but  they're  trickier  to  prescribe 
because  the  FDA  classifies  them  as  abus- 
able  drugs.  So  doctors  can't  call  in  pre- 
scriptions, and  they  are  likely  to  have 
their  records  scrutinized  by  drug-en- 
forcement agents  if  they  prescribe  stimu- 
lants for  adults  frequentiy. 

Lilly  is  counting  on  these  difiiculties 
as  it  promotes  Strattera,  a  nonstimulant 
that  is  nonaddictive.  Strattera  raises  the 
amoimt  of  norepinephrine  in  the  brain, 
and  studies  have  shown  that  it  im- 
proves a  patient's  abihty  to  organize 
and  follow  schedules. 

Lilly  launched  Strattera  last  January 
and  began  advertising  to  consimiers  in 
the  spring.  The  ads  paid  off",  with  sales  of 
the  $3  daily  pill  totaling  $75  miUion  in 
the  second  quarter.  If  Shire  wins  FDA  ap- 
proval for  Adderall  XR  for  adult  ADHD 
sufferers,  there  are  certain  to  be  more 
ads.  "That  might  serve  an  important  pub- 
lic service  by  raising  awareness  of  this 
disorder,"  says  Dr.  Goodman.  Which,  in 
turn,  could  sell  a  lot  more  pills.  ■ 

-By  Catherine  Amst  in  New  York 


Soorts  Biz  Media 


Is  this  an  End  Run 
By  the  NFL? 

The  league's  new  24-hour  cable  channel! 
could  allow  it  to  drive  harder  TV  bargain 


VEN  AS  SPORTS  HAS 
splintered  to  dozens  of  TV 
channels,  an  estimated 
100  milhon  folks  a  week 
still  catch  an  NFL  game  on 
the  four  outlets  that  collec- 
tively pay  nearly  $2  bilhon 
a  year  to  televise  them.  That's  because 
no  one  has  a  grind-it- out  ground  game 
like  the  NFL  brass. 

Case  in  point:  On  Nov.  4,  the  league 
wiU  launch  NFL  Network,  24  hours  of 
talk  shows,  highhght  reels,  and  tidbits 
for  pigskin  junkies.  W^th  no  regular-sea- 
son games  or  even  fiill- 
game  classics  of  yester- 
year, it  hardly  looks  like 
a  Nielsen  ratings  win- 
ner. So  what's  the  strate- 
gy here?  In  2005,  when 
its  $17.9  billion  in  TV 
contracts  come  up  for 
renewal,  the  channel 
could  give  the  NFL  the 
clout  it  needs  to  keep  TV 
execs— worried  about 
the  high  cost  of  sports— 
from  trying  to  get  a  price 
break. 

"This  is  about  pro- 
moting the  NFL,  sure, 
but  it's  also  about  lever- 
age," says  consultant 
Stephen  J.  Solomon,  a 
former  top  ABC  Sports 
executive.  For  the  NFL, 
the  game  plan  may  go 
something  like  this:  Get 
its  channel  carried  on  a  big  chimk  of  the 
nation's  projected  90  miUion  cable  and 
sateUite  homes  by  2005.  If  ESPN  won't 
pay  the  NFL's  price,  Simday  night 
games  would  go  to  NFL  Network.  Or  if 
CBS  or  Fox  bargain  too  hard,  the  NFL 
could  threaten  to  take  away  some  of  the 
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games  they  air  on  Thvu-sday  and  Fric 
nights.  "By  2005,  the  NFL  will  hal 
learned  enough  to  show  their  o\| 
games,"  says  sports  biz  professor  Del 
nis  Howard  of  tiie  University  of  Oregcj 
The  NFL  maintains  it  has  no  \i\ 
game  strategy  other  than  to  run  soij 
pre-season  and  NFL  Europe  match- 
next  year.  "This  is  a  channel  for  f< 
who  can't  get  enough  of  the  NFL  novl 
says  Steven  Bomstein,  the  fomj 
ESPN  chief  who  heads  the  league's  irj 
dia  operations. 

In  any  case,  to  create  its  new 
work— not  to  ment 
fortifying  any  plan 
one  day  carry  gamei 
the  NFL  needs  to  er 
cable    operators.   . 
that  has  been  the 
Many  are  still  sore 
the  league  last  year 
tended     its      Suncl 
Ticket   deal  with   ]l 
recTV  Inc.  The  satelll 
outfit    has    used    il 
package,  which   co 
about  $200  for  up  to) 
games   a  week, 
siphon    off    catj 
customers.    And     il 
league    is    seeking 
hefty  fee  for  NFL  Network— about  2\ 
per  subscriber,  or  roughly  what  ope| 
tors  pay  for  MTV.  That's  why  so 
only  DirecTV  is  carrying  the  channel 
Bomstein  expects  to  sign  cable  ope  I 
tors  before  the  launch— although  he  s  [ 
he  isn't  likely  to  cut  prices.  One  optii 
Cable  operators  who  sign  on  now  will  j 
given  a  shot  at  bidding  on  NFL  Sun(| 
Ticket  after  2005,  when  DirecTV  loses 
exclusivity.  And  no  doubt  there  are  ot  [ 
possibiMties  in  the  NFL  playbook. 

-By  Ronald  Graver  in  Los  Ang  j 
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Entertainment  Video 


Cable  Fights  For 
Its  Movie  Rights 

Video-on-demand's  reach  is  expanding, 
and  the  cable  biz  wants  to  show  films  sooner 


WHEN  ARNOLD 
Schwarzenegger's 
Terminators:  Rise 
of  the  Machines 
arrives  in  video 
stores  on  Nov.  11, 
DVDs  of  the  sum- 
mer hit  are  sure  to  fiy  off  the  shelves. 
That  vnll  make  the  brass  at  the  flick's 
studio,  Warner  Bros.  Inc.,  very  happy. 
Ditto  for  execs  at  retailers  like  Block- 
buster Inc.  and  Hollywood  Video.  But 
there's  one  group  in  the  entertainment 
food  chain  that  won't  be  smiling:  cable 
executives  with  an  extreme  case  of 
video  envy. 

That's  because  cable's  video-on-de- 
mand (VOD)  services  are  far  down  the 
line  and  typically  don't  get  the  hot  movies 
for  six  weeks  after  video  stores  get  them. 
In  the  case  of  the  Cahfomia  governor- 
elect's  sequel,  cable  can't  cash  in  until 
well  after  die  Arnold  craze  is  likely  to  have 
cooled  off. 

But  a  number  of  cable  executives  are 
looking  to  change  all  that.  For  one 
thing,  video-on-demand,  long  promised 
by  cable  outfits,  is  about  to  take  off 
(table).  Just  as  important,  as  cable  has 
consohdated,  the  industry  is  able  to  exert 
pressure  on  Hollywood  to  rethink  the 
timetable  for  releasing  movies  to  the- 
aters, video  stores,  VOD, 
and  outlets  like  HBO.  At 
the  very  least,  cable  execs 
argue,  they  should  get 
movies  for  VOD  on  the 
same  day  they  go  to  retail- 
ers. Some  are  even  calling 
for  getting  films  for  VOD 
on  the  day  they  hit  the- 
aters. "You  could  offer 
them  in  high-definition 
and  charge  $40,  like 
a    pay-per-view    boxing 


If s  Showtime 

Video-on-demand  is 
set  to  take  off 


2003 


Digital  cable  homes  with 
access  to  VOD  (millions)* 


12.5 


Revenues  from  VOD  services 

(billions)* 
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match,"  Brian  Roberts,  CEO  of  No.  1 
cable  company  Comcast  Corp.,  suggest- 
ed recently. 

Hollywood  has  heard  these  argimients 
before,  but  until  now  it  has  been  unwill- 
ing to  jeopardize  its  long-standing  rela- 
tionships with  video  retailers.  Suddenly, 

though,  the  moguls  are  hs- 

tening  more  intently. 
Many  of  the  companies 
that  own  movie  studios 
also  own  cable  channels. 
They  know  all  too  well 
that  they  need  favorable 
deals  with  the  nation's 
largest  cable  company.  In 
fact,  Comcast  has  opened 
up  discussions  in  recent 
months  with  the  media  gi- 
ants, hinting  it  might  ne- 
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gotiate  price  and  distribution  deals 
change  for  earlier  VOD  movie  rele; 
say  sources. 

The  problem  is,  even  as  they  see  a 
ture  gain  from  VOD,  the  last  thing  Ho] 
wood  wants  to  do  is  mess  with  its  c 
bonanza  in  home  video.  Sales  and 
of  VHS  tapes  and  DVDs  will  hit  nearly  $i 
biUion  this  year,  vs.  $10  billion  in  box  ( 
fice  revenues,  estimates  Pricewaterhoui 
Coopers.  Says  Blockbuster  CEO  John; 
Antioco:  "At  no  time  has  it  ever 
more  profitable  and  in  [the  studios'] 
interest  to  protect  that  revenue  stre^ 
than  now.  They  would  be  trading  a  $ 
margin  [on  a  DVD  sale]  for  a  $2-to4 
margin  [on  a  VOD  purchase]." 

But  consiuner  appetites  are  ficK 
DVD  sales  will  level  off  in  the  com] 
years,  say  some  experts.  And  VOD  loo 
a  lot  more  compelling  than  it  did  j| 
three  years  ago.  After  having  s 
more  than  $65  billion  since  1' 
to  upgrade  their  systems,  < 
ble  can  now  offer  two-^ 
technology  that  alia 
viewers  to  stop,  rewii 
and     fast-forward 
movie,  imlike  with  pt 
per-view  movies.  CC 
sumers  pay  $3.95  fQ 
new  VOD  movie,  acces 
ble  for  24  hours. 
But    for    n- 
VOD  is  at  a  hv 
disadvanta) 
given   that 
mand  for  a  £ 
is  greatest  in  ^ 
first  35  days  al 
ifs     released 
video.  "When  pea 
go  to  the  TV  screen  and  look; 
a  movie,  they  usually  say,  'I '. 
ready  went  to  the  video  store  to  get  t 
one,' "  says  Stephen  Brenner,  CEO  of 
Demand,  a  VOD  service  owned  by  ca 
operators. 

Some  in  Hollywood  are  tentatively  ti 
ing  out  the  new  possibihties.  The  ma 
studios  there  own  VOD  services  but  t 
still  honor  VOD  release  schedules.  E 
so,  moguls  concede  it  may  be  time  to 
periment.  Metro -Goldwyn-Mayer 
Chairman  Alex  Yemenidjian  says  hisi 
has  taught  his  industry  valuable  less( 
"For  every  dollar  we  make  with  new  tt 
nology,"  he  says,  "we  lose  less  than  a  < 
lar  firom  all  the  others."  Nudged  by  g:, 
Comcast,  Hollywood  might  just  be  \ 
ing  to  shake  things  up.  ■ 

-By  Tom  Lowry  in  New  York 
Ronald  Grover  in  Los  Angeles,  i  { 
Stephanie  Anderson  Forest  in  Dc 
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Impresario 

has  brought  urban  style 
to  mainstream  Amenca 
and  helped  other  big 
marketers  do  the  same. 
An  inside  look  at  his 
growing  influence. 

BY  SUSAN  BERFIELD 

PHOTOGRAPHS  BY  HENRY  LEUTWYLER 


COVER  STORY 


USSELL  SIMMONS  LIVES,  AND  VERY 
coirifortably  at  that,  at  a  curious  in- 
tersection: He's  in  Corporate  Ameri- 
ca but  not  quite  of  it.  He  is,  as  every- 
one says,  the  impresario  of  hip-hop,  a 
self-taught,  self-made  46-year-old 
entrepreneur  who  in  the  past  two 
decades  started  two  of  the  most  suc- 
cessful enterprises  of  their  kind:  the 
hip -hop  music  label  Def  Jam  and  the 
clothing  line  Phat  Farm.  Simmons, 
more  than  anyone  else,  has  helped 
bring  an  urban  sensibiUty,  with  its  bravado,  its  exaggerated  de- 
sires, its  urgent  longing  for  the  good  life,  to  popular  culture:  It's 
the  Nu  American  Dream. 

Phat  Farm,  a  $263  million  company,  sells  itself  as  "classic 
American  flava  with  a  twist"  and  its  logo  is  an  upside-down 
American  flag.  One  of  Simmons'  new  clothing  lines.  Run  Ath- 
letics, is  featured  in  Sears  Roebuck  &  Co.  and  J.C.  Penney  Co. 
Another,  Def  Jam  University,  will  be  available  in  Sears  next  year; 
it  alone  could  be  worth  $100  million  before  the  end  of  the 
decade.  Already,  Phat  Farm  does  its  best  business  in  a  chain  of 
stores  called  d.e.m.o.,  located  almost  entirely  in  suburban  malls. 
The  word  phat  ("highly  attractive  or  gratifying")  has  been 
added  to  the  Merriam-Webster  Collegiate  Dictionary. 

There  is  hardly  a  major  consumer  company  around  that  isn't 
trying  to  cash  in  on  hip-hop's  singular  popularity,  if  not  its  edgy 
authenticity.  Hip-hop  music,  and  its  signature  style,  rap, 
emerged  from  mostly  impoverished,  largely  African-American 
urban  neighborhoods,  grew  into  an  entire  way  of  life,  and  today 
dominates  youth  culture.  It's  not  about  race  or  place.  It's  an  at- 
titude, a  state  of  mind.  Marketing  experts  estimate  that  one- 
quarter  of  all  discretionary  spending  in  America  today  is  influ- 
enced by  hip-hop.  Coke,  Pepsi,  Heineken,  Courvoisier, 
McDonald's,  Motorola,  Gap,  Cover  Girl— even  milk:  They  all 
use  hip-hop  to  sell  themselves.  "There  has  been  a  bona  fide  cul- 
tural shift,"  says  Marian  Salzman,  chief  strategic  officer  at  ad- 
vertising agency  Euro  RSCG  Worldwide.  "This  is  the  new  main- 
stream," says  Erin  Patton,  president  of  the  Mastermind  Group, 
marketing  consultants.  And,  in  truth,  there  is  no  easy  way  to 
fully  calculate  its  impact  on  our  clothes,  cars,  movies,  music, 
commercials,  our  very  language. 

FLUID  AND  FRUGAL 

SIMMONS  IS  WHAT  YOU  MIGHT  call  an  extreme  entrepreneur, 
and  he  has  created  a  new  kind  of  empire,  one  that  is  organic  (he 
operates  more  on  instinct  than  anything  else),  fluid  (business- 
es come  and  go),  and  frugal  (he  usually  doesn't  risk  much  of  his 
own  money).  In  some  ways,  the  company's  name— Rush  Com- 
munications Inc.— says  it  all.  Rush,  which  was  Simmons'  child- 
hood nickname,  at  once  summons  up  the  defiant,  impatient, 
hungry  stance  that  is  hip -hop.  "Any  company  that  wants  to  tap 
into  the  youth  market  today  has  to  pay  attention  to  Russell," 
says  Frank  Cooper,  the  head  of  multicultural  market  develop- 
ment at  Pepsi.  "He  is  one  of  the  principal  architects  of  hip-hop 
culture.  It's  a  market  that  is  massive  and  that  is  global." 

Simmons  prefers  to  call  himself  a  pioneer,  and  a  generation 
of  young,  brash  entrepreneurs  has  come  to  regard  him  as  such. 
"Here's  what  other  people's  business  plan  is:  Let  Russell  bash 
his  head,"  he  jokes,  "and  then  we'll  follow."  Rush  Communi- 
cations has  ventured  into  nearly  every  haunt  of  popular  culture. 
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Hip-Hop  Empire     ^^ 

From  his  perch  atop  Rush  Communications,  a  I  J* 
company  for  his  ventures,  Simmons  controls  a  f^^^^^ 
diverse  network  of  businesses:  |  ,12003 

FASHION  i 

PHAT  FASHIONS  launched  1992,  $263  million  sales  (wholes  mn^ 
2002;  profits  of  about  $29  million 

■  PHAT  FARM  MEN'S  WEAR  $127  million  in  sales 

■  BABY  PHAT  $38  million  in  sales 

■  PHAT  FARM  BOYS  AND  BABY  PHAT  GIRLZ  $40  million  i 

■  PHAT  FARM  FOOTWEAR  $38  million  in  sales 
■ACCESSORIES  from  perfume  to  underwear,  $20  million  in  s 

■  RUN  ATHLETICS  launched  this  year 

■  DEF  JAM  UNIVERSITY  out  in  2004 
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Phat    Farm    has    grown   to    include    a 
women's  line  called  Baby  Phat  as  well  as 
children's  clothes,  sneakers,  and  acces- 
sories. The  entertainment  group  has  pro- 
duced two  popular  programs  for  HBO  and  a 
Tony  Award-winning  Broadway  show.  This 
year  Simmons  introduced  the  Rush  Visa 
Card,  a  prepaid  debit  card  for  people  who  may 
or  may  not  have  a  bank  accoimt.  There's  even 
a  vitamin-fortified  energy  drink,  DefConS,  that 
is  now  selling  in  5,000  7-Eleven  stores  aroimd  the  country. 
Over  the  years,  Simmons  has  also  opened  and  closed  an 
vertising  agency,  developed  and  sold  a  Web  site,  launched  i 


eon  the 


Hip-hop  racked  up  some$2  billion  in  clothing  sales  last  year )}  8Mile,  a  movie  st  islEi 
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»-LATHAN  MEDIA  GROUP  started  with  veteran  television 
itan  Lathan  in  1989. 

|MEDY  JAM  a  stand-up  comedy  show  that  aired  on  HBO 
I  years,  beginning  in  1992. 

FRY  JAM  a  show  featuring  poetry  readings,  now  on  HBO, 

LL  SIMMONS  DEF  POETRY  JAM  ON  BROADWAY  won  a 

1003;  an  international  tour  begins  later  this  year. 

I  including  The  Nutty  Professor. 

ID  magazine  launched  in  1995, 250,000  subscribers; 
ib\e. 
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lurban  market. 
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»A  CARD  AND  BABY  baby  pmat  riEnecR 

I  VISA  CARD,  prepaid 
5,introduced  this  year  to  provide  financial  options  to  those 
|nk  accounts.  So  far,  100,000  members  have  signed  up. 

MER  PRODUCTS 

DITION  RUSSELL  SIMMONS 
RE  i90c  MOBILE  PHONE, 

a,  introduced  in  2002;  Kimora  Lee 
phone  came  out  this  year 

an  energy  soda,  launched  in  the 
f  2003,  sold  in  7-Eleven  stores. 


«THROPY 

ILANTHROPIC  ARTS  FOUNDATION 

1995  to  provide  disadvantaged 

access  to  the  arts;  gave  away  $350,000  last  year. 

SUMMIT  ACTION  NETWORK  founded  2001  with  former 
ad  Benjamin  F.  Chavis.  The  group  organizes  gatherings- 
part  concert-in  cities  such  as  Detroit,  Philadelphia,  and 
im.  Teamed  up  with  World  Wrestling  Entertainment  in 
r  to  register  2  million  voters  before  the  2004  Presidential 


[y  magazine,  and  discarded  the  idea  of  creating  a  chain  of 
bod  vegan  restaurants  (he  long  ago  gave  up  eating  "any- 
that  nins  away  from  me").  He  has  started  the  Rush  Phil- 
opic  Arts  Foundation,  which  gave  away  about  $350,000 
ear  to  groups  that  introduce  underprivileged  kids  to  the 
and  the  Hip-Hop  Summit  Action  Network,  which  tries  to 
ade  teenagers  to  become  involved  in  politics. 

ons  himself  has  found  favor  with  some  of  the  most 

aced  companies  around.  He  was  the  first  person  to  design 

ies  of  limited-edition  Motorola  Inc.  cell  phones  with  his 

;  on  them.  His  wife,  Kimora  Lee  Simmons,  a  27-year-old 

er  model  who  started  the  Baby  Phat  women's  line  three 

,eil  1  ago,  is  the  second.  He  also  advises  Motorola  on  how  to  in- 


sinuate itself  further  into  the  hip-hop  community,  where  a  cell 
phone  has  become  a  fashion  statement.  As  Tamara  S.  Franklin, 
the  director  of  strategic  planning  and  new  business  develop- 
ment for  Motorola's  iDEN  subscriber  group,  puts  it:  "We  want 
to  intertwine  our  brands." 

Simmons  struck  a  marketing  agreement  with  Grimoldi,  an 
Italian  luxury  watchmaker,  as  it  was  first  entering  the  U.S., 
largely  on  the  basis  of  a  single  phone  call  he  made  to  introduce 
the  company's  young  chief  executive  to  Donald  Trump.  Sim- 
mons and  Trump  might  seem  an  unlikely  pair,  but  they've  been 
friends  for  years.  "Russell  has  a  great  ability  to  see  where  the 
world  is  going  and  to  take  advantage  of  it,"  Trump  says.  These 
days,  Simmons,  who  invested  in  Grimoldi,  features  the  oval- 
shaped  watches  in  Phat  Farm  ads,  hands  out  the  $l,800-plus 
pieces  to  everyone  from  Arnold  Schwarzenegger  to  Nike's  $90 
million  man,  LeBron  James,  and  offers  design  suggestions  (yel- 
low bands  for  summer  and,  always,  more  diamonds). 

Recently,  Pepsico,  the  company  that  Simmons  once  threatened 
to  boycott  after  it  dropped  Def  Jam  artist  Ludacris  as  a 
spokesman,  has  taken  an  interest  in  DefCon3.  "Our  goal  in  2004 
is  to  become  much  more  ingrained  in  the  lifestyle  of  the  hip-hop 
commimity,"  says  Cooper.  General  Motors  Corp.  is  even  consid- 
ering putting  out  a  Russell  Simmons  Yukon  DenaH.  "He's  an 
icon,"  says  Chris  Robinson,  the  director  of  diversity  sales  and 
marketing  at  GM.  "What  he  touches  usually  turns  to  gold." 

ULTIMATE  STATUSSYMBOL 

FOR  THESE  COMPANIES,  Simmons  is  a  guide  into  an  unfamil- 
iar world,  one  that  can  be  coarse,  raw,  and  violent.  The  songs, 
Simmons  says,  are  real,  if  uncomfortable  expressions  of  life  on 
the  streets.  In  the  mid-1990s,  two  of  the  most  popular  rappers 
around,  Tbpac  Shakur  and  the  Notorious  B.I.G.,  were  murdered. 
Others  have  lived  perilously  close  to  disaster:  Beanie  Sigel,  a  con- 
victed felon  whose  clothing  line  is  called  State  Property,  is  facmg 
trial  for  gun  possession.  Jay-Z,  who  has  designed  a  collection  of 
Reebok  sneakers,  was  a  former  crack  dealer;  50  Cent,  who  soon 
will  have  his  own  Une  of  sneakers  too,  boasts  of  being  shot  nine 
times.  About  which  Micky  Pant,  Reebok's  chief  marketing  officer, 
says:  "They  were  brought  up  imder  extraordinarily  difficult  cir- 
cumstances. We  judge  people  by  their  actions  now."  There  are 
many  good  reasons  for  this  tolerance.  One  is  that  when  Reebok 
launched  the  limited  edition,  $100  S.  Carter  shoe  QaY'^'s  real 
name  is  Shawn  Carter)  on  Easter  weekend,  it  sold  faster  than  any 
shoe  in  Reebok's  history.  The  next  day,  says  Pant,  the  S  dot,  as  it's 
called,  was  on  eBay  going  for  $250  a  pair. 

The  seamy  side  of  hip-hop  is  what  makes  Simmons  so  valu- 
able to  mainstream  marketers  who  want  to  adopt  whaf  s  fresh 
about  hip-hop  without  appearing  to  condone  what's  danger- 
ous. They  trust  Simmons  to  navigate  the  fine  line  between  edgy 
and  appalling,  authentic  and  offensive.  Or,  as  Antonio  Piredda, 
the  35-year-old  head  of  Grimoldi,  says:  "I  know  that  Russell 
can  figure  out  what  is  good  and  what  is  not." 

For  Simmons,  as  much  as  the  artists,  these  deals  are  the  ul- 
timate status  symbol,  a  sign  that  hip-hop  can  feed  off"  the  cor- 
porate world  and  not  just  the  other  way  around.  "To  us  it's  not 
selling  out,"  he  says.  "We  want  what  represents  success." 

Simmons  is  in  some  ways  the  perfect  21st-century  company 
man:  a  celebrated  executive  who  unashamedly  promotes  his 
products  and  political  concerns,  often  at  the  same  time.  At  some 
25  store  appearances  this  year,  during  dozens  of  television  and 
radio  interviews,  at  the  regular  talks  he  has  with  school  kids  in 


ist  Eminem,  grossed  $51.2  million  its  first  weekend,  more  than  Jurassic  Park  j!^ 
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his  Manhattan  office,  at  his  Hip-Hop  summits  around  the 
coimtry,  at  his  annual  Hamptons  flind-raiser  for  his  foundation, 
and,  this  spring,  at  the  rallies  he  sponsored  to  protest  New  York 
State's  harsh  penalties  for  no:i\iolent  drug  crimes,  Simmons 
never,  ever  mentions  one  vvithout  the  other.  The  ads  for  a  new 
line  of  sneakers  include  calls  for  reparations  for  African  Amer- 
icans, and  the  label  on  DefCon3  says:  ''Energize  yourself  and 
empower  your  comin^unit}'  by  drinking  a  healthier  smart  ener- 
gy soda  that  gives  bick."  He  says  that  a  portion  of  sales  from 
both  the  sneakers  and  the  soda  will  go  to  the  cause. 


««l 
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MISUNDERESTIMATED' 

YET  WHEN  IT  COMES  TO  ASSESSING  the  relationship  between 
his  hip-hop  nation  and  Corporate  America,  Simmons  is  decid- 
edly ambivalent.  He  has  seen  up  close  how  some  companies  try 
to  take  advantage  of  the  urban  commuruty's  abihtv'  to  detect 
and  set  cultural  trends  without  bankrolling  its  entrepreneurs; 
yet  he  has  benefited  greatiy  from  not  being  taken  seriously  at 


DRINK  UP       ^g^ 

Jay-z        ^^^ 

toasts          (    t       \  i 
Heineken    J^-^v  .^        ^^ 

Got  Something 
ToSeU? 
Sign  a  Rapper 

Big  companies  can't  get  enough 
of  hip-hop 

HEINEKEN  signed  Jay-Z  for  a  commercial  that 
debuted  during  the  Grammy  Awards  telecast 

GAP  paired  Madonna  with  rap  artist 

Missy  Elliott  this  fall 

GAP  GIRL 

Rapper                       -j,,^ 
Missy                    *^          \ 
Elliott              /    ^            \ 

1^ 

MCDONALD'S  has  introduced  new 
commercials  that  feature  a  hip-hop  beat  and 
sometime-rapper  Justin  Timberlake 

REEBOK  sponsored  the  summer  tour  of 
hip-hop  stars  Jay-Z  and  50  Cent 

COCA-COLA  backed  performances  by  several 
hip-hop  artists,  billing  the  shows  as  Coca- 
Cola's  Nu  Classic  Soul 

^2^^Pf           ^    4f       ^^ 

m 

COVER  GIRL  has  added  Queen  Latifah  to  its 
roster  of  spokesmodels 

PEPSI  AND  L'OREAL  use  singer  and  actress 

Beyonce  to  promote  products 

K.  -  - 

THE  "GOT  MILK"  CAMPAIGN  put  the  milk 
moustache  on  rapper  Nelly 

first,  from  being  "misimderestimated,''  as  it  were.  "I  could  com- 
plain about  the  lack  of  cultural  sensiti\'ity,''  he  says,  "but  I  also 
say  that  because  of  the  old  guys'  stupidity-  Fm  here  in  the  first 
place.  If  the  music  business  imderstood  hip-hop  in  the  begin- 
ning, I  wouldn't  have  built  Def  Jam.  If  Holl\-vvood  knew  about 
Chris  Rock,  I  wouldn't  have  had  Def  Comedy  Jam  [an  HBO 
show].  If  the  banks  served  these  folks,  I  wouldn't  be  here  with 
the  Rush  Card.  I  wouldn't  be  here  without  their  arrogance." 

"Here"  in  this  case  is  an  extravagantly  maintained  $14  milhon 
estate  in  suburban  New  Jersey,  which  he  bought  two  years  ago 


for  his  wife,  who  eagerly  mentions  that  it  is  among  the  big 
homes  on  the  East  Coast  It  includes  an  indoor  pool,  a  movie  1 
ater,  a  gym,  11  bedrooms,  furniture  that  Gianni  Versace 
owned,  se\^ral  Swarovski  crystal  chandeliers,  at  least  one ; 
ure  Egyptian  vase.  His  touches  include  a  photograph  of  J 
Farrakhan  hanging  in  the  dining  room  and,  in  the  foyer, ; 
sign  that  says  "Waiting  Room  for  Colored  People."  In  the  g£ 
are  Kimora  Lee's  Bendey,  which  she's  about  to  trade  in  for  •< 
tra-long  Maybach,  and  what  Simmons  calls  his  Osama-mobi! 
Ford  Expedition  with  a  500-channel  TV. 

On  a  July  afternoon,  Simmons  sits  on  a  yellow  brocade  cc 
in  his  Uving  room,  legs  folded  under  him,  his  signature 
phone,  a  Motorola  two-way,  and  a  can  of  DefConS  at  hand, 
wearing  what  he  always  wears:  Phat  Farm's  preppy,  ba 
clothes,  baseball  cap,  and  white  sneakers.  This  is  a  crucial 
for  Simmons.  After  11  years  of  going  it  alone,  he's  hoping  l 
Phat  Farm,  for  a  couple  of  hundred  million  dollars,  to  one  ( 
big  apparel  companies  so  he  can  "amp  up"  and  devote  mor 
his  time  to  designing  and  marketing  the  clothing  line.  Simmj 
wants  Phat  Farm  to  be  a  multibi 
dollar  business,  the  next  Polo 
Lauren,  and  only  a  corporation  withi 
rious  resources  can  get  him  there.  A 
Simmons  knows  that  the  allure  off 
wall  inevitably  fade;  indeed,  so  far  1 
year,  sales  of  rap  music  have  ac 
fallen  8%.  Simmons'  hip-hop  empi 
bigger  than  that,  but  still,  he  want! 
make  sure  it  is  safely  ensconced  inf 
EstabUshmenL 

Simmons  generally  says  ^^afsj 
his  mind,  but  Marde  Corbett,  an  t 
getic  54-year-old  fashion  veteran 
is  president  of  Phat  Farm,  has 
seled  that  he's  better  off"  not  m 
names.  So  he  continues:  "There's  1 
a  lack  of  vision  on  the  part  of 
clothing  companies.  We've  been  a\ 
looked."  Nothing  infuriates  Si 
more  than  someone  dismissing 
Farm  as  an  ethnic  label.  Urban  wea 
it's  called,  is  a  $2  billion  business,! 
cording  to  Marshal  Cohen,  an  an£| 
at  NPD  Group.  It's  the  fastest-gro 
segment  in  an  otherwise  dreary 
ion  industrv;  and  is  sold  around] 
coimtry,  often  to  white,  suburban  t^ 
agers.  It  ranges  from  Phat  Farm's 
sual  chic  to  Sean  Jean's  more  flamlj 
ant  men's  wear  (put  out  by  liip-| 
executive  and  J.  Lo-ex  P.  Diddy). 
retailer,  you'd  be  blacklisted  by  il 
siuners  if  you  don't  have  an  urban  line,"  says  Cohen.  Dei  j 
Flowers,  senior  buyer  for  young  men's  wear  at  J.C.  Penney, 
hip-hop  labels  account  for  half  of  all  sales  in  his  departmeml 
By  mid-August,  Simmons  is  more  hopeful.  Ruby  Azrak j 
boisterous,  fast-talking  Brooklyn  native  who  holds  a 
Phat  Farm  and  serves  as  Simmons'  alter  ego  in  the  bustl 
world.  He  also  oversees  the  hcenses  for  the  company  and! 
just  worked  out  a  deal  with  Kellwood  Co.,  a  $2.6  billion  clotll 
maker,  to  put  out  the  more  modestiy  priced  Def  Jam  Univeij 
Hal  J.  Upbin,  the  head  of  Kellwood,  says  of  his  partnership  • 


When  the  song  Pass  the  Courvoisier  came  out  last  year,  sales  of  the  cognac  rose : 
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Simmons:  "At  first  I  wasn't  sure  what  to  expect.  But 
I  became  increasingly  comfortable  with  what  he 
stands  for  in  the  hip-hop  community.  We  would  Uke 
to  evolve  our  relationship  further." 

Simmons  is  sitting  in  his  office,  which  is  located  in 
Manhattan's  fashion  district  but  looks  for  all  the 
world  like  a  men's  club,  with  its  mahogany-paneled  walls,  leather 
couch,  and  Oriental  rug.  Though  he  practices  yoga  daily  and 
meditates  in  fi-ont  of  a  shrine  that  includes  a  statue  of  the  Hindu 
goddess  of  wealth,  Laxmi,  serene  he  is  not.  Simmons  is  hyperki- 
netic, uneasy  with  lulls,  an  executive  whose  stance  is  simple: 
Bring  it  on.  And  now  that  he's  on  the  verge  of  making  the  biggest 
deal  of  his  life  he  can't  stop  talking  about  it,  even  though  Corbett 
and  Azrak  are  signaling  him  to  stay  quiet.  "You  know  how  Wall 
Street  wants  pubUc  companies  to  grow?"  he  says.  "Well,  the 
street  wants  us  to  grow.  The  street  is  watching.  The  hip-hop  com- 
munity takes  pride  in  growth.  They  love  big.  Not  cool,  small,  and 
alternative.  Hip-hop  aspires  to  own  the  mainstream." 

That  ambition  is  key  to  understanding  hip-hop's  new  gener- 
ation of  streetwise,  swaggering  entrepreneurs,  educated,  as 
they  say,  in  the  school  of  hard  knocks.  Indeed,  almost  everyone 
connected  to  hip-hop  seems  to  have  an  incipient  business  ven- 
ture or  two  on  the  side.  Kevin  Leong,  the  25-year-old  head  of 
design  at  Phat  Farm,  has  his  own  company.  Black  Bean  Sauce; 
he  created  pouches  for  Simmons'  Motorola  phones.  As  David 
Mays,  the  34-year-old  Harvard- educated  co-founder  of  the  hip- 
hop  magazine  The  Source,  says:  "People  want  to  start  their  avm 


HOLY  MAN  Simmons' 
rapper  brother  Run 
was  ordained  as  a 
minister  in  1994 


businesses  and  think  they  can.  It's  one  of  the  staples  of  oi 
ture."  Damon  Dash,  for  example,  is  a  32-year-old 
who,  with  Jay-Z,  runs  Roc-a-Fella  Enterprises,  which  at] 
coimt  included  a  clothing  line,  music  label,  moviemaking 
terprise,  and  a  brand  of  vodka,  Armadale.  He  states  the  ] 
ethos  with  a  certain  crass  elegance:  "People  exploit  us,  an[ 
exploit  them  back.  If  they're  going  to  make  a  buck  off  us, 
make  a  buck  oflFthem.  That's  just  the  way  if  s  going  to  be." 
for  the  lucky  ones,  is  the  Nu  American  Dream. 

STRAIGHT  OUT  OF  HOLLIS 

RUSSELL  SIMMONS  STARTED  OUT  as  a  smalltime  hustll 
the  middle-class  neighborhood  of  HoUis,  in  Queens,  N." 
was  raised  by  parents  who  had  both  graduated  from  college! 
father  worked  for  the  board  of  education,  his  mother  for  thij 
recreation  department.  As  a  teenager,  Simmons  ran  with  i 
cal  hoodlimis,  sometimes  dealt  drugs,  mostiy  spent  the : 
on  clothes. 

He  emolled  in  the  City  College  of  New  York  in  1975,  at  a  J 
when  hip-hop  was  just  emerging  from  the  streets  of  Qui 
and  Harlem.  He  had  an  immediate  entree  right  into  the  C(| 
of  it  all:  His  yoimger  brother,  Joey,  was  a  rapper  whose  gr 
Rim-DMC,  was  starting  to  get  some  attention.  Russell,  al  I 
enterprising,  became  their  manager,  then  took  on  other  gr(| 
dropped  out  of  school  just  short  of  graduation,  and  event 
co-founded  Def  Jam  with  another  promoter,  Rick  Rubin,  a  | 
York  University  undergrad  from  Long  Island. 

Over  the  next  decade,  as  hip-hop's  influence  spread,  RJ 
and  Joey,  or  Run,  as  he  is  known,  hved  large:  They  tourctf 
world,  took  drugs,  dated  models.  In  those  early  years,  the 
hip-hop  was  still  largely  ignored  by  the  major  record  coil 
nies.  "We  were  left  alone  to  incubate  ourselves,"  says  Lyof 
hen,  who  was  bom  to  IsraeU  parents,  raised  in  Los  Angelesj 
started  working  with  the  Simmons  brothers  u| 
early  1980s.  By  1985,  hip-hop's  popularity  coi 
longer  be  brushed  aside;  Sony  Corp.  signed  a  i 
bution  deal  with  Def  Jam.  (When  the  company  e| 
tually  was  bought  by  Universal  Music  it  was 
bined  with  a  rock-and-pop  label  to  become  Islanf^ 
Jam.)  Throughout  this  time,  Cohen  managec 
business  with  varying  degrees  of  involvement  by  Si 
Now  the  label,  last  year  the  industry's  second-largest,  with 
of  more  than  $700  million,  is  nm  solely  by  Cohen. 

By  the  mid-1980s,  the  strangely  alluring,  sometimes  lopsj 
relationship  between  hip-hop  and  the  business  world  ha<f 
gun.  Run-DMC  came  out  with  a  song  about  Adidas  sneakej 
1986  and  ended  up  with  a  milhon-dollar  endorsement  conij 
"We  weren't  trying  to  sell  Adidas  at  first.  I  wrote  a  song  al 
what  was  in  my  life.  We  were  doing  what  we  loved,  ancj 
money  followed,"  says  Reverend  Run  (he  was  ordained  bjl 
Ministries  Community  Congregation  in  New  York  in  111 
Now,  in  a  fitting  reprise,  he  is  in  charge  of  Phat  Farm  Foot^j 
Since  those  more  innocent  days,  marketers  and  rappers " 
have  set  about  to  exploit  that  potential  much  more  systemal 
ly.  When  Barbara  Jackson,  a  vice-president  of  marketing  at  A 
Domecq,  the  company  that  sells  Courvoisier,  wanted  to  intrcf 
the  cognac  to  the  hip-hop  community,  she  turned  to  Simnl 
advertising  agency,  dRush,  for  help.  And  what  do  you  kno>f 
the  simimer  of  2002,  popular  rappers  Busta  Rhymes  and  P.| 
dy  (also  known  as  Puff"  Daddy)  put  out  a  song  called  PaA 
Courvoisier  with  a  chorus  that  included  the  lines:  "Give  me  \ 


^  All  top  10  songs  on  the  Billboard  chart  in  the  first  week  of  October  featured  n 
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makes  me  look  like  a  shopping  genius.  All  these  bells  and  whistles  for  far  less  than  I  ever  expected  to  spend  on  a 
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COYER STORY 


MUSIC  MAN  Lyor 

Cohen  runs  island 
Def  Jam,  now  owned 
by  Universal  Music 

money,  you  am  give  me 
some  cars.  You  can  give 
me  the  bitch,  but  make 
sure  you  pass  the  Cour- 
voisier."  Jackson  de- 
scribes her  reaction: 
"As  a  marketer,  you're 
thrilled.  You  can't  buy 
this.  Well,  you  could, 
but  it's  more  credible 
when  you  don't  have 
to."  Sales  of  the  vener- 
able cognac  spiked 
20%  that  year.  Cour- 
voisier  didn't  pay  Bus- 
ta  Rhymes  for  the  song.  It  never  signed  a  contract  with  him.  It  did 
sponsor  grand  parties  after  his  concerts. 

Simmons,  of  course,  has  been  trading  on  his  name  ever  since 
he  laimched  Phat  Farm  in  1992.  Back  then.  Tommy  Hilfiger 
clothes  had  become  the  uniform  of  choice  on  the  street,  and  the 
black-owned  FUBU  (For  Us  By  Us)  was  starting  to  establish  it- 
self. Simmons  figured  there  would  be  interest  in  an  alternative 
if  it  came  firom  him  and  he  began  putting  together  the  pieces  of 
a  fashion  company,  all  the  while  jetting  back  and  forth  to  Hol- 
K'wood,  where  he  and  Brian  Grazer  pro- 
duced The  Nutty  Professor.  Then  he  discov- 
ered yoga  and  met  Kimora  Lee,  and  both 
began  to  take  hold  of  him.  He  gave  up 
drinking,  gave  up  smoking,  gave  up  meat, 
gave  up  ftu-  (much  to  Kimora  Lee's  dis- 
may). And  in  1998,  he  approached  Ruby 
Azrak,  who  had  been  in  tiie  men's  under- 
wear business  for  three  decades  and 
whom  he  knew  fix)m  New  York  fashion 
shows,  for  advice  on  how  to  run  Phat 
Farm.  "He  was  an  absentee  owner  in  the 
apparel  business,  and  you  can  get  de- 
stroyed that  way,"  says  Azrak.  "He  was 
looking  for  me  to  guide  him." 

Azrak's  first  suggestion  was  to  get  out  of 
the  manufacturing  business  and  go  into  U- 
censing  instead.  Two  weeks  later  they 
dosed  a  $75  million  Ucensing  deal  on  a 
handshake.  "I  knew  his  word  was  fabu- 
lous," saj's  Azrak.  "That's  the  way  he  runs 
his  life.  He  doesn't  walk  around  with  a 
posse,  or  bodygtxards.  He's  not  on  an  ego 
trip."  Soon  Azrak,  a  Syrian  Jew  who  lives 
on  the  same  Brooklyn  street  where  he 
was  bom  and  keeps  a  Hebrew  prayer 
on  his  oflBce  wall,  took  a  stake  in  what 
was  then  about  a  $15  million  company 
Now  the  apparel  business  is  nearly  20  times 
that  size  and  he,  Lyor  Cohen,  and  another 
investor  they  decline  to  identify  own  40%  of 
it;  Russell  and  Kimora  Lee  own  the  rest 


Azrak  describes  his  role  this  way:  "I  do  the  business  deals, ' 
once  the  contract  is  signed,  then  everything  goes  to  Russell, 
approves  all  the  designs,  the  samples,  the  marketing.  He  doe 
try  to  explain  hip-hop  to  me.  I  leave  it  all  up  to  him." 

NU  AMERICAN  DREAM 

THESE  DAYS,  SIMMONS  works  hard  at  being  a  role  model 
he  says:  "I  manage  people  creatively,  not  really  as  a  businej 
tell  the  kids  at  Phat  Farm  to  be  honest,  have  integrity."  He  oi 
asked  them  to  read  Deepak  Chopra's  The  Seven  Spiritual 
Success,  and  write  a  report.  Simmons  is  also  the  cultural  st| 
dard-bearer  "Everybody  has  to  learn  his  philosophy,"  says  \ 
orr  Janha,  vice-president  of  marketing.  "The  Nu  Ame: 
Dream  means  to  have  high  aspirations  in  life,  that  it's  possi 
be  an  entrepreneur.  Classic  American  Flava  means  we  w; 
be  accepted  by  all  without  forgetting  we're  bom  out  of  hip-h 
This,  then,  is  the  company  that  Russell  Simmons  is  tr\'in| 
sell  to  Kellwood,  to  Tommy  Hilfiger,  to  the  Gap,  to  almost  a{ 
one  who  can  help  him  become  what  he  really  wants  to  be 
stitution.  "We  want  to  sell  a  bunch  of  jeans,  suits,  furniture, 
elry,  lingerie.  Kimora  is  going  to  sell  a  bimch  of  womi 
clothes,"  he  says.  "We  want  to  be  distributed  in  Greenwich, 
necticuL"  This,  for  Simmons,  is  the  Nu  American  Dream. 
-With  Diane  Brady  and  Tom  Lowry  in  New  Ij 
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For  more  on  Simmons'  partnerships 
with  Kimora  Lee  and  Reverend  Run,  please  go  to 
http://www.businessweek.com/maga2ine/extra.c0m 


URBAN  PIONEER 


Russell  Simmons 

Promoting  his  products  and  his  politics 
at  the  same  time 

BORH  Oct.  4, 1957.  in  a  middle- 
class  neighborhood  in  Queens,  NY. 

EDUCATION  Dropped  out  of  City 
College  of  New  York  in  1979,  just 
before  graduation. 

POSmON  Godfather  of  hip-hop. 
More  formally,  chairman  and  chief 
executive  of  Rush  Communications, 
which  includes,  most  notably,  the 
11-year-old  clothing  line  Phat  Farm. 

STREET  CRED  Co-founded  the 
hugely  successful  hip-hop 
record  label,  Def  Jam,  and  sold 
it  to  Universal  Music  in  1999  for 
$120  million.  Remains 
chairman  of  Def  Jam. 

CORPORATE  TIES  Put  out  a 

signature  cell  phone  with 
Motorola;  offers  a  prepaid  debit 
card,  the  Rush  Visa  Card; 
counsels  Courvoisier  on  how  to 
sell  to  the  hip-hop  community. 


FAMILY  MAN  Married  to  27-year- 
old  former  model,  Kimora  Lee;  two 
daughters,  Ming  Lee,  3,  and  Aoki  Le 
1.  His  younger  brother  is  rap  star  Ru 
of  Run-DMC.  His  older  brother, 
Danny,  is  vice-president  of  the  Rus^ 
Philanthropic  Arts  Foundation. 

HIS  RAP  "Hip-hop  is  all  about  thr 
American  Dream.  They  see  it  and 
they  want  it.  We're  aspiring  to  take 
over  the  mainstream." 

WHATS  IN  HIS  WALLET  A  Rusf 
Card,  a  verse  from  the  Yoga  Sutrsr. 
ofPatanjali. 

WHAT  HE  DRIVES  (or  is  driven  ir 
His  "Osama-mobile,"  a  Ford  SUV 
with  a  500-channel  television. 

WHERE  HE  LIVES  A  $14  million 
estate  in  suburban  New  Jersey. 


More  than  30  universities  teach  courses  on  hip-hop,  including  Harvard  and  M 
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Spending  time  with 
your  company  helps  us 
understand  its  risks. 


PROPEMTT 


WOKKEKS  COMP 


Sure,  our  underwriters  are  a  little  bit... unique.  But  then,  so  is  your 
business.  At  Liberty  Mutual  our  undenwriters  get  to  know  your  company 
firsthand.  We  learn  about  your  products,  your  day-to-day  operations, 
speak  face-to-face  with  your  managers,  and  ask  the  questions  that 
allow  us  to  see  beyond  just  the  facts  on  paper.  This  kind  of  intimate 
knowledge  helps  us  identify  the  risks  that  may  result  in  lawsuits  or 
damage  to  your  company's  reputation.  It  also  allows  us  to  recommend 
coverage  at  a  price  that's  appropriate  for  you.  Because  if  there's  one 
thing  our  90  years  of  experience  has  taught  us,  it's  ttiat  unique  companies 
deserve  a  unique  approach  to  insurance.  Group  hug  anyone? 


I 


RE  THAN  1MSURANCE.  IT'S  INSURAMCE  fn  ACTION 


For  niOf^itflonffauUf^g^i^wwWmjSnyfnutusffTcofft^^ 


Liberty 
Mutual 

e  2003  Liberty  Mutual  Group 


Finance  Accountin 


Honesty  Is 
A  Pricey  Policy 

Execs  are  grumbling  about  the  steep  costs 
of  complying  with  new  financial  controls 


TARTING  NEXT  YEAR, 
manufacturers  will  have  to 
prove  that  they  can  trace 
their  products  from  assem- 
I  bly  line  to  customer.  Temp 
agencies  will  have  to  show 
that  the  hours  they  bill 
match  those  worked  by  their  employees. 
And  public  companies  in  all  industries  will 
have  to  document  that  they  have  similar 
systems  to  keep  their  books  in  order 

The  thought  is  giving  companies  the 
heebie-jeebies.  Execs  grumble  that  pro- 
posed new  rules  will  be  costly,  cumber- 
some, and  often  redundant.  What's  more, 
the  new  system  could  put  company  direc- 
tors into  awkward  relationships  with 
their  external  auditors,  who  have  been 
handed  a  fat  new  source  of  fees  as  well  as 
a  much-enlarged  oversight  role.  Share- 
holders could  also  be  in  for  some  surpris- 
es: They  could  find  that  the  auditors  ap- 


High  Hoops 

Companies  are  up  in  arms  about 
plans  by  the  PCAOB  to  force  them  to 
beef  up  their  internal  financial 
controls.  Their  complaints: 

■  Compliance  costs  are  likely  to  total 
$7  billion  a  year  for  listed  companies 


I  Auditors  are  charging  50%  to  100%  more 
than  last  year  because  of  the  extra  work 

■  CEOs  and  CFOs  must  certify  that  the 
controls  work,  increasing  their  legal 
exposure 


■  Potential  conflicts  of  interest  arise  as 
auditors  evaluate  the  work  of  the  audit 
committee  that  hired  them 


Data:  BusinessWeek 


prove  a  company's  overall  numbers  but 
give  it  a  failing  grade  on  internal  controls. 
Welcome  to  the  brave  new  world  of 
Section  404  of  the  2002  Sarbanes-Oxley 
Act,  which  requires  executives  and  audi- 
tors to  evaluate  companies'  internal  fi- 
nancial controls.  On  Oct.  7,  the  account- 
ing profession's  new  overseer,  the  PubUc 
Company  Accounting  Oversight  Board 
(PCAOB),  proposed  standards  to  guide 
auditors  and  companies  in  how  to  do 
that.  The  aim  is  to  prevent  the  kind  of  fi- 
nancial shenanigans  that  caused  melt- 
downs  at  WorldCom,  Enron,  and  a  host  of 
other  former  highfliers. 

STERN  OVERSEER 

SECTION  404  ISN'T  the  only  part  of  Sar- 
banes-Oxley that  irks  Corporate  America. 
Requirements  to  add  more  independent 
directors,  especially  those  with  financial 
expertise,  have  set  off  a  scramble  for  tal- 
ent at  scores  of  companies.  Executives 
also  chafe  at  the  law's  ban  on  loans  to 
cover  their  own  relocation  and  housing 
costs  as  well  as  a  confusing  ban  on  other 
services  auditors  can  provide. 

But  the  internal  control  rules  are  by  far 
the  most  contentious  and  potenti?'ly 
onerous  provisions.  Industry  experts  :,ay 
that  as  a  result  of  these  rules,  auditir 
costs  are  likely  to  double,  while  the  to.xd 
tab  for  compUance  could  top  $7  bilUon  in 
the  first  year.  Although  most  big  compa- 
nies can  afford  to  pay, 
the  costs  could  push 
some  smaller  compa- 
nies into  the  red.  Says 
Dennis    R.    Beresford, 
accounting  professor  at 
the  University  of  Geor- 
gia: "This  is  going  to  be 
very,  very  expensive." 


What's  worse,  the  bulk  of  the  extn  U 
penses  won't  be  one-shot  outlays- 
for  auditing  templates— but  will  bt' 
curred  annually.  For  instance,  the  i 
call  for  auditors  to  test  systems  every  ;ri 
even  if  they  haven't  been  changed,    for 

Unless  the  PCAOB  makes  major 
cessions  before  finalizing  the  rulejsK 
yearend,  investors  will  receive  up  to 
separate  notices  each  year  vouching ; 
company's  numbers.  Says  Dixie  L.  J' 
son,  a  corporate  lawyer  at  Fried,  Fr 
Harris,  Shriver  &  Jacobson:  "This  jut" 
massive  change  in  the  way  compa 
have  to  do  business." 

Congress  figured  that  improved 
trols  could  have  prevented  World! 
from  labeling  telephone-line  and  o 
operating  expenses  as  capital  m\ 
ments.  Indeed,  Beresford,  who  is  al 
director  of  WorldCom's  successor. 
Group,  says:  "Our  controls  were  av 
Now,  we  are  spending  millions  and 
Uons  to  ameliorate  them." 
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^'M,  the  new  rules  strike  many  execu- 

- !-  as  overkill.  "This  idea  that  a  CEO 

>:  't  know  what's  going  on  in  his  com- 

I  is  ridiculous,"  says  George  David, 

7:  pan  and  CEO  of  United  Technolo- 

^1   lorp.  "It's  belt  and  suspenders,"  says 

3.W  I  p.  Anderson,  chief  financial  officer 

"J(  ^er  International  Inc.  This  year,  he 

f  10  ts  to  pay  nearly  $10  million  for  au- 

ure  ,  twice  what  he  spent  last  year.  And 

execs  suspect  they  won't  gain 

"  FA  benefit.  Says  Brian  V.  Turner,  CFO 

jnstar  Inc.,  a  Bellevue  (Wash.)  com- 

ropi  ithat  operates  coin-counting  ma- 

"We  know  our  internal  controls 

well,  and  any  [extra]  information  I 


ived 


orl(  11  be  marginal." 


-■^  I  npanies  may  also  face  some  poten- 
i  u  iflicts  of  interest.  The  PCAOB's  drafl: 
isJlvill  require  company  auditors  to 
«or,lhow  well  the  board's  audit  commit- 
reai  tee  oversees  the  auditing  of 
anJif^  the  company.  In  short, 

audit  committees 


and  auditors  will  be  evaluating  one 
another. 

The  rules  may  have  other  farcical  re- 
sults. Even  the  PCAOB  foresees  that  an 
auditor  might  certify  a  company's  finan- 
cial statements  and  at  the  same  time  say 
its  financial  controls  are  lacking.  Auditors 
say  this  could  happen  when  a  company 
correcdy  totals  its  overall  revenues  and 
expenses  but  fails  to  cross-check  individ- 
ual transactions  to  stop  fraud.  "This  un- 
dercuts a  major  conceit  of  internal  con- 
trols," says  Lawrence  A.  Cunningham,  a 
law  professor  at  Boston  College.  "It 
shows  that  controls  become  an  end  in 
themselves  and  are  not  nearly  as  effective 
as  people  think  they  are." 

CONCEDING  BENEFITS 

CRITICS  ADMIT  THAT  tighter  internal 
controls  will  yield  some  benefits.  Baxter's 
Anderson,  for  example,  plans  to  speed  up 
productivity  investments,  such  as  central- 
izing more  processing  of  its  global  trans- 
actions. "I  expect  to  emerge  with  a  much 
more  efficient  finance  organization  with 
lower  costs,"  he  says.  The  new  rules  will 
give  law  enforcers  and  plaintiff  lawyers  a 
powerful  tool  to  rebut  pleas  by  execs  and 
auditors  that  they  were  unaware  of  fraud. 
PCAOB  Chairman  William  J.  McDonough 
says  the  board  carefully  considered  the 
costs  and  benefits.  "We  struck  the  right 
balance,"  he  says. 

His  view  isn't  wddely  shared  in  execu- 
tive suites.  But  there  isn't  much  compa- 
nies can  do.  The  nonstop  parade  of  cor- 
porate scandal  makes  amending 
Sarbanes-Oxley  a  political  nonstarter.  Be- 
sides, the  safeguards  might  reassure  in- 
vestors who  have  tiptoed  back  into  the 
market.  Says  Margaret  M.  Foran,  chair- 
man of  the  American  Society  of  Corporate 
Secretaries:  "If  this  is  the  cost  of  increas- 
ing investor  confidence,  so  be  it."  The  real 
test  of  the  new  rules  will  be  whether  they 
prevent  another  major  scandal.  And 
that's  a  big  hurdle.  ■ 

-By  David  Henry  in  New  York  and  Amy 
£^  •rus  in  Washington,  with  bureau  reports 


AUDIT  FEES 


Bean  Count 
Bonanza 


ore  stringent  oversight 
of  companies' financial 
controls  isn't  all  bad 
news  for  business.  It  is 
certain  to  produce  a 
gusher  of  new  revenues  for  the  usual 
suspects-accountants,  consultants, 
and  lawyers-who  help  companies  with 
regulatory  compliance.  But  others  will 
get  a  fillip,  too,  particularly  software 
makers  specializing  in  business 
systems  and  possibly  info-tech  outfits 
that  provide  hardware.  Across  the 
board,  companies  report  that  they  are 
inundated  with  pitches  for  goods  and 
services  related  to  the  controls. 
Without  a  doubt,  the  Big  Four 
accounting  firms  stand  to  benefit  most. 
Traditionally,  they've  used  audits  as  a 
loss  leader  for  other  services.  Now,  with 
the  avalanche  of  new  work,  they  can 
both  jack  up  their  fees  and  earn  more 
of  them.  As  a  result,  they  may  rake  in 
50%  to  100%  more  from  fees  next  year 
-and  hang  on  to  them  in  the  future. 
But  they  won't  have  the  field  to 
themselves.  The  new  mandates  on 
companies  have  opened  the  door  for 
the  smaller  accountants  and  risk- 
consulting  outfits-such  as  FTI 
Consulting  Inc.  and  the  Protiviti 
subsidiary  of  Robert  Half 
International-to  pick  up  business. 

Of  course,  much  of  the  spending  will 
go  mainly  to  support  the  compliance 
effort.  So  the  likes  of  Oracle,  SAP,  and 
PeopleSoft  are  tuning  up  their  existing 
business  systems  to  help  companies 
document  their  work  for  auditors. 
Vendors  such  as  Ariba  and  Concur 
Technologies  that  sell  software  to  track 
and  manage  expenses  also  stand  to 
sell  more  licenses. 

But  many  smart  companies  are 
seizing  the  chance  to  improve  their 
productivity  by  upgrading  their  IT 
systems  at  the  same  time.  Therefore, 
says  John  Van  Decker,  an  expert  at 
Stamford  (Conn.)  researcher  Meta 
Group,  IT  spending  could  get  a  $10 
billion  boost  in  the  next  year-a  quarter 
of  the  sector's  expected  growth. 

-By  David  Henry  in  New  York 
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Finance  Commodities 


The  Bull  Is  Ranging 
Into  Metalsjoo 

Prices  are  climbing^  thanks  to  tight 
supplies  and  huge  demand  from  China 


LAME  IT  ON  CHINA. 
With  newly  affluent  Chi- 
nese women  clamoring  for 
platinum  jewelry  and  local 
manufacturers  demand- 
ing copper,  nickel,  and 
other  industrial  metals  on 
global  markets,  prices  for  a  wide  swath  of 
commodities  are  soaring.  Tight  supphes 
because  of  past  underinvestment  in 
mines,  a  weak  dollar,  and  a  pickup  in  de- 
mand in  China  and  elsewhere  are  all  driv- 
ing the  trend.  Says  Paul  L.  Kasriel,  chief 
economist  at  Northern  Trust  Corp.:  "I  be- 
lieve we're  in  the  early  stages  of  a  signifi- 
cant bull  market  in  commodities.'' 

Though  the  surge  in  the  prices  of  met- 
als—far  outstripping  modest  rises  in  oil 
and  gas,  grains,  and  other  commodi- 
ties—hasn't yet  kick-started  inflation,  the 
hikes  are  a  big  headache  for  some  Amer- 
ican manufacturers.  Because  a  full-bore 
U.S.  economic  recovery  hasn't  yet  ma- 
terialized, manufacturers  who  try  to  pass 
along  the  price  increases  are  finding  that 
they  have  to  absorb  most  of  them.  Says  M. 
Brian  O'Shaughnessy,  chief  executive  of- 
ficer of  Revere  Copper  Products  Inc.,  a 
Rome  (N.Y.)  maker  of  copper  sheet  strip 
and  coil  products:  "We  have  to  keep  our 
customers  competitive  with  imports." 

Little  relief  is  in  sight.  China  has  been 
setting  the  pace  by  importing  nonferrous 
metals  to  feed  its  fast  growing  economy. 
It's  hungry  for  everything  from  alu- 
minum to  zinc,  using  the  materials  to 
make  goods  ranging  from  consumer 
electronics  to  steel,  as  it  supplies  its  do- 
mestic markets,  the  rest  of  Asia,  and  the 
West.  Demand  for  steel  alone  is  rising  at 
a  steep  20%  a  month.  The  result:  Many 
metals  are  hitting  highs  not  seen  in 
years.  Copper,  now  fetching  about 
88.45$  a  pound  at  the  Comex  in  New 
York,  is  up  more  than  23%  since  Jan.  1, 
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High  Shine 

Prices  of  many  industrial  commodities 
are  at  multiyear  highs 


ALUMINUM 

COPPER 

PLATINUM 

PRICE 

70.40 

CTS/LB. 

88.45 

CTS/LB. 

731.20 

DOLLARS /OZ. 

HIGHEST 

JAN.  2000 

DEC.  2000 

EARLY  1980s 

SINCE 


nearing  highs  hit  in  December,  2000. 
Aluminum,  now  trading  at  about  70.4<t  a 
pound,  is  approaching  levels  last  seen 
early  in  2000.  And  platinum,  used  in  in- 
dustrial products  such  as  catalytic  con- 
verters in  autos  as  well  as  white-colored 
jewelrj'  favored  in  Asia,  has  shot  to  over 
$731  an  ounce,  the  highest  since  the  ear- 
ly 1980s. 

China  isn't  the  only  country  sucking 


in  commodity  imports.  Demanc 
climbing  throughout  Asia,  particull 
in  Japan,  where  annualized  growtl 
3.2%  in  the  first  half  of  this  year  beat 
U.S.'s  2.4%  rise.  Now,  U.S.  manufac 
ers  are  seeing  a  modest  uptick  in  j 
duction,  driving  some  to  build  up  ti 
metals  inventories  anew.  Says  Jama 
Krimmel,  president  of  Zaclon  Inc 
Cleveland  company  that  uses  zinc 
make  chemicals  for  galvanizing  st 
"We've  seen  two  consecutive  month) 
increases  in  orders,  and  I'm  hop( 
that's  the  start  of  a  turnaround." 

Supphes  of  many  metals  have  been 
usually  tight  in  recent  years,  as  mil 
have  underinvested  in  or  shut  down  p 
duction.  Throughout  much  of  the 
1990s,  investors  plo\ 
their  capital  into  Web  bi 
nesses  and  other  an 
rather  than  putting  it  i 
the  ground.  So  miners  h 
been  caught  short  as 
mand  has  climbed.  S 
Steven  Strongin,  directoi 
commodity  research 
Goldman,  Sachs  &  C 
"We've  had  less  investm< 
and  less  capacity  coming 
line  than  at  any  time  in 
cent  memory." 

BRISK  RETURNS 

CONSIDER   NICKEL.   C 
nese  demand  for  the  me 
used  in  making  stainl 
steel,  is  growing  at  25> 
year  and  has  doubled  si 
1998,  making  China  a  \ 
ger  market  than  the  1 
But  the  next  big  mine£ 
major  producer  Inco  Ltc 
Canada  won't  come  on  i 
until   2006,  guarantee 
that  supply  will  be  pincl 
as  the  industry  is  aire 
operating  at  near  capao 
For  investors,  the  a 
modities  surge  may  pro' 
a  profitable  alternative 
the    stock    markets, 
gains  have  been  brisk. 
Data::-.     instance,  the  $360  mil 
Oppenheimer  Real  Asset  Fund,  whicl 
vests  in  financial  rnstnmients  tied  to  c 
modities,  is  up  about  18%  so  far  this  3 
Says  the  fimd's  portfolio  manager,  K 
Baum:  "Commodities  are  ofiFering 
tection  at  precisely  the  time  inves 
most  need  it."  So  long  as  the  global  & 
omy  continues  to  rebound,  the  out 
for  commodities  is  apt  to  stay  bright 
—By  Joseph  Weber  in  Chi 
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There's  not  much  we  can 
do  about  our  dependence 
on  foreign  oil.  We  only 
have  so  many  reserves." 

▲  Laron  Johnson  and  Rima  Koka /Medical  Professionals 


Though  we  do  have  some  options.  As  we  continue  to  invest 
in  alternative  energy  sources  like  solar,  the  immediate  need 
for  oil  and  gas  still  remains.  So  we're  investing  $15  billion  to 
find  and  produce  new  energy  supplies  in  the  Gulf  of  Mexico. 
Today,  nearly  70%  of  the  oil  we  use  to  make  fuels  in  the 
U.S.  comes  from  North  America. 

It's  a  start. 


beyond  petroleum' 


bp.com 


Finance 


COMMENTARY 


BY  MARA  DER  HOVANESIAN 


A  Banking  Rule  for  Another  Era 

Why  an  old  prohibition  against  linking  loans  and  services  is  obsolete 


WHAT'S  so  TERRIBLE? 
Big  banks  give  big  loans 
to  big  companies  in 
return  for  a  promise  to  do 
future  business  deals. 
The  banks  make  money  by  selling  a 
bundle  of  services,  while  Corporate 
America  gets  cheap  loans  and  a  bulk 
discount  for  one-stop  shopping.  Yet  the 
whole  transaction  may  be  illegal. 

That's  because  a  law  bom  of  antitrust  concerns  seven 
decades  ago  stayed  on  the  books  in  1999  when  most  other 
Depression- era  restrictions  on  banks  were  swept  away.  The 
broader  reforms  allowed  banks  to  do  both  commercial  and 
investment  banking.  But  banks  of  all  stripes  still  are  banned 
from  making  so-called  tied  loans,  or  loans  granted  only  on  the 
condition  that  a  borrower  agrees  to  buy  other  services. 

It's  time  to  dimip  that  rule,  too.  As  it  stands,  the  law  appUes 
to  banks  that  have  a  dominant  position  in  the  services  they 
provide.  But  in  today's  competitive  markets,  "no  one  bank 


The  Debate  Over  'Tied  Lending' 


COMPANIES 

want  to  borrow  money 
from  banks.  But  they 
also  need  investment 
banking  services  such 
as  issuing  debt  or 
getting  advice  on 
mergers.  Once  that  was 
simple,  but  the  rise  of 
universal  banks  such  as 
Citigroup  has  muddied 
the  waters. 


COMMERCIAL  BANKS 

used  to  be  happy  to 
provide  just  credit.  But 
that's  now  a  low-margin 
business,  so  they  also 
want  customers  to 
promise  them  some  of 
their  profitable  IPO  and 
stock-  and  bond- 
underwriting  business. 
They  insist  such  package 
deals  are  voluntary. 


INVESTMENT  BANKS 

have  smaller  balance 
sheets  than  commercial 
banks,  so  they  don't 
want  to  have  to  lend  to 
companies  to  keep 
their  other  business. 
They  accuse  rivals  of 
explicitly— and 
illegally-tying  the 
granting  of  credit  to 
other  business. 
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has  dominance  over  bank  credit,"  says  bank  regulator  Jc 
D.  Hawke  Jr.,  Comptroller  of  the  Currency.  The  notion  ol 
widespread  abuse  "is  one  of  the  phoniest  issues  of  all  tirl 
he  adds.  "Are  we  to  beheve  that  big,  sophisticated  borrof 
are  going  to  be  coerced?"  The  Fed  agrees.  "Cross-marke 
and  cross-selling,  whether  suggestive  or  aggressive,  are 
part  of  the  nature  of  ordinary  business  dealings  and  do : 
in  and  of  themselves,  represent  a  violation,"  it  said  in  an| 
Aug.  25  statement. 

Still,  the  debate  rages  on.  In  March,  the  Association  fo| 
Financial  Professionals,  a  trade  group  based  in  Bethesds 
reported  that  56%  of  companies  with  sales  greater  than  ."I 
bilUon  say  that  a  commercial  bank  had  denied  them  crec 
changed  its  terms  because  they  did  not  award  the  bank  ( 
financial  business.  "It's  naive  to  think  that  banks  don't  h^ 
market  power  over  credit,"  says  James  A.  Kait2,  APE'S  i 

Investment  bankers,  no  surprise,  second  that  view.  ThI 
likes  of  Morgan  Stanley  and  Goldman  Sachs  Group  Inc- 
whose  market  share  in  either  brokerage  services  or  inves 
ment  banking  has  been  imder  attack  by  banks  and  other 
entrants— argue  that  they  are  at  a  competitive  disadvantt 
because  they  have  far  less  capital  and  don't  want  to  use  it 
fund  low-margin  lending.  Says  one  veteran  Wall  Street 
banker:  "[Tying]  is  a  form  of  extortion."  But  that  can  cut 
ways:  Enron  Corp.  executives  may  have  bullit 
WeQI  Street  into  granting  credit  in  return  for 
receiving  investment  banking  business. 

Representative  John  D.  Dingell  (D-Mich.)  h 

asked  the  General  Accounting  OflBce  to  invest 

illegal  tying— for  a  second  time  in  five  years.  T 

are  abuses:  In  August,  the  Fed  fined  German  l 

WestLB  $3  milUon  for  requiring  that  loan  cliei 

use  it  for  debt  vmderwriting  in  2001.  But  after 

,,         studying  bank  practices  from  1990  to  1996,  th 

I  GAO  foimd  "limited  evidence"  of  wrongdoing 

• '        Insiders  say  the  new  report  is  vmlikely  to  conci 

that  tying  has  resulted  in  widespread  disadvar 

tages  to  corporate  cUents. 

A  bank  is  entitled  to  consider  its  overall 
relationship  with  customers  before  extending 
them  credit.  Some  banks  are  doing  so  quite 
aggressively:  Bank  of  America  has  more  than 
halved  its  loan  portfoUo  in  three  years,  and  Ba 
One  Corp.  dropped  200  large  borrowers  becau 
they  didn't  do  enough  other  business.  Chief 
financial  oflBcers  are  smart  enough  to  raise  cas 
with  bonds  if  they  can't  get  bank  loans.  They  d 
need  protection  from  an  antique  law  harking  b 
to  the  time  when  it  was  bank  credit,  or  nothing 
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Information  that's  delivered  late  is  useless.  Not  to  mention  costly. 
Of  course,  that's  not  something  that  happens  at  your  company.  Or  is  it? 


Producing  and  delivering  business  communica- 
tions seems  simple  enough.  Why,  then,  are  important 
notices  so  often  sent  out  late?  Why  are  critical  pack- 
ages mailed  with  too  little  postage?  Why  are  digital 
documents  frequently  lost  in  cyberspace?  It  all  adds 
up  to  a  logjam  that  prevents  revenue  from  ever 
reaching  your  bottom  line. 

Pitney  Bowes  can  help.  Through  a  combination 
of  unique  products  and  high-value  services,  we  can 
generate  remarkable  changes  across  your  entire 
business  and,  often,  a  sizeable  increaise  in  profits. 


D3  Pitney  Bowes  Inc.  All  Rights  Reserved 


A  good  example:  We  helped  a  major  financial 
institution  reduce  statement  processing  time  by 
two  days  and  cut  reprints  by  over  50%.  The  result? 
Increased  productivity  from  existing  equipment  plus 
savings  of  over  $1  million  a  year. 

Find  out  how  we  can  achieve  similar  results  for 
you.  Call  1  866  DOC  FLOW  or  visit  pb.com/timely 
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Engineering  the  flow  of  communication' 


Software 


A  Rehab  for 
Microsoft's  Office 

The  upgrade  will  improve  productivity 
for  employees  working  in  groups 


IF  YOU'RE  ZOOMING  ALONG 
Interstate  40  outside  Raleigh  just  a 
little  too  quickly  and  a  cop  pulls  you 
over,  you  might  just  have  Microsoft 
Corp.  to  blame.  For  years,  North 
Carolina  State  Highway  Patrol  offi- 
cers have  been  spending  hours 
each  week  filling  out  reports.  But  these 
days,  the  troopers  are  testing  a  new  soft- 
ware program  that  lets  them  fill  out  the 
paperwork  on  computers  in  their  cars  and 
then  zip  it  electronically  to  their  superiors 
at  the  station.  The  highway  patrol  esti- 
mates this  capabihty  in  Microsoft  Office 
vdll  save  8,000  man-hours  a  year.  That 
means  more  cops  on  the  road  busting 
speeders.  "It's  like  having  three  or  four  ex- 
tra people,"  says  Lieutenant  Brad  Ward. 

Office,  the  most  widely  used  software 
appUcation  in  the  world,  with  400  million 
users,  is  getting  a  much-needed  facelift. 
For  most  computer  users,  Office  is  the  fa- 
miliar suite  of  word-processing,  spread- 
sheet, and  e-mail  software  that  they  use 
every  day.  It  was  built  to  improve  the  pro- 
ductivity of  individual  workers.  But  the 
new  Office,  which  debuts  on  Oct.  21,  is 


much  more:  It's  a  collection  of  products 
called  Office  System  that  improves  pro- 
ductivity for  groups  of  workers.  More 
than  just  software  that  sits  on  a  PC,  the 
new  Office  includes  software  for  servers, 
too.  The  lineup,  which  Microsoft  spent 
more  than  $2  billion  developing  over  two 


Broadening  Office's  Appeal 


Historically,  Microsoft's 
Office  suite  has  been 
aimed  at  improving 
individual  worker 
productivity.  The  new 
Office  System  improves 
productivity  for  groups 
of  workers.  Here  are  the 
new  pieces: 


OFFICE  SHAREPOINT  PORTAL  SERVER 

Allows  workers  to  set  up  internal  Web  sites  for 
coordinating  group  projects 

OFFICE  LIVE  COMMUNICATIONS  SERVER 

Instant  messaging  software  for  corporations,  with 
security  and  arctiiving 

OFFICE  LIVE  MEETING 

Workers  can  launcti  impromptu  Web  collaboration 
conferences  from  the  Outlook  e-mail  program 

OFFICE  INFOPATH 

Replaces  paper  documents  with  electronic  forms  that 
can  easily  be  shared,  stored,  and  found 


years,  includes  software  for  manajl 
group  projects,  setting  up  Web  collabj 
tion  sessions  on  the  fly,  and  makingl 
stant-messaging  more  secure.  "Ifsf 
biggest  Office  release  since  1995," 
Microsoft  Chairman  William  H.  Gatesi 
The  new  bells  and  whistles  won't  o 
cheap.  The  standard  package  of  01 
software  will  cost  about  the  same  as 
fore:  $399  fi"om  a  retailer.  But  a  comp 
that  wants  to  take  advantage  of  the : 
group  productivity  features  could  em 
writing  a  big  check.  The  software  for  ^ 
collaboration,  called  Office  ShareP 
Portal  Server,  will  run  $5,619  at  retail 
eluding  licenses  for  five  employees.  01 
InfoPath,  which  lets  users  create  e 
tronic  forms  that  make  it  easier  to  si 
and  find  docume 
costs  $199  per  user.  , 
The  new  offerj 
should  get  Office 
enues  going  again.  01 
regularly  topped  ; 
growth  in  the  1990s  a 
Microsoft  packaged 
programs  together,  bi 
2001,  Office's  gro 
dropped  back  into  sij 
digits,  and  revenues 
clined  2%  two  years  j 
Analysts  think  the  i 
Office  is  compel 
enough  that  it  will  stii 
late  demand  and  1 
Microsoft  reach  the  } 
of  doubUng  Office's  5 
billion  in  revenues. 
2010.  "That's  an 
tious,"  but  they're  taking  the  right  st( 
says  analyst  Rick  Sherlund  of  GoldiT 
Sachs  &  Co. 

The  new  Office  represents  Microst 
vision  for  the  future  of  software 
weaves  together  desktop  applicati 
with  server  software  and  services— a) 
make  workers  more  productive.  It's 
first  in  an  anticipated  wave  of  Micro 
products  where  the  distinction  betw 
appUcations  that  run  on  a  desktop,  a  st 
er,  or  even  the  Internet  disappears.  Th« 
worker  won't  be  constrained  by  the  in 
mation  or  capabilities  of  one  PC.  "Yc 
just  see  more  and  more  of  that  in 
years  ahead,"  Gates  says. 

GAINING  GROUND 

TO  GET  THERE,  Microsoft  is  trying  to 
pand  its  influence  further  into  the  re 
of  corporate  computing.  It  faces  poi 
competitors  such  as  IBM,  corporate- 
plication  giants  SAP,  and  publishing  s 
ware  leader  Adobe  Systems,  all  of  wl 
sell  collaboration  and  electronic  worki 
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As  Chief  Security  Officer  at  Exostar,  Jeff  Nigriny  has  a  lot  on  his  mind.  After  all,  clients  like  Rolls-Royce  place 
their  trust  in  Exostar's  online  collaboration  tools.  One  breach,  and  years  of  work,  perhaps  billions  in  assets,  might 

L\JK.\     kA  |-,g  compromised.  But  with  VeriSign's  Security  Intelligence  &  Control""  Services,  Nigriny  has  been  freed.  Freed 

l^3    UOU 

'  from  worrying  about  the  day  to  day  issues,  like  tracking  intruders  and  maintaining  the  firewall.  And  freed  to 

pursue  new  strategies  and  product  applications  leveraging  the  real-time  information  ^ 

and  response  capabilities  he  now  gets  from  VeriSign.  He's  probably  working  on  other      ^^Crii^lQ*!^' 

initiatives  as  well,  but  he  didn't  mention  them.  This  guy  knows  how  to  keep  a  secret.  The  Value  of  Trust'" 

'    To  learn  more  about  Verisign's  new  Security  Intelligence  and  Control'"  Services,  visit  www.verisign.com 

3  VenSign.  Inc.  All  rights  reserved.  VeriSign.  the  VeriSign  logo.  Security  Sets  You  Free.  Security  Intelligence  and  Control,  and  other  trademarks,  service  marks,  and  logos  are  registered  or  unregistered 
larks  of  VeriSign  and  its  subsidiaries  in  the  United  States  and  in  foreign  countries. 
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Software 


products.  Adobe,  for  instance,  has  dis- 
tributed 500  million  copies  of  its  Acrobat 
reader,  which  individuals  use  to  view  doc- 
uments. In  spite  of  multiple  attempts,  Mi- 
crosoft has  not  been  able  to  unseat  Adobe 
as  the  standard-setter  in  pubUshing  soft- 
ware. "When  we  stay  close  to  our  core 
competency,  we  beat  them,"  says  Adobe 
Systems  Inc.  CEO  Bruce  R.  Chizen. 

That's  why  Microsoft  is  trying  to  capi- 
talize on  its  Office  monopoly  to  gain 
groimd  in  these  newer  markets.  The  com- 
pany is  tightly  linking  new  Office  pro- 
grams with  the  desktop  applications 
most  PC  users  already  have.  Microsoft  has 
made  it  easy,  for  example,  to  jump  from 
an  Oudook  e-mail  to  an  instant  messag- 
ing conversation  using  Office  Live  Com- 
munication Server.  By  piggybacking  on 
Office's  90%  market  share,  Microsoft  taps 
an  advantage  that  rivals  can't  match. 


Q&A 


Standard  Register  Co.,  a  Dayton  forms 
maker,  had  been  developing  electronic 
forms  using  Adobe  technology.  Now  it's 
switching  to  Microsoft.  "Ifs  technology 
that  everyone  has,"  says  Doug  Patterson, 
vice-president  for  digital  solutions  at 
Standard  Register. 

EASY  TO  SHARE 

MICROSOFT  ALSO  HAS  plowed  new  ca- 
pabilities for  collaboration  into  Office. 
Kevin  Lloyd,  chief  technology  officer  at 
Barclays  PLC,  wanted  to  make  it  easier  for 
the  London  bank's  execs,  who  had  been 
e-mailing  huge  files  back  and  forth,  to 
work  together.  He's  testing  SharePoint, 
which  lets  employees  create  Web  sites 
quickly  and  easily  to  help  them  manage 
projects.  This  stunmer,  the  company  set 
up  a  SharePoint  site  to  manage  quarterly 
budget  planning  for  technology  purchas- 


Now,  Software  Won't  Be 
Confined  to  the  PC 


In  advance  of  Microsoft  Corp.'s 
introduction  of  its  next  version  of 
Office,  Seattle  Bureau  Chief  Jay 
Greene  sat  down  with  Chairman 
William  H.Gates  III  on  Oct.  10  at  the 
company's  headquarters  in  Redmond, 
Wash.  Here  are  excerpts. 

Office  historically  has  been  about 
personal  productivity.  What  is  the 
focus  now? 

Almost  everything  is  group-oriented. 
Everything  has  to  do  with  the  inefficiencies 
that  exist  with  people  working  together. 

This  is  the  first  release  of  Office 
where  server  and  service  products 
are  integrated  with  the  PC  software.  Is 
this  the  future  of  software? 

We're  evolving  away  from  the  packaged 
product  you  just  go  buy  to  what  we  refer  to  as 
software  as  a  service.  With  this  new  vision, 
you're  getting  regular  updates  of  new 
templates.  Any  problems  that  emerge  are 
fixed  before  you  run  into  them,  [and]  you  get 
things  that  run  on  the  Internet  that  help  you 
share  schedules  with  other  people.  There  is 
significant  value  that  comes  through  the 
servers  that  Office  connects  up  to.  You'll  just 
see  more  and  more  of  that  in  the  years  ahead. 


What's  the  most  important  new 
innovation  in  Office? 

I'd  probably  pick  SharePoint  [which  lets 
workers  easily  set  up  internal  Web  sites  for 
group  projects].  SharePoint  Web  sites  really 
change  how  people  work.  In  the  past,  to 
share  documents,  you  would  send 
attachments  around  via  e-mail  and  you 
wouldn't  know  who  got  different  versions. 
Now  you  don't  have  to  do  anything  except 
click  and  start  a  new  SharePoint  Web  site 
and  then  notify  people  that  you're  putting 
information  up  there. 

Is  this  the  first  Microsoft  product  for 
consumers  that  fulfills  the  company's 
.Net  vision  of  delivering  new 
capabilities  to  people  though  Web 
services? 

This  is  a  good  step  in  that  direction.  People 
will  be  able  to  get  information  through 
reference  services,  quote  services,  map 
services,  shipping-charge  services,  and  the 
like.  They'll  start  to  think  of  software  as  not 
just  being  contained  on  the  PC  but  being 
able  to  call  out  to  Web  services  to  get 
additional  things.  If  you  don't  want  to 
compute  a  FedEx  charge,  you  just  call  on  a 
service  for  help  and  give  it  some  information 
and  it  goes  out  on  the  Internet,  gets  the 


es.  Spending  proposals  were  constai 
reworked,  but  instead  of  sending  the  f 
est  revisions  around  and  risk  losing  ti 
of  changes,  the  execs  simply  posted  I 
latest  version  on  the  group's  Web  site' 
that  others  could  review  and  tweal 
necessary. 

The  new  OflBce  System  is  a  down] 
ment  on  things  to  come.  Gates  expect 
release  the  next  major  version  of  Offic 
the  same  time  as  the  big  overhaul  of  V 
dows,  code-named  Longhom,  whic: 
expected  in  2006.  With  its  antitrust » 
out  of  the  way,  the  company  is  free 
link  its  operating  systems  and  appl 
tions.  Now,  we'll  see  if  its  competitoi 
the  world  of  corporate  computing 
withstand  the  seemingly  inexon 
forces  that  ground  its  desktop  softv 
foes  into  dust.  ■ 

-By  Jay  Greene  in  Redmond,  U* 


numbers,  and  brings  them  back  into  the 
spreadsheet. 

Will  the  expansion  into  new  markets 
boost  Office's  growth? 

With  every  version  we  ask  ourselves: 
Did  we  innovate  enough  that  we're  really 
going  to  drive  that  excitement?  This  one 
will  meet  that  bar  very  well.  It  will  also 
meet  that  bar  at  a  time  when  corporation: 
feel  they  have  too  many  software  vendors 
and  they've  let  too  much  complexity 
come  in,  and  they're  scrutinizing  all 
information-technology  spending. 
Because  of  what  we've  done  here  with 
Office,  I  think  the  Office  business  will 
continue  to  be  a  great,  profitable,  high- 
volume  business.  ■ 


ll 
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let  a  Marriott  Rewards*  Visa'  card  and  get  to  the 
laces  you  dream  of  even  faster. 

You'll  earn  15,000  Marriott  Rewards  points  with  your  first  purchase.  Then  you'll  earn  3  points  per 

0\    $1  charged  on  the  card  at  2,300  participating  Marriott  hotels,  plus  1  point  per  $1  spent  everywhere 
— •*    else.  The  Marriott  Rewards  Visa  card  speeds  up  the  rewards  program  that's  already  30%  faster 
than  other  leading  hotel  programs.*  And  with  more  resorts,  golf,  and  spa  destinations  than 
others  to  choose  from,  there  are  more  reasons  than  you  could  dream  of  to  apply. 

pply  by  calling  1-888-691-2301. 

ied  on  seven  nights  at  Starwood.  Hilton,  Intercontinental  Hotels  Group  and  Hyatt  full-service  hotels  of  similar  quality  and  points  earned  on  dollars  spent. 
iUmes  standard  award  offerings  for  base  level  members.  All  comparisons  are  as  of  08/03.  ©  Marriott  International,  Inc.  2003 
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Information  Technology  Telecom 


A  Wireless 
World 

In  a  few  years,  mobile  phones  will 
dominate  U.S.  communications 


HE  DAYS  WHEN  THE  CELL 
phone  was  a  luxury  for 
business  executives  and 
Hollj'w^ood  power  brokers 
are  long  gone.  More  than 
half  of  all  U.S.  consumers 
already  have  one,  and 
many  families  have  a  slew  of  them. 
Robert  SteflFen,  53,  a  letter  carrier  for  the 
U.S.  Postal  Service,  pays  for  four— for 
himself,  his  wife,  and  his  two  daughters. 
And  why  not?  He's  forking  over  only 
about  $105  a  month  for  all  of  the  minutes 
his  family  needs.  "Cell  phones  are  every- 
where. I  would  estimate  that  75%  or  80% 
of  the  people  at  the  post  office  have  one," 
says  the  32-year  postal  veteran  from  his 
perch  in  the  cab  of  his  truck  in  Manhat- 
tan's Hell's  Kitchen. 

Rain,  snow,  heat,  and  gloom  of  night 
won't  stop  the  inevitable:  In  a  few  years, 
wireless  will  become  the  dominant  form 
of  communications  service  in  the  U.S.  Al- 
ready, there  are  about  147  milhon  cell 
phones  in  the  country,  compared  with  187 
mUhon  traditional  phone  Unes,  according 
to  the  latest  figures  from  the  Federal  Com- 
munications Commission.  The  20-year- 
old  wireless  business  is  growing  at  such  a 
speedy  clip  that  if  s  on  track  to  overtake 
the  regular  phone  business  in  about  two 
years.  "Wireless  is  redefining  telecom," 
says  Verizon  Communications  CEO  Ivan 
G.  Seidenberg. 

The  shift  is  shaking  telecom's  Estab- 
Ushment  to  its  foimdations.  The  big  local 
phone  companies,  which  had  been  the 
steadiest  nerformers  during  the  turmoil 
of  the  pasu  few  years,  are  suffering  a  dan- 
gerous erosion  in  their  core  businesses. 
For  the  first  time  ever,  local  phone  rev- 
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enues  began  shrinking  in  2001  and  have 
shd  steadily  since.  That  has  driven  down 
profit  margins  for  the  Bells  from  around 
39%  to  an  expected  average  of  35%  by 
yearend.  Even  Verizon,  which  has  a 
strong  wireless  business,  must  cut  costs 
as  its  core  local  business  declines. 

For  companies  without  a  solid  wireless 
position,  the  challenges  are  more  severe. 
Qwest  Communications,  for  example, 
doesn't  have  a  wireless  business  of  its 
own,  and  its  local  phone  lines,  which  now 
total  16.5  milhon,  are  dropping  by  about 
5%  per  year.  The  squeeze  may  mean  it 
won't  be  able  to  survive  as  an  independ- 
ent company.  "Resolving  that  migration 
[from  traditional  to  wireless  service]  is  a 
huge  issue,"  Qwest  Chief  Executive 
Richard  C.  Notebaert  told  investors  last 
month.  However,  a  spokesman  says  the 
company  beheves  it  can  remain  inde- 
pendent by  bvmdling  its  telephone  and 
Internet  services  with  wireless  service 
that  it  will  buy  wholesale  from  other  tele- 
com players. 

"NO  GUARANTEES" 

TELECOM-EQUIPMENT  companies  are 
feeling  the  heat,  too.  As  phone  companies 
such  as  Verizon  and  SBC  Communica- 
tions Inc.  cut  costs,  they  have  less  money 
to  purchase  equipment  from  suppliers 
such  as  Lucent  Technologies  and  Nortel 
Networks.  Both  companies  have  seen  se- 
vere revenue  declines  in  recent  years:  At 
Lucent,  sales  dropped  from  $27  biUion  in 
1999  to  an  expected  $9  billion  this  year. 
That  pressure  will  probably  lead  to  con- 
solidation among  telecom-equipment 
players  over  the  next  year  or  two. 

The  impUcations  for  communications 


poUcy  are  no  less  far-reaching.  During 
20th  century,  federal  and  state  regula 
strictly  controlled  everything  from  pri^ 
to  reliability  in  the  U.S.  telecom  indi 
In  much  of  the  rest  of  the  world,  pt 
service  was  a  government-run  monof 
like  the  post  office  or  national  defei 
Now,  the  transition  to  wireless  means  1 
governments  everywhere  risk  losing  tl 
tight  grip.  "Wireless  is  shaking  up 
system.  You  are  moving  from  univei 
service  and  monopoly  to  [a  s>'stt 
where  service  is  a  private  contract 
tween  the  company  and  the  custon 
and  there  are  no  guarantees,"  says  ana 
Rudy  Baca  of  Legg  Mason.  Congress  h 
a  hearing  on  Sept.  24  to  review  the  p 
lic-poUcy  challenges.  Regulators  in  C 
fomia,  Utah,  and  Virginia  are  concen 
enough  that  they're  considering  tryin| 
step  up  their  own  regulation  of  wireU 
phone  prices  and  service  by  the  enc 
this  year. 

While  the  wireless  ftiture  is  frau 
with  risks  for  many,  customers  are  see 
huge  benefits.  All  the  competition  me 
choices  aplentj',  tumbUng  prices,  and 
novation  on  the  rise.  As  cell  phones 
come  more  sophisticated,  consumers 
ending  up  with  what  is  essentially  a  sr 
computer  in  their  pocket,  opening  up 


of  new  possibilities  for  services  and 
ainment.  This  month,  State  College 
)-based  Accuweather  Inc.  launched 
ice  that  beams  animated  radar  im- 
of  weather  patterns  to  mobile 
s  and  other  devices.  FimMail  Inc.,  in 
mton,  Calif.,  can  zap  the  latest  Dil- 
artoons  to  a  cell  phone.  And  Candide 
Works  has  pioneered  a  ceU-phone- 
[  walking  tour  of  the  Lower  East 
)f  New  York,  with  narration  by  actor 
Stiller  and  a  soundtrack  by  compos- 


er John  Zom.  "There's  no  getting  away 
from  it.  [The  technology  has]  unending 
possibility,"  says  Stiller,  76. 

At  the  extreme  edge  of  the  mobile  rev- 
olution are  people  like  Lena  Tatar,  34, 
who  has  completely  cut  the  cord.  Such 
people,  although  still  small  in  number, 
represent  the  future  of  telecom.  Late  this 
summer,  Tatar  and  her  husband  decided 
to  shut  off  the  regular  phone  at  their 
Manhattan  apartment  and  replace  it 
with  two  wireless  phones.  The  transition 


has  gone  relatively  smoothly. 
When  people  dial  her  old  num- 
ber, the  call  is  automatically  for- 
warded to  her  new  cell  phone. 
The  couple  pays  about  $50  a 
month  for  a  plan  that  provides 
600  anytime  minutes  and  5,000 
night-or-weekend  minutes.  The 
phone  is  generally  reliable,  al- 
though Tatar  has  some  trouble 
picking  up  her  voice-mail  in  the 
city  and  getting  service  at  her  fa- 
ther's house.  "Overall,  I'm  glad  I 
made  the  change,"  says  the 
New  Yorker,  who  owns  a  T-shirt 
business  and  attends  Hunter 
CoUege. 

RELIABILITY  GAP 

AN  INCREASING  number  of 
consumers  are  comfortable  cut- 
ting the  cord.  About  5%  of 
callers  have  ditched  their  regu- 
lar phones,  including  many  stu- 
dents and  younger  people.  As 
many  as  50%  of  consumers 
would  like  to  go  completely 
wireless,  but  only  after  differ- 
ences in  cost  and  rehability  are 
eliminated,  according  to  a  study 
by  Ernst  &  Young.  Depending 
on  features  and  usage,  the  price 
differential  has  disappeared  for 
many  people.  But  the  reliability  gap  is 
still  substantial,  and  some  veterans  of 
telecom  think  it  will  never  close.  "It's  not 
going  to  displace  the  wire-line  net- 
work," said  Edward  E.  Whitacre  Jr.,  chief 
executive  of  SBC  Communications  Inc., 
which  jointiy  owns  wireless  player  Cin- 
gular  Wireless  with  BellSouth  Corp.  "It's 
certainly  going  to  be  a  big  product,  but 
it's  never  going  to  be  the  substitute.  Re- 
liability is  one  reason." 

Even  if  customers  keep  their  tradi- 


tireless  Tipping  Point 

bile  phone  service  is  taking  over.  Half  of  U.S.  consumers  have  a  cell  phone,  and  the  number 
nobile  devices  may  soon  exceed  regular  phones.  Here's  what  the  transition  will  mean: 
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WE'RE     ALREADY 


FIGURING     OUT     HOW     HIS 


GREAT- GRAND  KIDS 


WILL     COMMUNICATE. 


Japan's  leading  mobile  connmunications  provider,  we're  generations  ahead  of  the  competition.  Our  major 
ftakthroughs  include  the  world's  first  W-CDMA  third-generation  videophone  service  and  i-mode  mobile 
iternet  platform  for  consumers,  plus  a  revolutionary  new  wristwatch-style  phone.  What's  our  secret? 
loelief  in  the  power  of  an  idea,  and  the  R&D  talent  to  get  it  done.  Today,  we're  teaming  up  with  partner 
Impanies  to  move  advanced  mobile  technology  out  of  the  realm  of  science  fiction  —  and  into  the  palm 
your  hand.  To  see  how  we're  delivering  tomorrow's  communications  today,  visit  www.nttdocomo.com 
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tional  phone  service,  they're  spending 
more  and  more  of  their  telecom  dollars 
on  wireless.  Just  look  at  the  numbers. 
With  most  of  telecom  stuck  in  reverse, 
revenue  for  the  six  national  wireless  car- 
riers wdll  rise  an  estimated  10%  this  year, 
to  $77  billion,  according  to  Legg  Mason. 
And  wireless  profit  margins  are  rising, 
from  31%  in  2002  to  33%  in  2003. 
That  has  phone  companies  racing  to 


diversify  their  revenues,  adding  more 
wireless  to  the  mix.  Wireless  is  likely  to 
drive  another  wave  of  telecom  consoli- 
dation over  the  next  18  to  24  months, 
according  to  investment  bankers.  It's 
possible  that  SBC,  which  gets  just  17%  of 
its  revenue  from  wireless,  will  have  to  do 
something  to  catch  up  with  Verizon, 
which  gets  30%  of  its  revenue  from 
wireless.  SBC  has  a  range  of  options,  be- 


yond continuing  to  run  Cingular  joii 
with  BellSouth.  Many  analysts  e: 
Cingular  wall  eventually  wand  up  ui 
the  full  control  of  either  BellSoul 
SBC.  That  would  leave  the  other  pai 
free  to  acquire  another  carrier,  su< 
AT&T  Wireless  or  T-Mobile  Internal 
al.  SBC  declined  comment.  BellS( 
says  it's  happy  with  the  current  si 
ture  of  Cingular.  In  addition,  Spi 
which  created  a  separate  tracking  si 
for  its  wireless  business,  says  that 
considering  folding  the  Sprint  PCS 
back  in  with  the  rest  of  its  businei 
the  near  future. 

A  GREAT  CONVERGENCE? 

AS  WIRELESS  BECOMES  ever  more 
portant,  it  is  transforming  the  fun 
mental  design  of  all  other  communi 
tions  networks.  BellSouth  recer 
introduced  a  cell  phone  that  operatet 
a  cordless  phone  when  the  user  ii 
home.  Upstart  ICG  Communicatit 
Inc.  is  offering  telephone  service  th, 
simply  an  application  on  a  lap 
equipped  with  a  wireless  Internet  o 
nection.  With  microphones  attached 
their  laptops,  workers  will  be  able 
make  calls  and  check  their  voice  n 
from  the  road,  just  as  they  would  reac 
send  e-mail.  "What  we  will  see  is 
networks  will  converge.  All  the  differ 
devices  will  be  processed  off  one  n 
work,"  says  Frank  A.  Dunn,  CEO 
equipment  maker  Nortel  Networks.  A 
someday  soon,  all  of  those  devices  \ 
be  mobile.  ■ 

-By  Steve  Rosenbush  in  New  Yc 

with  Roger  0.  Crockett  in  Chicc 

Christopher  Palmeri  in  Los  Angeles,  i 

Peter  Burrows  in  San  Mateo,  Ct 


Gadgets  in 
The  Groove 

Color  screens  and  stereo 
ring  tones  were  just  the 
beginning.  In  the  past  few 
months,  the  cell-phone 
market  has  been  flooded 
with  various  new  gadgets, 
services,  and  accessories. 
Here  are  some  of  the  best: 


AQUAPAC 

Phone  falls  in  your 
coffee?  No  prob  if 
it's  wearing  a 
waterproof  case 
from  Aquapac 
International.  Ideal 
for  boaters,  even 
yammering 
backstrokers. 
List  price:  $25. 


NOKIA  3650 

Trendsetting  phone 
has  it  all:  calendar, 
contact  manager, 
global  roaming, 
even  a  camera  ifor 
15-second  video 
clips.  List  price  at 
T-Mobile  is  $300, 
but  rebates  can 
be  big. 


HANDSPRING 
TRE0600 

A  phone-computer 
combo  with 
calendar,  contact 
list,  full  keyboard, 
MPS,  and  camera. 
Available  with  Sprint 
PCS— and  others  are 
coming.  List  price: 
about  $500. 


LGVX6000 

Verizon's  first 
camera-phone  lets 
users  take  a  photo 
and  transmit  it  via 
e-mail  with  just  fou 
clicks.  List  price  is 
$200,  or  $150  for 
customers  who  sig 
a  two-year  service 
contract. 
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BEFORE 
OU  TRADE 


DO  THE  RESEARCH. 


AMERITRADE 
$10.99 

NO  MATTER  HOW  MANY 
SHARES  YOU  TRADE 

$10.99 

NO  MATTER  HOW  MANY 
SHARES  YOU  TRADE 

NONE 
NONE 

E-TRADE 

SCHWAB 

COMMISSION  FOR 
MARKET  ORDERS 

(Internet  equity  trades) 

$19.99 

OR  $9.99  BUT  ONLY 

if  you  trade  at  least  27 
tinnes  pier  quarter. 

$29.95 

for  up  to  30  trades  per  quarter  or 

$19.95 

for  31-60  qualifying  trades  per  quarter  or 

$14.95 

for  61+  qualifying  trades  per  quarter. 

COMMISSION  FOR 
LIMIT  ORDERS 

(Internet  equity  trades) 

$19.99 

OR  $9.99  BUT  ONLY 

if  you  trade  at  least  27 
times  per  quarter 

$29.95 

for  up  to  30  trades  per  quarter  or 

$19.95 

for  31-60  qualifying  trades  per  quarter  Of 

$14.95 

for  61+  qualifying  trades  per  quarter 

COMMISSION 
RESTRICTIONS 

For  listed  securities  orders  over  5.000 
shares,  add  $o.oi/share  to  entire  order. 
Will  apply  for  accounts  trading  less 
than  27  tinnes  per  quarter. 

Trades  with  over  1,000  shares  get 
additional  charge: 

So.oj/share  (for  1-30  trades  per  quarter) 
$o.02/share  (for  31-60  trades  per  quarter) 
$o.oi/share  or  $i4-95.  whichever  is  greater 
(for  61+  trades  per  quarter). 

ECN  FEES  AND 

ORDER-HANDLING 
FEES 

$3  handling  fees  will  apply  for 
accounts  trading  less  than  27  times 
per  quarter  $aoo5/share  ECN  fees 
apply  to  all  after-hours  trades. 

Additional  $3  order-handling  fee 

for  basic  level  of  service 

See  how  their  commission  stacks  up  to  ours  with  our  comparison  calculator.  With  fees,  order  charges  and  sliding-scale 
commissions,  a  volume  equity  trade  could  run  you  over  three  figures  at  some  online  brokers.  Not  at  Ameritrade.  With  our  straight- 
forward approach,  a  $10.99  Internet  equity  trade  is  the  same  whether  it's  for  one  share  or  thousands.'  Before  you  trade  again, 
know  what  you're  paying.  Visit  www.ameritrade.com/compare/ 

AMERITRADE"A: 

What's  your  share? 


GET  15  COMMISSION-FREE  INTERNET  EQUITY  TRADES  AND  IF  YOU  QUALIFY  FOR  APEX, 
OUR  ACTIVE  TRADER  PROGRAM,  $100  CASH.**  CALL  800.728.8615  OR  VISIT  WWW.AMERITRADE.COM 


The  information  provided  here  is  believed,  but  not  guaranteed  to  be  true  and  does  not  account  for  different  levels  of  service  provided  Data  verified  as  of  8/28/03.  Chart  does  not  show  all 
brokers  included  in  comparison  calculator  Market  volatility,  volume,  and  system  availability  may  delay  account  access  and  trade  executions.  'Orders  executed  m  multiple  lots  on  the  same 
trading  day  are  charged  a  single  commission  Orders  partially  executed  over  multiple  trading  days  are  subject  to  commission  charges  for  each  trading  day  "Offer  valid  for  new  Individual 
and  Joint  accounts  opened  and  funded  with  at  least  $1,000  through  1/6/04.  Other  limitations  apply.  This  is  not  an  offeror  solicitation  in  any  jurisdiction  where  we  are  not  authorized  to  do 
business.  Ameritrade,  Division  of  Ameritrade,  Inc.,  member  NASD/SIPC.  Ameritrade  and  Ameritrade  logos  are  trademarks  or  registered  trademarks  of  Ameritrade  IP  Company,  Inc. 
©2003  Ameritrade  IP  Company,  Inc.  All  rights  reserved  Used  with  permission. 
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CELLULAR  SERVICE 


The  Mobile-Phone  Plan 
Of  the  Future? 


Frank  Sarfeld,  a  public-relations 
consultant  in  Hamburg,  doesn't 
like  being  tied  down.  An  inveterate 
schmoozer,  the  38-year-old 
Sarfeld  spends  "24  hours  a  day" 
on  his  mobile  telephone  and  never  goes 
anywhere  without  it.  He  also  carries  a 
mobile-linked  handheld  computer  to  check 
e-mail  on  the  go,  and  he  even  has  a  vanity 
mobile-phone  number.  For  someone  who's 
self-employed  like  Sarfeld,  the  problem  is 
how  to  keep  up  the  chatter  without  racking 
up  humongous  phone  bills.  Sarfeld's 
solution  is  to  use  a  service  called  Genion 
from  cellular  carrier  O2.  Genion's  appeal:  It 
brings  mobile  communications  a  step  closer 
to  being  a  true  replacement  for  a  traditional 
phone  line. 

The  service  lets  customers  choose  a 
"home  zone,"  which  can  be  their  house  but 
might  just  as  easily  be  a  workplace,  a 
university  campus,  or  a  favorite  biergarten. 
Inside  this  zone,  O2  charges  Genion 
customers  as  little  as  3^  a  minute  for  local 
calls  made  via  the  company's  cellular 
network.  That's  slightly  more  than  a 
standard  land  line  in  Germany  but  far  less 
than  the  cost  of  a  regular  mobile-phone  call, 
which  can  top  600  a  minute.  "That's  really 
saving  you  some  money,"  says  Sarfeld. 

AHEAD  OF  ITS  TIME 

Because  the  home  zone  is  about  550  yards 
in  diameter,  the  low  rates  also  apply  in 
Sarfeld's  immediate  neighborhood.  He  can 
make  calls  on  his  mobile  handset  from  the 
grocery  store,  the  bus  stop,  or  a  nearby  cafe, 
and,  as  far  as  his  phone  bill  is  concerned, 
Sarfeld  is  still  in  his  living  room.  Outside  the 
zone,  Genion  users  pay  mobile  rates  of  80  to 
340,  depending  on  time  of  day  and  where 
they're  calling.  That's  competitive  with  other 
German  mobile  providers. 

Theoretically,  everyone  will  live  this  way 
someday.  The  lines  between  mobile  and 
fixed-line  service  will  blur  and  disappear, 
and  everyone  will  be  reachable  everywhere 
for  pennies.  Genion  is  an  early  version  of 
that  telecommunications  nirvana— and  it 
seems  to  be  selling.  Genion  has  helped  O2 
attract  about  5  million  customers  since 
launching  in  Germany  in  1998,  an  8%  share 


of  the  mobile  market.  The  company,  the  last 
of  the  major  operators  to  enter  the  fray,  is 
still  in  fourth  place  in  Germany.  But  Genion 
is  profitable,  in  part  because  the  service 
encourages  heavy  use  and  holds  down 
customer  turnover,  company  execs  say.  O2 
doesn't  report  financial  results  for  Genion 
separately,  but  three-fourths  of  its  new 
subscribers  sign  up  for  the  service.  In  the 
fiscal  year  ended  in  March,  02-a  subsidiary 
of  British  mobile  operator  mm02-reported 
an  operating  profit  of  $51  million.  "Genion  is 
by  far  our  most  important  product,"  says 
Rudolf  Groger,  CEO  of  O2  Germany. 
Corporate  customers  also  are  picking 


bill  was  shameful,"  says  EIke  Brechmann, 
28-year-old  resident  of  Starnberg,  south  0 
Munich.  By  using  the  duo  rate  to  call  her 
boyfriend,  an  officer  in  the  German  army 
who  switches  his  home  zone  to  wherever  h 
is  stationed,  Brechmann  has  cut  her  cell 
phone  bill  in  half. 

That's  not  to  say  that  all  Genion  users  a 
ready  to  cut  the  cord  entirely.  Anyone  who 
wants  to  get  online,  for  instance,  still  need 
a  fixed  phone  or  some  form  of  broadband 
Net  access.  But  02's  goal  isn't  to  get 
customers  to  disconnect  their  existing 
phone  lines.  Instead,  O2  wants  to  steal  as 
many  voice  minutes  as  possible  from 
Deutsche  Telekom.  "The  battleground  is  th 
home,"  says  Nicolas  McQuire,  an  analyst  f 
market  watcher  Pyramid  Research. 

QUASI-CORDLESS 

Still,  Genion  is  probably  a  transitional 
technology.  Few  other  networks  can 
determine  whether  a  customer  is  in  his  or 
her  home  zone.  "It's  a  unique  service  in  tha 
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up  on  Genion.  Campbell  Soup,  Kraft  Foods, 
and  building-equipment  maker  Liebherr  all 
use  the  service  on  corporate  campuses 
and  in  factories.  Auto  maker  BMW  gives 
Genion  phones  to  some  5,000  employees 
at  plants  in  Regensburg,  Berlin,  and  other 
locations.  By  designating  the  factories  as 
home  zones,  workers  can  roam  the 
assembly  line,  ever-reachable,  even 
without  paying  mobile  rates. 

Genion  isn't  the  only  way  that  O2  is 
stealing  business  from  Deutsche  Telekom's 
traditional  phone  business.  Another  option, 
called  duo,  charges  couples  $19.66  per 
month  for  two  mobile  phones.  The  plan  lets 
them  call  each  other  for  80  a  minute— just  a 
few  cents  more  than  the  cheapest  long- 
distance rates  in  Germany.  "My  old  phone 


market,"  says  John  Karidis,  an  analyst  at 
Commerzbank  in  London  who  estimates  t^ 
other  carriers  won't  have  the  technology  to| 
offer  competing  service  for  several  years. 
Eventually,  says  mm02  Chief  Technology 
Officer  Dave  Williams,  customers  will 
probably  own  a  mobile  phone  that,  at  homil 
will  function  like  a  cordless  phone  that  rout| 
calls  over  the  Internet.  As  even  Williams 
concedes,  such  a  network  will  remain 
cheaper  for  many  years  because  of  the 
relatively  high  cost  of  cellular  switching 
equipment.  "To  attack  wired,  you  have  to 
reduce  costs  even  further,"  says  Williams. 
For  now,  though,  Genion  is  the  closest  thin^| 
to  the  wireless  future  that  the  present 
can  offer.  ■ 

-By  Jack  Ewing  in  FrankfA 
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With  a  bold  deal  in 
Russia,  BP's  John 
Browne  is  changing 
the  industry 


WITH  ENOUGH 
G-force  to  send 
a  drink  sloshing 
backward,  BP 
PLC's  Gulfstream 
5  roars  down 
the  runway  of 
Moscow's  Vnukovo  Airport  and  climbs 
rapidly  into  the  clear  night  sky.  Soon  a 
steward  appears  bearing  Champagne 
and  caviar.  The  seven  executives  on  the 
plane  gather  around  BP  Chief  Executive 


John  Browne  and  drink  a  toast  to 
new  Russian  venture.  "Here's  to  Rui 
says  Browne.  "A  country  that  has  co 
far  so  fast  that  there  is  no  going  bac 
Go  far,  go  fast:  The  same  could  b 
of  BP's  55-year-old  boss.  During  his 
day  September  trip  to  the  Russian  a 
Browne  packed  in  as  much  as  a  vi 
head  of  state.  With  police  escorts  p£ 
the  traffic  for  his  motorcade,  he  deU 
two  lectures  to  university  students 
with  Russian  Prime  Minister  M 
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Kasyanov,  jawed  about  strategy  with  his 
Russian  partners,  and  hosted  a  party  for 
ViPs  among  the  gold-and-silver-framed 
medieval  icons  of  the  KremUn  Armory. 

Browne  had  good  cause  to  celebrate. 
Just  days  before,  on  Aug.  29,  BP  had  final- 
ized an  $8.1  billion  deal  with  Russian  oil 
producer  TNK,  one  of  the  energy  giants 
created  in  the  wake  of  the  Soviet  collapse. 
An  $8  biUion  deal?  In  the  oil  patch,  that's 
middling— Browne's  acquisition  of  Amo- 
co Corp.  alone  was  $62  bUlion.  But  that's 
not  why  this  deal  is  special.  The  success- 
ful end  of  18  months  of  secret  negotia- 
tions marked  the  first  time  a  Western  oil 
company  had  acquired  a  major  equity 
stake  in  an  integrated  Russian  oil  pro- 
ducer. BP,  which  vies  with  Royal 
Dutch/Shell  Group  for  the  title  of  the 
world's  second-largest  oil  major  after 
Exxon  Mobil  Corp.,  now  has  a  50%  share 
in  a  new  venture  dubbed  TNK-BP,  which 
already  pumps  1.2  miUion  barrels  a  day  of 
crude  from  fields  in  Siberia  and  the  Urals. 
But  what  really  captivates  Browne  is 


SOVIET  STYLE 

BP  will  need  years 
to  clean  up 
Siberia's  corroded 
oil  equipment 


TNK-BP's  fiiture 
prospects  as  an  ex- 
porter to  its  neigh- 
bors in  Asia  and  Eu- 
rope. After  all,  the 
company  may  have 
resources  on  the  order  of  35  bilhon  bar- 
rells  of  oil  equivalent— nearly  twice  BP's 
current  reserves.  The  remaining  50%  be- 
longs to  a  Russian  group  led  by  Mikhail 
Fridman,  chairman  of  the  sprawUng  Alfa 
Group  conglomerate.  "This  is  an  oppor- 
tunity with  very  long  legs,"  says  Browne. 

THE  MORE  THE  MERRIER 

NOW  OTHERS  ARE  scrambling  to  keep 
pace.  Just  weeks  after  Browne's  tri- 
umphant visit  to  Moscow,  market  sources 
confirmed  that  Exxon  was  in  negotiations 
with  Russia's  top  producer,  YukosSibneft 
Oil  Co.,  to  acquire  a  stake  as  large  as  40% 
for  upwards  of  $20  biUion.  Yukos  is  also 
said  to  be  in  discussions  with  Chevron- 
Texaco  Corp.  ConocoPhilhps  may  be  talk- 
ing with  LukoU,  another  Russian  energy 


giant.  The  more  the  merrier, 
Brovme:  "If  it's  good  for  the  Russi 
industry,  it's  good"  for  BP. 

It  won't  be  the  first  time  Browne 
a  deal  avalanche.  Just  five  years  age 
acquisition  of  Chicago-based 
forced  the  other  giants  to  go  hvt 
Exxon's  $87  billion  purchase  of  Mot 
lowed  soon  after,  as  did  Che 
takeover  of  Texaco.  "I  think  the  1 
deal  is  analogous  to  the  Amoco  me 
says  Daniel  Yergin,  chairman  of  IV 
chusetts-based  Cambridge  Energ 
search  Associates.  "[Browne]  is  a  || 
changer." 

No  question,  Browne's  timing 
peccable.  Suddenly,  Russia  is  on  evi 
vestor's  radar  screen.  The  RTS  in 
Russian  stocks  is  up  72%  so  far 
while  foreign  direct  investment  is 
reach  $5.5  biUion.  Rising  prices 
and  other  commodities,  which  m; 
the  bulk  of  Russia's  exports,  aloni 
steady  improvements  in  the  busine] 
mate,  are  among  the  main 
Moody's  Investors  Service's  decisis 
Oct  8  to  raise  Russia's  sovereign  del 
ing  to  investment  grade  will  pn 
send  bilhons  in  fresh  capital  Russia' 

The  biggest  lure:  Russia's  362  t 
bbl.  of  proved  oil  and  gas  reservej  '; 
largest  of  any  country.  With  tradi  ^ 
sources  of  oil  and  gas  in  the  West  c 
up,  the  hunt  for  new  acreage  is  on 
aren't  that  many  options.  Major  tro 
Saudi  Arabia,  Kuwait,  Mexico, 
Venezuela  are  still  mostiy  the  pra 
national  oil  companies.  Tliat  leaves 
where  much  of  the  oil  patch  is  no' 
trolled  by  the  private  sector.  At  aro 
milhon  bbl.  daily,  Russia's  oil  produ( 
comparable  to  Saudi  Arabia's  but  is 
ing  at  about  9%  a  year,  while  OPEC 
keep  a  Ud  on  Saudi  output  And  wl 


THE  MAKING  OF  AN  OIL  PATCH  POWER 


John  Browne's 
deal  machine... 


MAJOR  ACQUISITIONS  SINCE  1995 


August  1998  Chicago-based 
Amoco 


$61.9 


April  1999  L.A.-based 

Atlantic  Richfield 


31.8 


March  2000  British  lubricant  giant 
Burmah  Castrol 


4.7 


January  2002*  Germany's  Veba  Oi! 
marketing  and  refining  operations 


2.7 


August  2003*  50%  of  new 

Russian  oil  company  TNK-BP 


8.1 
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Data:  BP  PLC.  Hoomtierg  Financial  Mariiets 


...has  pumped 
up  reserves.. 
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The  CorDoration  Enen 


Saudis  have  kept  Western  oil  majors  at 
arm's  length,  Russian  President  Vladimir 
V.  Putin  stands  ready  to  embrace  them.  By 
2010,  Russia  will  be  "a  global  player  and 
the  world's  largest  exporter  of  hydrocar- 
bons," predicts  Edward  L.  Morse,  an  exec- 
utive adviser  at  Hetco,  a  New  York-based 
oil  trading  firm. 

Despite  its  appeal,  Russia  is  still  a 
place  where  vendettas  and  intrigues  in- 
comprehensible to  outsiders  can  make  or 
break  deals.  Just  look  at  the  drama  sur- 
rounding Yukos:  While  Putin  seems 
ready  to  bless  a  deal  between  it  and 
Exxon,  government  investigators  are 
badgering  Yukos  boss  Mikhail  B. 
Khodorkovsky  with  judicial  probes. 

No  one  knows  the  risks  better  than 
Browne.  BP  was  one  of  the  first  oil  majors 
to  venture  into  Russia  following  the  col- 
lapse of  the  Soviet  Union.  In  1997, 
Browne  plunked  down  $480  million  for  a 
10%  stake  in  Sidanco,  an  oil  company 
controlled  by  oligarch  Vladimir  O. 
Potanin  but  coveted  by  Fridman  and  his 
partners  at  TNK.  Following  Russia's  1998 
market  meltdown,  Fridman  used  bank- 
ruptcy proceedings  to  strip  Sidanco  of  its 
best  assets.  After  a  long  struggle,  BP  cut  a 
deal  with  Fridman  in  2000  whereby  it  re- 
gained the  assets  and  agreed  to  up  its 
stake  in  Sidanco  to  25%  and  explore  a 
merger  with  TNK.  Strange  as  it  may  seem, 
Browne  says  the  batde  drew  BP  closer  to 
Fridman— who  will  serve  as  chairman  of 
TNK-BP— and  his  partners. 

SHOPPING  SPREE 

BP'S  BOSS  ADMITS  Russia  still  has  a  long 
way  to  go.  "The  rule  of  law  is  not  wide- 
spread. Corruption  is  widespread,"  he 


PUMPING  UP 


says.  Yet  Browne  argues  that  the  dangers 
in  Russia  may  not  be  as  great  as  those  in 
the  Middle  East  or  in  West  Africa  and 
Nigeria,  where  BP  rivals  Royal/Dutch 
Shell  and  Exxon  are  placing  huge  bets. 
Browne  is  not  afraid  to  take  risks  as  long 
as  the  potential  rewards  are  there: 
"Where  everything  is  cut  and  dried  there 
is  no  opportunity,"  he  says. 

The  TNK  deal  is  the  culmination  of  a 
five-year  shopping  spree  launched  by 
Browne  to  turn  BP  firom  an  also-ran  into  a 
top-three  oil  company  (chart,  page  120). 
Net  income  will  soar  37%  this  year,  to  $12 
billion,  on  revenues  of  around  $120  bil- 
hon,  according  to  analysts. 

In  effect,  Browne  has  staked  BP's  fu- 
ture on  five  new  areas:  Azerbaijan, 
Trinidad,  Angola,  Indonesia,  and  the 
deep  water  off  the  Gulf  of  Mexico,  where 
BP  is  expanding  the  limits  of  seismic 
technology  to  find  oil  beneath  forbidding 
salt  domes.  Now,  Russia  adds  a  sixth  card 
to  BP's  hand.  The  newly  formed  TNK-BP 
will  be  the  third-largest  integrated  oil 
company  in  Russia,  with  proven  reserves 
of  more  than  9  billion  bbl.  Investment 
bank  Dresdner  Kleinwort  Wasserstein  in 
London  estimates  that  TNK-BP  will  earn 
$1.6  bilhon  on  $10.8  bilUon  in  2003. 

Fridman  and  TNK's  other  major  share- 
holders, Viktor  Vekselberg  and  Len 
Blavatnik,  are  counting  on  BP's  technolo- 
gy and  management  to  transform  TNK- 
BP  into  a  company  valued  by  internation- 
al, rather  than  Russian,  standards.  BP's 
involvement  could  also  smooth  the  way 
for  expansion  into  Eastern  Europe  and 
China.  "It  is  not  so  easy  for  a  company 
that  is  just  Russian,  because  of  political 
suspicions,"  says  Fridman,  an  affable  39- 


John  Browne 

He  started  out  in  one  of  BP's  biggest 
gambles-the  oil  fields  of  Alaska 

BORN  Feb.  20. 1948,  in  Hamburg, 
Germany,  son  of  a  British  Army 
officer  and  Romanian  Holocaust 


survivor 

EDUCATION  Graduated  from 
Cambridge  University  in  1969,  with 
honors  in  physics.  MS  in  business 
from  Stanford,  1984. 

POSITION  Group  chief  executive 

officer.  BP,  since  1995. 

FIRST  JOB  Graduate  trainee  at 
BP  in  Alaska.  1969 


EARLY  SIGNS  OF  PROMISE  In 

the  early  1980s,  sold  off  stakes  in 
BP's  Forties  Field  in  the  North  Sea 
for  around  a  $300  million  profit. 

TOP  ACHIEVEMENT  Making  BP 
one  of  the  "Three  Sisters." 

HONORS  Named  Lord  Browne  of 
Madingley  in  2001. 

INTERESTS  Collecting  modern 
painting  and  pre-Columbian  art. 

INDULGENCE  Cigars 

FAMILY  Lifelong  bachelor 


year-old.  Unlike  Khodorkovsky,  Fri^ 
has  managed  to  avoid  confront 
with  the  Kremlin— a  poUtical  plus  fcj 

Browne  sees  a  dramatically  expa 
role  for  Russia's  energy  wealth, 
has  huge  reserves  of  oil  and  gas  in  ea 
Siberia  that  it  hopes  to  export  to 
and  China.  Browne  says  that  in  one  ^■ 
ing,  he  told  Putin  that  Russia  shoulc  jrj 
come  a  great  provider  of  enei^  to  tl  a  r 
East,justasithastoEurope."  ij- 

But  the  British  company  has  its  ^,r 
cut  out.  TNK's  oil  fields  are  old  J  _,,  -_ 
acreage  in  Siberia  and  the  Urals.  Th«   . 
fer  from  bad  salt  corrosion,  lea  f 
and  environmental  problems.  BP's  i 
as  an  environmentally  sensitive  con  "' 
could  well  be  tarnished  by  its  ini  °' 
ment  in  Siberia.  Browne  says  cle: 
/-,    .^  everything 

Cntics  say 
Browne 


too 
much  for 
his  stake 
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"will  take  i  i  -^ 
siderable    ti  v~'- 
up  to  10  ye  cTJu 
r^QiH  tnn  ^^t  the  bad  fc 

paiU  LOO  conditions  ar  „, , 

an  opportuni  j,,,;, 
can   squeeze 
more    produ 
by    simple 
niques    suci 
drilling  new 
and  repositioning  pumps.  Even  wi| 
the  benefit  of  high- end  technolf"^ 
TNK's  output  has  been  growing  fast' 
Another  issue  is  keeping  the  Rus 
and  British  working  together.  The 
BP  arrangement— the  board  and  5 
management  are  evenly  split  bet 
Russians  and  BP  execs— is  suppos 
compel  both  sides  to  work  for  thei 
tual  benefit.  BP  is  supplying  110  , 
agers,  including  CEO  Robert  Dudley  ^ 
Russians,  who  have  now  received ,    ' 
billion,  will  be  paid  the  rest  ovei  ^ ' 
years  in  BP  shares  and  be  requir  " 
keep  their  stakes  in  TNK-BP  for  th;  ' 
riod.  The  BP  mantra  is  that  interes  "^ 
"aligned."  ^  '•■ 

Browne  has  so  far  received  little  1  ptt 
for  the  deal  in  the  financial  comm  ^t ; 
which  worries  that  BP  paid  a  lot  wi  ! 
gaining  control.  "BP  clearly  has  the  L  . 
domestic  Russian  oil,"  says  J.J.  TVay.  me  - 
Deutsche  Bank  in  a  report.  But  the  a,; 
sians  "are  the  financial  winners."      j^^, 
Browne,  who  takes  a  longer  view  ^, 
what  he  heard  about  the  new  compa  ^ 
his  trip.  Production,  after  all,  is  rising  " 
than  10%  a  year.  Risks?  Of  course. " 
the  celebrants  on  that  speeding 
Russia,  stretched  out  below  in  the  ' 
ness,  is  a  place  of  infinite  possibility. ' 

-By  Stanley  Reed,  with  Jason 
in  Moscow 
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|i      Patent  Licensing 


Patent  Claim  Language: 
More  Important  Than  Ever 


ilogy  licensing,  and  in 

ir  patent  licensing,  is  an 

It  part  of  a  company's 

strategy.  While  licens- 

mplex  documents  with 

iportant  terms,  perhaps 

gle    most    important 

I  a  technology  licensing 

ni   is   its   core 

1  -  the  grant  ^ 
The     grant 

identifies    the 

1    technology 
vast  majority 

crucial    rights 

icensed.    The 

ucture  of  the 

lause    defines 

bject    matter 

g>',  the  scope 

.  licensed,  and 

es,  field  of  use 

ns,    territorial 

ns,   and   tem- 

Jliitations. 

11  l^cope    of    the 

technology  is 

detailed    in 

tions   section, 

relevant  deh- 

^fire  then  incor- 

into  the  grant    

'   he  subject  mal- 

mology    of    a    patent 
.  jis  typically  defined  as 

entions    or    processes 
by    specific    United 

or    foreign    patent(s), 
patent   application(s) 
jjific   claims   contained 
It   is   also  sometimes 

defined    in    terms    of 
i5|ive  patents  and  patent 

ons.  Other  technology 

Drmation  that  may  not 
^  ed  by  a  patent  or  appli- 
P*  lay  be  included  in  the 
agreement,    such    as 

low"    or    trade    secret 

ion. 

IS    words    in    a    grant 

an  be  used  to  describe 

;hts    being    granted. 

mple,  the  licensing  of 


patented  technology  may  in- 
volve the  grant  of  rights  to  the 
Licensee  to  make,  use,  or  sell 
the  patented  technology  with- 
out being  sued  for  infringement 
by  the  patent  holder.  The  grant 
of  rights  may  also  be  exclusive 
to  the  Licensee.  It  is  also  worth 


C    )3)DaRSEY 

Dorsey  &  Whitney  LLP  has  one  of 
the  largest  intellectual  property  law 
practices.  Its  125+  IP  lawyers,  patent 
agents  and  technical  advisors  combine 
solid  experience  in  intellectual  prop- 
erty law,  business  acumen,  and  techni- 
cal expertise  to  provide  counseling 
that  companies  need  to  stay  competi- 
tive in  today's  marketplace.  Dorsey 's 
client's  trust  is  reflected  in  it's  recogni- 
tion as  a  "power  prosecutor"  for  qual- 
ity of  patents  and  ranking  as  31st  for 
number  of  US  patents  issued  in  2002. 
Their  trademark  practice  registered 
the  2nd  highest  number  of  US  trade- 
marks, and  their  IP  litigators  ranked 
11th  for  US  IP  enforcement  law  suits 
filed  in  2002. 

Lee  R.  Osman,  Patent  Group  Head 
www.dorsey.com 


noting  that  unless  otherwise 
addressed.  Licensees  to  patented 
technology  generally  have  no 
right  to  sublicense. 

A  grant  clause  may  also 
include  field  of  use  limitations 
that  limit  the  areas  in  which  a 
Licensee  may  exploit  a  licensed 
technology  to  a  particular  field. 
In  addition,  patent  licenses 
tend  to  be  limited  to  the  coun- 
try or  region  where  patent  pro- 
tection exists  or  where  it  is 
expected  eventually  to  exist. 

Lastly,  technology  license  agree- 
ments have  a  temporal  aspect 
that  governs  how  long  the  rights 
to  the  licensed  technology  last. 
Where  the  technology  involved 
is  patented,  the  license  usually 
lasts  for  the  life  of  the  patent. 


Recent  developments  in  patent 
law  make  the  language  used  in 
patent  claims  more  important 
than  ever.  Patent  claims  define 
the  scope  of  an  invention,  and 
the  outcome  of  most  patent 
infringement  lawsuits  turns  on 
the  precise  wording  of  ^ 
the  claims.  Accordingly, 
significant  attention 
should  be  paid  when 
crafting  and  amending 
claims  in  the  process 
leading  up  to  patent 
issuance. 

The  U.S.  patent  laws 
were  recently  changed 
to  encourage  publica- 
tion of  patent  applica- 
tions 18  months  after 
filing.  After  publication, 
provisional  rights  allow 
recovery  of  a  "reason- 
able royalty"  from 
infringers,  but  only  for 
a  claim  in  the  issued 
patent  "substantially 
identical"  to  a  claim  in 
the  published  patent 
application. 

The   Supreme   Court  ^^^"i 
has  ruled  that  patent  claims  are  to 
be  interpreted  by  the  trial  court 
as  a  legal  matter,  not  by  a  jury  as 
a  factual  matter.   Consequently, 

"More  than  ever 
before,  careful  • 

claim  drafting  is 

crucial  to  securing 

and  enforcing 

strong  patents. " 

most  courts  hold  preliminary 
hearings  to  interpret  claim  lan- 
guage. Courts  look  at  the  claims 
themselves,  the  body  of  the 
patent,  and  the  communications 
exchanged  viith  the  Patent  Office 
during  examination  of  the  patent 


application  -  all  controlled  or 
influenced  by  the  patent  appli- 
cant or  its  attorney  Most  patent 
cases  settle  or  are  decided  on 
summary  judgment,  without  the 
need  for  a  trial,  once  the  judge 
has  construed  the  claims. 


CHRISTIE  IPARKERlHALEu, 
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Christie,  Parker  &  Hale  (CPH)  is  a  nationally 
recognized  law  firm  that  specializes  in 
Intellectual  Property  (IP)  law.  Now  entering  its 
50th  year,  CPH  represents  domestic  and  inter- 
national clients  in  all  IP  matters,  including 
procurement  and  enforcement  of  U.S.  and 
foreign  patents,  trademarks,  copyrights,  and 
domain  names;  novelty,  right-to-use,  and 
infringement  opinions;  trade  secrets  and 
unfair  competition  counseling;  due  diligence; 
licensing;  plant  variety  protection;  industrial 
designs;  computer  law;  and  complex  IP  litiga- 
tion. CPH  has  offices  in  Pasadena  and 
Newport  Beach,  California. 


Pasadena,  CA  •  626-795-9900 
www.cph.com 


In  another  recent  case,  the 
Supreme  Court  placed  sig- 
nificant restrictions  on  the 
"Doctrine  of  Equivalents,"  a 
doctrine  invoked  by  patent 
owners  to  extend  the  scope 
of  their  patents  beyond  the  lit- 
eral meaning  of  the  patent 
claims.  The  Doctrine  of  Equiv- 
alents is  no  longer  available 
for  claim  language  narrowed 
during  examination,  unless  the 
patent  owner  can  establish 
that  an  excepuon  should  apply 
This  is  part  of  a  recent  trend 
restricting  the  Doctrine  of 
Equivalents,  forcing  patent 
owners  to  rely  upon  the  literal 
language  of  their  claims. 

More  than  ever  before,  careful 
claim  drafting  is  crucial  to 
securing  and  enforcing  strong 
patents. 
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The  Elusive  Employee  (How  To  I  Your  Customer  Goes  Bankruf 
Count  Those  Who  Count)        ■  How  This  Affects  Your  BusinA 


Debbie  Wells  stormed  out  of 
the  office  and  ne\'er  came  back. 
Instead,  she  sued  her  former 
employer,  a  small  medical  clinic, 
for  discrimination  under  the 
Americans  With  Disabilities  Act. 

Congress  never  intended  iliat 
the  ADA  or  other  federal  anti-dis- 
crimination legislation  ,^^"^" 
should  impact  small 
businesses  with  less  than 
15  employees.  If  the  four 
doctors  who  owned  and 
managed  the  clinic  were 
not  counted  as  em- 
ployees, this  clinic  had 
less  than  15  employees. 
Debbie  argued  that  the 
doctors  should  be 
counted  as  employees 
because  they  were  share- 
holders and  directors 
of  the  clinic,  which  was 
organized  as  a  profes- 
sional corporation.  This 
puzzled  the  doctors  be- 
cause they  didn't  func- 
tion as  employees  at  all; 
instead  they  owned  and 
managed  the  clinic  as 
proprietors.  The  share- 
holder/directors label 
was  merely  for  tax  purposes. 
The  issue  in  this  case  was 
whether  the  doctors  should  be 
counted  as  employees  for  pur- 
poses of  ADA  coverage. 

In  April  2003,  the  U.S. 
Supreme  Court  decided  this  case 
in  favor  of  the  doctors.  Clackamas 
Gastroenterology  Associates,  PC. 
V  Wells,  123  S.Ct.  1673  (2003) 
holds  that  if  the  shareholder/ 
directors  (the  four  doctors)  oper- 
ate independently  and  manage 
the  business,  they  are  proprietors 
and  not  employees;  however,  if 
they  are  subject  to  the  clinic's 
control,  they  are  employees. 

This  case  impacts  not  only  small 
medical  clinics,  but  also  law  firms, 
accounting  firms,  and  architects, 
as  well  as  any  enterprise  where 
the  owners  work  in  the  business. 


This  case  also  impacts  very  large 
partnerships  in  which  junior 
partners  may  not  have  genuine 
management  authority  Under  this 
case,  those  junior  partners  might 
actually  be  found  to  be  employees. 

To  help  businesses  and  the 
courts    determine    whether    an 


Samuels  Yoelin  Kantor 
Seymour  &  Spmrad  LLP 

Steven  W  Seymour,  partner  in  the  firm, 
argued  the  case  on  behalf  of  Clackamas 
Gastroenterology  Associates,  PC.  before  the 
Supreme  Court.  With  him  on  the  brief  was 
Andria  C.  Kelly,  an  associate  with  the  firm. 

Firm  lawyers  assist  professionals  and 
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zations and  business  planmng,  taxation, 
retirement,  401(k)  and  employee  benefit 
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Litigation,  arbitration  and  mediation  of 
matters  related  to  these  practice  areas. 
For  more  information  contact  the  firm 
at  888-291-7956;  200  Willamette 
Wharf,  4640  SW  Macadam  Avenue, 
Portland,  Oregon  97239 

Portland,  OR 
www.SamuelsLaw.com 


individual  is  an  employee  or  a 
proprietor,  the  Supreme  Court  ad- 
opted the  EEOC  Six  Factor  Test: 

Does  the  indi\idual: 

1.  Hire,  fire  or  make  work 
rules? 

2.  Supervise  others? 

3.  Report  to  someone  higher 
up? 

4.  Influence  management? 

5.  Have  an  employment 
contract? 

6.  Share  in  the  profits, 
losses  and  liabilities  of  the 
business? 

The  mere  fact  that  an  individual 
wears  a  particular  title  or  label  is 
not  detenninative.  The  Supreme 
Court  ruled  that  it  is  not  the  label 
but  the  individual's  participation 
in  the  business  that  counts. 


Your  slow-paying  customer 
dependent  on  you  for  services 
or  materials  has  filed  bankruptcy. 
You  welcome  the  bankruptcy 
because  you  believ^e  bankruptcy 
gives  you  an  "out."  Your  writ- 
ten contract  says: 

"A  party  may  termi- 
nate this  agreement  by 
vmtten  notice  if  a  pro- 
ceeding is  commenced 
under  the  United  States 
Bankruptcy  Code,  vol- 
untary or  involuntary, 
by  or  against  the  other 
party." 

Although  this  pro\i- 
sion  could  not  be 
clearer,  you  would  be 
well  advised  not  to  rely 
on  it.  It  is  what  bank- 
ruptcy courts  call  an 
"ipso  facto"  clause  and 
is  generally  not  enforce- 
able. Indeed,  a  specific 
pro\asion  in  the  United 
States  Bankruptcy  Code 
invalidates  ipso  facto 
clauses. 

So  what  happens  to 
your  contract  now  that  ^"^^ 
it  is  stuck  in  your  customer's 
bankruptcy?  Unless  you  take 
prompt  action  with  the  help  of 
bankruptcy  counsel,  you  could 
be  obUgated  to  fulfill  your  side 
of  the  contract.  In  a  Chapter  1 1 
case,  unless  you  formally  ask 

"Unless  you  take 

prompt  action,  your 

company  could  still  be 

required  by 

law  to  fulfill  your  side 

of  the  contract. " 

the  court  to  require  the  debtor 
to  decide  early,  a  debtor  need 
not  decide  whether  to  "assume" 
or  "reject"  a  contract  until  just 


before  the  court's  heai 
its  reorganization  plan 
often  does  not  occu 
months  or  years  after  th 
ruptcy  filing. 

When  a  debtor  "assi. 
contract,  it  commits  to  fi 
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its  side  of  the  bargain 
it  "rejects"  a  contra 
debtor  is  getting  out 
contract,  which  could  I 
damaging  to  you,  even 
you  are  no  longer  reqi 
perform  your  side  of  t 
tract.  For  any  damaj 
incur  because  of  the 
rejection,  you  receive 
cured  claim  -  usualh 
great  result. 

Alternatively,  you  ma 
that    your    customer 
the  contract  so  that  it  r 
what  it  owes  you.  In 
ruptcy  case,  this  is  on 
few  ways  in  which  a 
can  get  paid  in  full. 

Experienced  banl 
counsel  can  help  y( 
assumption  or  rejectioi 
contract  in  a  bankrupt! 
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Lf  Dollars  and  Deadlines: 
ii\  Tale  of  Nine  Lawyers 


Trademarks  and  Copyrights 
on  the  Internet 


32,   Hyperphase  Tech- 
LLC  sued  Microsoft 

ation  for  damages. 
1*  ^ase  alleged  that  Micro- 

ed  its  intellectual 
4  It  filed  the  action  in 

ourt  in  Wisconsin.  On 
■|003,  the  judge  in  that 

rered  an  order  ^^^^ 

witty     and  r 
'  I  for  the  expo- 
|,  ives  to  the  cost 

ion. 
II  rate  Crocker's 
c  plains  the  cir- 
iB  ces: 
^ :  parties  in  this 

until  June  25, 
file  summary 

nt    motions. 

ctronic  docu- 
I  lay   be   e-filed 

idnight...  In  a 

pus  affront  to 
otirts  deadUnes, 
pft  did  not  file 
Option  until 
°f^  a.m.  on  June 

'3,  with  some 

ng  documents 

.  in  as  late  as 

a.m.  ^^^^ 

2'  isoft's  insouciance 

ered   Hyperphase   that 

s  attorneys  . . .  promptly 

notion  to  strike  the  ... 

as  untimely.  Counsel 
I  Dlded  italics  to  make 
1?  int  clear,  a  clear  sign  of 
<  i  iniquity  on  ones  foe. 

is  court  did  [order]  the 

not   to   flyspeck   each 

ut  how  could  such  an 
■J^Dply  to  a  motion  filed 
five    minutes    late? 
1  fts  temerity  was  noth- 

t  of  a  frontal  assault  on 
ncept  of  punctuality  so 

:d  by  and  vital  to  this 


transcend  the  affront  and  for- 
give the  tardiness.  Indeed,  to 
demonstrate  the  evenhanded- 
ness  of  its  magnanimity,  the 
court  will  allow  Hyperphase  on 
some  future  occasion  in  this 
case  to  e-file  a  motion  four  min- 
utes  and   thirty   seconds   late. 


STEWART  SOKOL  &r  GRAY  LLC 
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Stewart  Sokol  &  Gray,  LLC  empha- 
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^ided  though  this  court 
:  by  Microsoft's  four 
and  twenty-seven  sec- 
eliction  of  duty,  it  wall 


wath  support  documents  to  fol- 
low up  to  seventy-two  minutes 
later." 

The  rebuke  by  this  judge  is 
not  the  first  time  litigants  or 
their  counsel  were  taken  to  task 
for  over-exuberance.  Complex 
commercial  litigation  is  often 
driven  by  deadlines  and  techni- 
calities. The  stakes  in  litigation 
demand  attention  to  detail. 

However,  scrutiny  of  corpo- 
rate governance  is  now  fierce. 
In  that  atmosphere,  above-the- 
line  expenses  for  professional 
services,  including  legal  coun- 
sel, cannot  escape  examination. 
CEO's  must  ask  the  question: 
Are  nine  law)'ers  really  neces- 
sary to  oppose  a  motion  hied 
four  minutes  late? 


A  company's  Internet  domain 
name  can  function  as  a  trade- 
mark. The  United  States  Patent 
and  Trademark  Office,  however, 
has  nothing  to  do  with  the 
issuance  of  domain  names.  The 
differences  in  the  way  trade- 
marks and  Internet  ^'^^ 
addresses  are  issued 
can  result  in  use  of  reg- 
istered trademarks  as 
domain  names  by  oth- 
ers. The  Federal  Trade- 
mark Dilution  Act  has 
begun  to  close  the  gap 
between  trademark  reg- 
istration and  domain 
name  issuance  policy 
It  protects  "famous" 
trademarks  from  uses 
by  others  that  "cause 
dilution  of  the  distinc- 
tive quality  of  the 
mark"  even  where  no 
consumer  "confusion" 
-  the  touchstone  of 
traditional  trademark 
law  -  is  likely. 

Resolution  of  such 
issues  continues  to 
evolve,   however,   and 


drawings,  video,  audio,  and 
interactive  features  allowing 
manipulation  of  another's  cre- 
ation implicate  serious  copyright 
questions.  Prudent  owners  of 
important  copyrights  look  for 
infringing  works   on-line   and 
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its  work  in  complex  business  and  entertain- 
ment litigation.  Its  full-service  transactional 
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emerging  companies,  and  individuals  in 
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owners  of  even  "famous"  trade- 
marks -  the  definition  of  which 
remains  uncertain  -  are  not 
assured  of  success. 

Consequently,  the  prudent 
business  regularly  reviews  its 
trademark  portfolio,  confirms 
the  registration  of  all  its  marks 
(in  the  U.S.  and  abroad),  regis- 
ters domain  names  using  at  least 
its  most  valuable  and  imponant 
marks,  and  monitors  registra- 
tions of  domain  names  by  others 
for  similanties.  Prompt  action 
should  be  taken  to  preserve 
a  challenge  to  any  domain 
name  that  might  confuse  one's 
own  customers. 

Businesses  also  need  to  worry 
about  copyright  protection  and 
liability  in  the  computer  age. 
"Desktop  publishing"  in  formats 


re\iew  the  registration  status  of 
important  works. 

Contracts  with  outside  com- 
puter service  providers  must  be 
clear  about  cop)Tight  ownership 
of  material  they  exchange, 
especially  in  regard  to  database 
creation,  a  hotbed  of  copyright 
litigation. 

Guidelines  for  employee 
Internet  access  are  imperative 
in  protecting  a  business  from 
infringing  another's  copyright. 
Internet  access  should  be  used 
only  for  work-related  matters, 
and  employees  should  be  cau- 
tioned about  the  risk  of  using 
material  they  get  from  the 
Internet.  No  employee  should 
put  material  on  the  Internet 
without  management  review  of 
copyright   and   confidentiality 


that    include    text,    photos,      issues. 
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lome  Sweet  Hotel 

ins  to  rate  with  BusinessWeek  readers,  they  need  comfy  rooms,  high-speed 
jccess,  and  some  little  extras  thrown  in.  BY  CHRISTOPHER  PALMERl 


IKE  A  GROGGY  ROAD  WARRIOR  rubbing  his  eyes  in 
the  first  Ught  of  day,  business  travel  is  trying  to 
wake  up  from  a  three-year  slumber.  While  hotel 
occupancies  and  room  rates  remain  depressed,  a 
recent  poll  of  business  travelers  by  American 
Express  indicates  that  nearly  40%  of  them 
planned  to  travel  more  next  year.  J  Perhaps 
I  ramping  up  your  travel  plans,  and  while  your  airline 
es  may  be  limited,  hotels  aren't.  Thaf  s  why  we  turned  to 
nartest  business  folks  we  know— our  readers— and  asked 

name  the  best  places  for  the  busi- 
iveler  to  stay.  Nearly  1,200  sub- 
;  participated  in  this,  our  first  hotel 
They  logged  on  to  Business- 
)m  and  told  us  where  they  like  to 
id  why.  The  results  were  revealing. 

IN 

VIRTUALLY  impossible  to  find  the 
3est  hotel.  We  asked  readers  to 
heir  favorite  property  and  got  al- 
,200  different  answers.  But  they 
Iter  on  what  really  counts  (after 
id  location,  of  course):  39%  said 
Jity  of  the  guest  rooms  was  para- 
The  hotel  staff  and  health- club 
50  high  on  the  Ust,  but  the  real  sur- 
vas  high-speed  Internet  access, 
)laced  a  strong  second.  "That's  an 

IT  Business 
>tel  Survey 

Tiakes  a  great  business  hotel? 
ire  highlights  from  our  survey, 
ran  from  Aug.  21  to  Sept.  30  at 
jssWeek  Online. 


area  you're  going  to  see  a  lot  of  hotels  fo- 
cus on  in  the  next  year,"  says  Bjom  Han- 
son, head  of  PricewaterhouseCoopers' 
hospitahty  practice. 

We  had  no  problem  identifying  the  top 
chain.  Marriott  International,  with  24%, 
was  the  winner  by  a  wide  margin.  True, 
Marriott  is  the  largest  hotelier  in  the 
world,  and  its  breadth  of  locations  gives  it 
a  leg  up.  But  respondents  almost  univer- 
sally lauded  the  company  for  its  consis- 
tency. "They  never  provide  an  unpleasant 
surprise,"  said  one  reader.  "In  every 
Marriott  throughout  the  world,  the  staflFis 
always  caring,"  gushed  another.  One 
person  recalled  how  a  Marriott  staffer  in 
Wichita  made  some  sandwiches  at  no 
cost  after  the  kitchen  was  closed. 

Such   attentive   service   is   no   acci- 

BESIDES  RATES  and  location,  what  are 
the  most  important  amenities  or 
services  in  a  business  hotel? 


CURVED  R^*" 

Westin  fights 
"curtain  cling" 


WHAT  IS  YOUR  favorite 

hotel  chain? 


39% 

quality  of  the 
guest  rooms 


18% 

high-speed 
Internet  access 


17% 


the  hotel 
staff 


24% 

Marriott 


12% 

Hilton 


8% 

Westin  &        |' 
Four  Seasons  f 
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dent.  "We  spend  well  over  $100  million  a 
year  on  training,"  says  J.W.  Marriott  Jr., 
chairman  and  CEO.  "Every  day  there  is  a 
15-minute  exercise  on  things  like  how  to 
greet  a  guest,  how  to  handle  a  complaint. 
I  tell  our  people:  We  don't  manufacture 
anything.  We  provide  experiences.' " 

Consistency  and  number  of  locations 
were  also  reasons  12%  of  the  respondents 
picked  Hilton  Hotels— the  No.  2  finisher 
in  the  survey.  They  often  singled  out  the 
company's  loyalty  program,  which  allows 
members  to  earn  points  for  each  stay  in 
both  an  airline  frequent-fKer  program  and 
the  Hilton  plan.  The  number  of  brands 
under  the  Hilton  umbrella  was  also  a 
plus.  "I  can  stay  at  a  Hampton  Inn  and 
earn  points  toward  Hilton  stays,"  one 
subscriber  noted.  In  addition  to  Hilton 
and  Hampton  Inns,  the  company's  port- 
folio includes  DoubleTree,  Homewood 
Suites,  and  Embassy  Suites. 

No.  3  on  the  best-chain  Ust  was  Westin, 
something  of  a  surprise  since,  with  just 
120  hotels  worldvvdde,  it's  much  smaller 
than  many  of  its  rivals.  Readers  cited 
Westin's  exclusive  Heavenly  Bed— a  cus- 
tom-designed mattress  with  250-thread- 
count  linens  and  a  down  comforter  and 
pillows— and  its  Heavenly  Shower,  which 
features  a  double-headed,  massaging 
showerhead  and  a  cvuved  curtain  rod  to 
prevent  what  the  company  calls  "curtain 
cling."  Parent  Starwood  Hotels  &  Resorts 
Worldwide  is  rolling  out  better  bedding  at 
its  Sheraton  properties.  Close  behind 
was  Four  Seasons.  The  49-imit  tries  to 
make  it  easier  on  guests  by  letting  them 
store  luggage  between  visits,  and  provid- 
ing items  such  as  nail  chppers,  now  ver- 
boten  in  carry-on  bags. 

FREEBIEFEST 

OTHER  CHAINS  THAT  scored  well  rela- 
tive to  their  number  of  hotels  were  Hyatt, 
Ritz- Carlton,  and  W  (the  letter  doesn't 
stand  for  anything  in  particular),  a  five- 
year-old  brand  fi-om  Starwood  with  only 
20  locations  worldwide.  Readers  cited  its 
"hip"  decor.  Said  one:  "The  hotel  colors 
are  bright,  the  design  of  the  room  cre- 
ative, plus  the  Aveda  product  giveaways 
are  a  nice  touch." 

Indeed,  many  of  our  survey  respondents 


«^ 


BARONIAL  indicated  they  like  getting 

Marriott's  something  for  nothing. 

Renaissance  even  if  they  are  traveling 
Pittsburgh  Qjj  ^jj  expense  account 
Readers  picked  Embassy 
Suites  as  the  No.  7  chain  overall,  often 
mentioning  the  free  hot  breakfasts,  after- 
work  drinks,  and  hors  d'oeuvres  offered  at 
all  locations.  Another  reader  loved  Hotel 
Monaco's  poUcy  of  putting  a  live  goldfish 
in  the  rooms  to  "keep  [guests]  company." 
Hotel  Monaco  is  a  seven-vmit  dhain,  part  of 
the  Kimpton  Hotel  and  Restaurant  Group. 

Hotel  executives  say  they  are  respond- 
ing to  travelers'  desire  for  such  extras. 
Marriott  is  rolling  out  free  in-room  Inter- 
net access  at  all  of  its  Courtyards,  Resi- 
dence Inns,  TownePlace  Suites,  and 
SpringHill  Suites.  The  higher-end  Mar- 
riott and  Renaissance  brands  are  offering 
Internet  access  bundled  with  unlimited 
local  and  domestic  long-distance  calls  for 
a  flat  $9.95  per  day. 

W^dham  International  is  taking  that 


WHERE  DO  you  find  the 
best  rates? 


HOW  IMPORTANT  is  the  hotel's  cost 
in  making  your  travel  plans? 


37% 

independent 
Internet  sites 


23%         41% 


in-house  corporate 
travel  department 


very 
important 


not  important 


en  I 


one    step    ftuther. 
chain     offers     fret 
guests  free  Intemt 
cess,  long-distance  j 
calls,   and   persons 
in-room  welcome  hi 
with    items    like 
wine,  beer,  and  pej 
These  are  given  insti 
free  nights,  but  g 
don't  seem  to  mind, 
gratis    telecom    se 
made   their   debut 
siunmer,  members! 
W^dham's  loyalty 
gram  has  quadrup] 
1.6  million.  "Peopl 
to  know  they  can 
40-minute      confe 
call   and   it  won't 
them    50    bucks," 
Darcie  Brossart, 
ham's  director  of  1 
communications. 

Readers'  picks  oi 
favorite  loydty  proj 
came  up  much  like 
favorite  chains,  with 
riott  first  and  Hiltoi 
ond.  Here  again,  n 
chose  these  programs  for  the  num) 
locations  and  variety  of  brands  und<  ""^ 
plan.  Last  summer,  Marriott  tweak 
program  to  allow  frequent  guests  t( 
free  stays  30%  faster  than  many  of 
vals.  "The  bottom  Une  is  how  soon 
take  my  family  on  a  Gcee  vacation,'. 
CEO  Marriott 

Our  readers  have  a  fair  amoimt  ( 
way  in  choosing  where  they  earn 
frequent-traveler  points.  Some  85% 
spondents  said  their  company  didi|)3e: 
quire  them  to  stay  at  specific  hot 
chains.  About  60%  said  the  hotel' 
was  only  somewhat  or  not  import; 
making  their  plans. 

When  they  do  look  for  the  best 
most  travelers  troll  for  bargains  on 
pendent  Internet  sites,  a  practice  ti 
tel  chains  say  they  are  trying  to  dij 
age.  Earlier  this  year,  for  example,  I 
began  requiring  its  franchisees  to  j, . 
the  same  rates  on  Hilton.com  as  th  ^ 
through  a  third-party  site.  Starwoot 
it  will  match  any  price  foimd  on  i 
temet  site  at  any  of  its  740  prop 
And  Hyatt  is  offering  an  additiona 
off  the  best  Internet  rate  you  find, 
the  travel  industry  still  in  a  s 
knowledge  is  power.  ■ 


hiisincssWcok  oiiliiu' 


For  more  results 
hotel  survey,  go  to  www.businessweek.c 
magazine/extra. htm. 
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There  must  be  a  more  intelligent  way 
to  cut  your  operational  costs. 


Business  Intelligence /rom  Business  Objects 


"lese  days,  everyone  wants  to  cut  costs.  But  no  one 
fants  to  cut  the  ability  to  make  a  profit.  So  how  do  you 

nd  the  best  ways  to  save?  With  business  intelligence 

I 

pftware  from  Business  Objects,  of  course. 

)ur  software,  you  see,  rrunes  all  your  financial  and 

li  jperational  systems  and  gives  you  a  complete,  detailed 

[II 

Hew  of  all  your  costs  all  across  the  enterprise.  You  can 
ccess  and  create  reports.  Analyze  data.  And  find  ways 
)  make  your  operations  more  cost  effective.  All  based 
n  up-to-the-moment  information, 
usiness  intelligence  solutions  from  Business  Objects 

*  nable  you  to  track,  understand,  and  manage  enterprise 


performance  better  than  ever  before.  So  you  can  make 
better  decisions,  improve  operational  efficiency,  and 
discover  new  sources  of  revenue. 
Every  day,  more  than  17,500  companies  rely  on  our 
business  intelligence  software  to  unlock  the  power 
of  information  to  improve  enterprise  performance. 
Perhaps  you  should,  too. 

For  your  free  copy  of  our  new  business  paper  "Driving 
Organizational  Performance  with  Business  Intelligence,"  visit 
www.businessobjects.com/cost.  Or  call  Business  Objects 
at  1-800-527-0580.  And  let's  put  away  the  chainsaw 
before  your  enterprise  gets  hurt. 
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Fine  Dining?  Just 
Across  the  Lobby 

Some  of  the  best  new  restaurants  are 
popping  up  in  hotels.  BY  AMYCORTESE 


Good  Food  at  the! 


T  TRIO  IN  THE 
Chicago  suburb  of 
Evanston,  111.,  the 
food  is  eclectic, 
to  say  the  least. 
On  any  particular 
night,  chef  Grant 
Achatz"  menu  might 
include  surprises 
such  as  Chinese  "bubble  tea"  made  with 
cucumber,  creme  fraiche,  and  salmon 
roe;  or  Pacific  sea  urchin  with  frozen  ba- 
nana, puffed  rice,  and  parsnip  milk.  An- 
other surprise:  The  restaurant  is  in  the 
Homestead,  a  90-room  hotel. 

Today,  some  of  the  toughest  tables  to 
get  are  located  in  ho- 
tels. Unlike  the  stuffy, 
overpriced  hotel  restau- 
rants of  yesteryear,  the 
new  dining  options  can 
stand  up  to  the  best  epi- 
curean eateries.  Hote- 
hers  from  Las  Vegas  to 
New  York  have  lured 
brand-name  chefs  and 
up-and-coming  talent 
to  create  "destination 
restaurants."  Says  Tim 
Zagat,  co-founder  of 
the  Zagat  Survey: 
"Having  a  hot  restau- 
rant downstairs  makes  p'/%,  ,  , 
the     rooms     upstairs    ^h^Paomars 

1     ui   »     u      rifth  Floor  in 
more    valuable.      He    san  Francisco 
cites  Jean  Georges,  the    ^^^ 
gastronomic  temple  of 
Jean-Georges    Vongerichten    in    New 
York's  Trump  International  Hotel,  as  an 
example. 

FRESH  FROM  THE  FARM 

WHETHER  FRENCH,  New  American,  or 
California  Eclectic,  the  fare  being  served 
up  at  hotels  these  days  is  fresh— often 
bought  at  local  farmer's  markets— and 
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prepared  in  innovative  ways.  Just  don't 
call  it  hotel  food.  "That  says  to  me  chick- 
en cordon  bleu,  veal  Oscar... what  used 
to  be  called  Continental  cuisine,"  says 
chef  Todd  English,  whose  company,  Ohve 
Group,  has  opened  seven  hotel  restau- 
rants since  1998,  including  Olives  at  the 
W  in  New  York  and  the  Bellagio  in  Las 
Vegas.  In  both  of  these  restaurants, 
English  takes  his  inspiration  from 
Mediterranean  cuisine. 

The  changes  reflect  the  demands  of  a 
more  food-sawy  clientele.  "They  want 
something  unique,"  says  Peter  Koehler, 
general  manager  of  the  Hotel  Palomar  in 
San  Francisco.  They  certainly  get  that  at 
the  Palomar's  restau- 
rant, the  Fifth  Floor. 
With  its  zebra-striped 
decor,  this  purveyor  of 
"modem  French"  food 
is  among  the  Bay 
Area's  top-rated  restau- 
rants; its  chef,  Laurent 
Gras,  graced  the  Octo- 
ber cover  of  Gourmet 
magazine. 

The  boom  in  bou- 
tique hotels  during  the 
past  decade  has  also 
fueled  the  trend.  Hip 
boutiques,  such  as  Star- 
wood's  W  chain,  have  set  a  new  standard 
with  creative  menus  and  artful  decor. 
Now,  big  hotels  are  spending  millions  to 
hire  celebrity  chefs  and  make  over  their 
dining  spaces.  Ritz-Carlton,  for  example, 
is  moving  away  from  its  tradition  of 
generically  named  dining  rooms  (The 
Restaurant  or  The  Grill)  with  such  rela- 
tive newcomers  such  as  Atelier  in  New 
York  and  Maestro  in  Washington. 

Most  of  these  establishments  have  a 
street  entrance  as  well  as  lobby  access. 
When  diners  are  coming  in  through  both 
doors,  the  food  must  be  good.  ■ 
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A  lot  of  stocks  go  unnoticed 
by  many  analysts.  Which  means 
a  lot  of  opportunities  do,  too. 


Free  Schwab  Equity  Ratings 


Call  today  for  a  better  way  to  help  find  stocks 
that  are  right  for  you  with  Schwab  Equity  Ratings? 

Many  analysts  focus  mainly  on  the  largest  companies 
or  specific  industry  sectors,  overlooking  some  small 
and  medium-sized  companies  that  may  possess  sound 
fundamentals.  At  C-harles  Schwab,  we  believe  investment 
opportunities  exist  in  many  com[ianies  of  all  shapes  and 
sizes.  That's  why  our  Schwab  Equity  Ratings  evaluates 
over  3,000  U.S.  stocks  —  more  than  any  other  major 
brokerage  firm.  ;\nd  our  easy-to-undcrstand  rating 
system  will  help  you  decide  what  to  buy,  sell  and  hold. 
Just  because  some  analysts  miss  out  on  investment 
opportunities  doesn't  mean  you  have  to. 


•W- 


TO  RECEIVE  A  FREE  SAMPLE  OF  SCHWAB  EQUITY  RATINGS  FOR  THREE  STOCKS  OF  YOUR  CHOICE, 


CALL  1-800-398-1131. 

Visit  www.schwab.com  or  an  Investor  Center  near  you. 


char/es  SCHWAB 


>nerally,  Schwab  Equity  Rain' 
yment  of  a  service  fee  or  the  a. 
5kly,  so  you  should  review 
ormation;  they  do  not  tat< 
rsonalized  recommen< 
t  be  suitable  for  you 


iy  be  available  to  certain  account  holders.  Access  to  SER  may  be  contingent  on  the 
issets  you  hold  in  your  Schwab  accounts.  Schwab  Equity  Ratings  are  generally  updated 
my  recent  market  or  company  news  before  investing.  Schwab  Equity  Ratings  are  general 
<  your  individual  circumstances,  financial  situation  or  needs,  nor  do  they  represent  a 
^ck  or  stocks  to  you.  Stocks  can  be  volatile  and  entail  risk,  and  individual  stocks  may 
>  &  Co.,  Inc.  All  rights  reserved  Member  SIPC./NYSE.  (1003-12417).  ADS26036FUL. 
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Flat-  Out  Winners 

Airlines  are  luring  business-class  travelers  with 
seats  that  convert  to  real  beds  BY  MICHAEL  ARNDT 


As  A  DIRECTOR  AT  MER- 
cer  Management  Con- 
sulting, Mark  Kadar 
flies  to  Europe  every  two 
or  three  weeks  and  to 
Asia  at  least  once  every 
few  months.  Business 
class  or  first  class  isn't  the  issue.  He  picks 
the  airline  with  the  best  bed.  "The  food 
and  the  champagne  and  the  big,  cushy 


seat  are  nice,"  he  says.  But  knowing  he'll 
need  to  be  alert  for  a  meeting  when  he 
lands,  "the  primary  thing  is  sleep." 

For  now,  if  you're  a  globe-trotter  like 
Kadar,  you  don't  have  many  choices  in 
business  class.  Only  British  Airways  and 
Singapore  Airlines  offer  the  kind  of  flat 
beds  you  usually  find  in  first  class  on  all 
their  routes  to  the  U.S.  But  soon,  you  will 
have  more  options— as  international  car- 


LEVELBEST 

British 

Airways  leads 
in  comfort 


riers    dump    the 
business-class  reclii 
and  install  seats 
^^^  convert  to  lie-flat  be 

^^^  Already,  Cathay 

cific  and  Japan  Airlines  have  new  slee 
on  some  U.S.  routes.  Lufthansa,  No 
west  Airlines,  and  "V^gin  Atlantic 
ways  aimoimced  they,  too,  will  be  bu 
new  planes  or  retrofitting  old  ones 
flat  beds  in  business  class  over  the 
year  or  two. 

PRICEY  SLUMBER 

WHEN  YOU  BOARD  these  planes,  > 
notice  a  roomier  cabin  with  fewer  i\ 
The  big  differences  become  ap 
once  you're  airborne.  Push  a  few  but 
and,  presto,  your  seat  reclines,  and 
leg  rest  rises  until  you  are  lying  dow 

On  most  airlines,  the  beds  are  not 
izontal,  which  means  your  feet  ma; 
be  under  the  seat  in  front  of  you 
British  Airways  and  Virgin  Atlantic 
seats  that  adjust  to  180  degrees,  lyp: 
these  lie-flat  seats  are  no  vdder  tt 
business-class  chair,  which  gen 
measures  20  in.  to  22  in.  across 
enough  if  you  sleep  soundly  on  your 
but  doesn't  give  you  much  room  i 
toss  and  turn.  In  that  case,  you  mig 
more  comfortable  on  Singapore: 
armrests  are  27  in.  apart. 

You'll  pay  up  big  time  for  being  si; 
On  Northwest  between  Detroit  and 
terdam,  the  first  route  with  its  ne 
ness-class  cabin,  a  roimd-trip  ad\ 
purchase  ticket  runs  $7,240  (there 
first  class).  A  coach  seat  costs  $545 

Still,  if  an  airline  offers  only  rec 
seats,  while  a  rival  advertises  flat  b 
will  inevitably  lose  business,  all  else 
equal.  So  rest  assured:  Newbiz-clas 
will  keep  rolling  out.  ■ 


Sleep  Well 
-In  Coach 


You  don't  have  the  budget  to  spend 
a  couple  of  grand  on  a  first-  or 
business-class  ticket  so  you  can 
stretch  out  in  bed  on  those  long 
flights?  How  does  $49.95  sound? 

That's  what  it  costs  for  1st  Class  Sleeper, 
an  oversize  pillow  for  those  of  us  stuck  in 
coach.  The  wedge-shaped  pillow  takes  up 


the  back  half  of  your  seat  cushion,  letting 
you  stretch  out  almost  flat,  albeit  at  a  45- 
degree  angle.  It  was  invented  by  an  Alaska 
Airlines  pilot,  Bob  Duncan,  who  for  years 
commuted  in  coach  from  his  Seattle  home 
to  his  Anchorage  job. 

I've  used  it  on  four  coast-to-coast  trips 
now,  and  it's  pretty  comfy.  It  takes  some 
getting  used  to,  though.  You  inflate  it  only 
slightly-it  will  still  be  squishy-which  takes 
only  a  dozen  or  so  deep  breaths.  Or  you  can 
inflate  it  from  the  air  nozzle  over  the  seat. 

For  a  Q&A  with  the  inventor,  visit 
www.businessweek.com/smallbiz/ 


During  takeoffs  or  for  short  flights,  I  folded 
in  half  and  used  it  as  a  lumbar  support, 
opening  it  fully  when  I  wanted  to  nap.  Befl 
we  landed,  I  furled  it  into  its  case,  about  t| 
size  of  a  travel  umbrella. 

Now,  all  that's  keeping  you  from  shut- 
eye  will  be  seatmates  who  want  an 
explanation.  I  say  it's  a  La-Z-Boy  for      j 
coach.  -Larry Armstrong  • 


ANGUNGFOR 
SHUT-EYE 

The  1st  Class 
Sleeper  at  work 
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'A  really 

well  designed 

structure." 


"Yes, 
like  a  successfully 

arranged 
syndicated  loan." 


www.westlb.com 


a  decade,  WestLB  has  ranked  first  or  second  "Best  Arranger  of 
ns  for  Financial  Institutions"  in  the  "EuroWeek  Loan  Polls".  We  are 
consistently  one  of  the  top  ten  "Mandated  Lead  Arrangers"  in  the 
ective  league  tables  for  European  Public  and  Corporate  Clients. 

JiCatiOn  you  can  count  on.  source:  EuroWeek.  Dealogic  Loanware 
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BUSINESS  TRAVEL 


The  Travel  Agent 
Bosses  Love 

Online  services  have  drawbacks,  but  that's  nol 
slowing  them  down,  by  timothy  J.  MULLANI 


NATE  COY  AND 
Jeff  Jones  are  of 
two  minds  over 
their  company's 
switch  to  an  online 
travel  agency  last 
year.  Jones,  the 
controller  of  Og- 
den,  Utah-based 
marketing  consultancy  MarketStar,  loves 
the  savings  he  got  when  MarketStar 
moved  its  account  to  Web  agency  Orbitz. 
Coy  is  a  sales  manager  who  now  books 
his  trips  himself  and  misses  the  in-house 
travel  manager  who  used  to  juggle  fares 
and  schedules  in  emergencies.  "It  has 
worked  fairly  decendy,"  says  Coy,  but 
"there's  something  to  be  said  for  the  per- 
sonal touch." 

Ready  or  not,  this  is  the  future  for 
business  travelers.  The  Big  Three  of  the 
Web— Expedia,  Travelocity.com,  and  Or- 
bitz—have  all  launched  services  aimed  at 
businesses  during  the  past  year,  slashing 
standard  processing  fees  of  $30  per 
booking  to  as  little  as  $5.  Pressure  from 
insurgents— and  customers— is  pushing 
giant  corporate-travel  agencies  online, 
too.  The  largest,  American  Express,  says 
e-bookings  now  account  for  25%  of  its 
transactions.  Says  Danny  Hood,  presi- 
dent of  Atlanta-based  WorldTravel  BTI, 
the  nation's  No.  5  business-travel  agent: 
"We're  at  20%.  We  think  it'll  be  30% 


next  year  and  50%  in  three  years." 
For  now,  online  booking  is  a 
trade-off:  You  save  money  in  ex- 
change for  doing  more  of  yoiu:  own 
work.  Corporate  travel  managers 
say  if  s  fine  for  the  basic  there-and- 
back  trips  that  account  for  80%  to 
90%  of  travel  at  most  companies. 
But  it's  not  developed  enough  to  de- 
hver  meeting-planning,  concierge- 
level  services  for  executives,  and  in- 
ternational travel  over  the  Net  Expedia, 
Orbitz,  and  TYavelocity  say  they  all  offer 
meeting-plarming  services  or  will  soon— 
but  they  offer  them  over  the  phone  or  in 
person,  rather  than  online.  Clients  of  the 
online  agents  can  also  buy  special  cod- 
dling for  top  execs— after  they  negotiate 
the  fee. 

BARGAINING  POWER 

COMPANIES  MAKE  THE  TRADE  because 
the  savings  can  be  substantial.  Traveloci- 
ty  claims  it  can  shave  $142,  or  about  26%, 
off  the  average  business  trip.  That's  be- 
cause online  service  charges  are  lower 
and  the  big  Web  agencies  use  their  bar- 
gaining power  to  get  low  airfares.  The 
biggest  change  is  that  employees  who  see 
two  fares  online  are  much  more  likely  to 


buy  the  cheaper  one,  even  if  if  s  les;| 
venient,  than  are  those  who  book  ovf 
phone.  "The  visual  guilt  is  huge,'] 
Orbitz  for  Business  General  Ma 
David  Cerino. 

Travelocity's  numbers  also  don't  j 
hotel  savings,  which  can  be  just  asj 
Why?  Because  online  agencies,  esp<j 
Expedia,  control  so  many  customei 
hotels  sell  them  rooms  wholesalj 
they  mark  up,  rather  than  selling 
dard-priced  rooms  for  a  comml 
Some  of  this  savings  gets  passed  alj 
travelers:  A  CIBC  World  Markets  stl 
U.S.  business  hotels  found  that  travJ 
that  use  the  wholesale  model  charg^ 
$50  a  night  less  than  negotiated 
rate  rates,  and  about  $100— or  409| 
low  rack  rates. 

The  other  reason  bosses  love 
travel:   Using  Web  software  tol 
every  transaction  gives  manager 
more  control  over  costs.  Instead^ 
ceiving  weekly  or  monthly  repc 
travel  spending,  companies 
them  instantly.  That  helps  theml 
business  to  specific  suppliers,  nef 
discounts,  and  identify  who  has  h(\ 
ing  first  class  without  permissioij 
MarketStar's  Jones:  "I  get  repcf 


Booking  on  the  Net 


AGENCY 


FEES 


SPECIAL  FEATURES 


Expedia 


$5  per 

online  booking 
20  by  phone 


Much  larger  selection  of  discounted  hotels  for  small  compar  j 
Integrates  expense  reporting  and  other  corporate  functions. 


Orbitz  5  online  "Flex  search"  will  check  dates  around  your  planned  trip  to  si  j 

20  by  phone         money-saving  alternatives.  Claims  largest  selection  of  low  a  \ 
but  doesn't  always  show  lowest  fare. 


Travelocity     5  online               Based  on  a  proven  booking  engine  already  used  by  AmEx 
20  by  phone         and  others.  


American       0  to  5  online        More  online  access  to  on-ground  services,  such  as  limos  an 
Express         15  by  phone         meeting  planning,  than  rivals,  plus  more  staff  to  solve  probli 
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:me  to  play.  At  Radisson  you  decide  what  works  for  you  And  leave  the  rest  to  us  Next 
^  .7.T/  Book  online  at  www  radisson  com  or  make  your  reservation  by  calling  1-80O-333-3333 
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HOTELS  &  RESORTS 


S  T « T  FREE  F  A  S  T  E I .  Now  through  1/1 5/04,  you  can  earn  thousands  of  bonus  Cold  Points* 
per  night.  Register  at  www.stavrewarded.r3diss0n.com.  Terms  and  conditions  apply. 
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Personal  Business 


what's  going  on  and  who  are  the  biggest 
offenders,  so  I  can  follow  up." 

Over  time,  online  business  travel  vdll 
save  time  too.  Marc  Benioflf,  CEO  of  San 
Francisco-based  Salesforce.com  Inc.  and 
an  Expedia  client,  says  software  compa- 
nies will  soon  integrate  with  Expedia.  His 
example:  A  sales  professional  who  books 
an  out-of-town  appointment  might  type 


the  visit  into  a  calendar.  The  software 
would  then  forward  the  information  to 
the  online  agency,  which  would  automat- 
ically book  the  trip  and  add  the  bill  to  an 
expense  report.  "To  maximize  profits,  you 
have  to  manage  travel,"  ^ays  Salesforce 
e-business  manager  Bill  Kammerer. 

For  now,  companies  are  juggling  how 
much  self-service  to  impose  on  workers. 


As  the  online  travel  sites  search  foil 
right  formula,  the  vmmers  are  busil 
travelers  who  make  the  same  trip  (| 
and  can  store  flight  and  hotel  preferel 
onUne.  The  dogged  business  traveleil 
ging  six  cities  a  week  vdll  pine  foi[ 
days  when  AUce  in  the  travel  departil 
took  care  of  everything.  But  increasij 
Ahce  doesn't  work  here  anymore. 


Dav  Tri 


BUSINESS  TRAVEL 


Popping  Up 
To  the  DMZ 

It's  just  a  bus  tour  from  Seoul,  by  Chester  DAWSON 


No  BLUE  JEANS,  SHORTS, 
sandals,  or  booze.  That 
might  not  sound  like  the 
makings  of  a  fun  trip, 
but  it  doesn't  discourage 
the  more  than  150,000 
tovuists  a  year  who  fbck 
to  see  one  of  the  last  vestiges  of  the  Cold 
War:  the  DMZ.  That's  soldier  shorthand 
for  t'''='  Demilitarized  Zone,  which  sepa- 
rates j  )  th  Korea  from  its  hard-line 
communis   -neighbor.  North  Korea.  Bus 


toiu-s  to  Panmunjom,  the  "truce  village" 
under  U.N.  supervision  that  straddles  the 
tense  border,  are  a  fascinating  day  trip  for 
business  travelers  to  Seoul  with  some  free 
time  on  their  hands.  The  tours  run  about 
$60,  with  lunch. 

Just  37  miles  north  of  the  South  Korean 
capital,  the  area  around  Pamnunjom  is 
anything  but  demilitarized.  Civilian 
bridges  feature  prominent  slots  for  dyna- 
mite so  they  can  be  blovm  up  at  the  first 
sign  of  invasion.  Sandbagged  foxholes 


and  barbed  wire  fences  line  the 
thoroughfare,  marring  the  view  of  bl 
ic  farmland  and  the  coast  beyond.  c| 
to  the  border,  commercial  traflSc 
perceptibly   and    roadblocks    pop  I 
manned  by  heavily  armed  South  iCj 
and  U.S.  military  police.  The  end 
road  is  Camp  Bonifas,  a  U.S.  mihtar| 
post  that  is  run  under  the  auspices 
U.N.  Command  Secvuity  Force.  It 
as  a  trip  wire  for  any  surprise  invasij 
the  North's  1.1  million-strong  arm;] 
camp's  motto:  "In  Front  of  Them . 

An  imeasy  truce  has  held  since  J 
when  an  armistice  divided  the  penj 
at  the  38th  parallel.  Visitors  are 
on  protocol  (no  unauthorized  snap 
or    finger-pointing    at    North 
guards)  and  then  escorted  to  the 
at  Panmunjom  just  440  yards  awa;^ 

PALATIAL  HALLS 

THE  DMZ  ITSELF  is  a  no-man's-laij 
runs  for  151  miles  across  the  penins^ 
is  only  2.5  miles  wide.  The  strip  is 
lated  that  it  has  become  a  wildlife : 
for  endangered  birds  and  bears, 
square-yard  U.N.  Joint  Security  AreJ 
at  Panmunjom,  however,  seems] 
Disneyland  than  DMZ.  Watchtowtj 
interspersed  among  palatial  halls 
showcase  each  side's  grandeur  anc 
tain  visiting  dignitaries.  Barbed  wj 
mine  fields  are  replaced  by  litde  mo  j 
a  line  in  the  sand— which  a  handful 
fectors  (from  both  sides)  have  croj 
the  past  50  years. 

Enter  one  of  the  blue  barracj 
buildings  that  straddles  the  borcj 
walk  past  the  long  green  felt-cove  I 
gotiating  table  to  the  opposite  sid«[ 
room.  Outside  the  window  youj 
change  in  the  texture  of  the  pa^ 
Welcome  to  North  Korea.  But  don'j 
a  passport  stamp:  Beefy  South  Kort  j 
block  access  to  the  door  to  the  No; 
tours  may  soon  be  a  part  of  historj  j 
Jime,  the  U.S.  aimounced  plans  to  1 1 
troops  75  miles  south  of  the  horde:  j 
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CHOCOLATE 


CREEPY 
CRAWLY 
CANDY 


LOOKING  FOR  grownup  sweets  this 
Halloween?  Inspired  by  horror  flicks, 
candymaker  Ethel  M.  Chocolates  is 

offering  collections  of  spooky 
chocolates  at  ethelm.com  or 
800  438-4356.  The  22-oz. 
/  Walked  With  a  Zombie 
box  for  $32  stars  such 
confections  as  brown 
spiders,  orange 
pumpkins,  and  green  letters 
that  speU  "Boo."  If 
novelty  candy 
scares  you,  try  the 
more  traditional 
one-pound  The 
Body  Snatcher 
box  of  assorted 
chocolates  for  $28, 
which  includes  Ethel  M's 
signature  Almond  Butter 
Crisps  and  Satin  Cremes. 
Both  box  covers  feature 
classic  RKO  Pictures  movie 
posters.  Ethel  M.  Chocolates, 
based  near  the  Las 
Vegas  strip  in 
Henderson,  Nev., 
is  the  premium 
candy  division  of 
Mars  Inc. 


FUNDS 


IS 


The  Past  as  Forec 


PAST  PERFORMANCE  IS  no  guarantee  of  future  results.  That's  the  disclaimer  slap] 
on  every  mutual-fund  advertisement  and  prospectus.  Yet  implicit  in  every  ad 
suggestion  that,  yes,  these  great  performances  will  continue.  And  investors  flocl 
top -performing  funds.  Still,  the  question  lingers:  Can  past  performance  predict 
future  returns?  Analysts  at  mutual-fund  tracker  Morningstar  examined  the  resul 
nine  different  U.S.  diversified  equity  fund  categories  from  1992  through  2001, 
looking  at  one-,  three-,  and  five-year  returns.  Each  fund  was  stacked  up  agains 
peers  in  its  category  to  gauge  relative  performance. 

By  and  large,  the  disclaimer  turned  out  to  be  true.  Still,  there  were  notable 
exceptions.  Past  performance  is  more  predictive  for  funds  that  invest  in  large- 
company  stocks.  Thaf  s  because  these  funds  tend  to  have  larger  asset  bases  am 
lower  expenses,  says  Morningstar  analyst  Jeff  Ptak.  Value-oriented  funds  are 
more  likely  to  stay  on  top.  They  buy  and  hold  seciuities  for  long  periods  of  time 
reducing  overall  volatility  and  providing  more  consistent  returns.  -Lauren  You 


STOCKS 

THE  STANDARD  &  POOR'S  500-stock  index  is  up  18.8%  this  year 
through  Oct.  13,  but  an  index  of  the  same  500  stocks  held  in 
equal  amounts  has  gained  28.1%.  Why?  The  S&P  is  heavily 
weighted  toward  large-cap  stocks,  ana  they're  trailing  the  smaller 
stocks.  The  six-month-ola  Rydex  S&P  Equal  Weight  Exchange 
Traded  Fund  (RSP)  is  the  only  way  to  get  an  equal-weighted  S&R 
short  of  buying  an  equal  number  of  snares  in  500  companies. 


S&P  500 


S&P  EQUAL  WEIGHT  INDEX 


15% 
SECOND-LARGEST 


9% 
THIRD-LARGEST 

5% 
FOURTH-LARGEST 

2% 
FIFTH-LARGEST 


Data:  Rydex  Funds 


TIME  OFF 

WHERE 

THE  LEAVES  Al 

LEAF  PEEPERS  REJOICE:  The  late-sij 
wetness  won't  dull  the  palette  as 
America's  trees  reach  their  peak 
autumn  colors  in  the  next  few  we| 
according  to  researchers  at 
Pennsylvania  State  University.  Gel 
the  U.S.  Agriculture  Dept.'s  Foresj 
Service  Web  site  (www.fs.fed.us),  cj 
the  toll-free  hodine  (800  354-45^] 
check  on  the  progress  of  fall  colo:[ 
your  region.  The  Foliage  Networll 
updated  maps  also  help  you  monj 
peak  conditions  nationwide 
(foliagenetwork.com). 
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A  bui  ding  is  no  longer' 

St  a  place  you  do  business. 

'Z  It's  a  silent  partner. 
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I  ii  (  hnoiogy  solutions  from  Su'mons,  your 

building  bfconios  more  responsilJie?5lrid  can  evon  become  a  managcalMc  asset.  We  create 
and  integrate  core  infrastructure  systems  like  1 1\ AC.  lighting.  energ\  management,  fire  _^ 
safety  and  securit>  systems,  so  your  working  environment  is  safer  and  more  comfortable^ 
^ot  to  mention  more  efficient.  Basically,  we  think  your  building  should  be  working  for  you. 
Not  the  other  way  around.  When  you  have  42.5,()()()  minds  working  together  all  around  Ihc 
globe,  including  Z.l.OOO  right  here  in  the  U.S.,  innovative  solutions  emerge.  .\nd  that's 
what  it  lakes  to  chancje  the  world.  _^^^^^ 
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BY  ROBERT  BARKER 


Too  Late  to  Jump  Back 
Into  Tyco? 


Numbers  course  through  stock  markets 
like  blood  through  the  living.  Common 
as  numbers  are,  we  can  thank  Tyco 
International's  ex-execs,  the  most  exalted 
of  whom  now  stand  trial  a  brisk  walk 
north  of  Wall  Street,  for  two  fresh  sets 
sure  to  get  investors'  pulses  racing: 
"lawyer  hours"  and  "accountant  hours." 

In  Tyco's  case,  these  would  be  15,000  of  the  lawyer  variety 
and  50,000  of  the  accountant's.  Tyco  consumed  them  after  its 
former  CEO,  Dennis  Kozlowski,  and  CFO,  Mark  Swartz,  left 
last  year  amid  charges  they  had  looted  the  company, 
allegations  to  which  they  have  pleaded  innocent.  Tyco's  new 
CEO,  Motorola  veteran  Edward  Breen,  had  to  end  his  first  year 
in  July  by  restating  Tyco's  financials  back  to  1998.  And,  as  the 
Kozlowski-Swartz  trial  began  in  September,  Tyco  took  out  big 
advertisements  reminding  us  of  its  new  order.  "Despite  the 
distractions  of  the  recent  past,  Tyco 
is  a  $37  billion  company  that  sells 
real  products  to  real  customers," 
they  say.  ~The  present  is  great.  But 
our  potential  for  growth  in  the 
future  is  even  greater." 

Is  it?  At  $22  a  share,  Tyco  has 
nearly  doubled  from  its  low  in 
March.  WTiile  Breen  is  keeping 
quiet  until  Nov.  4,  when  TX'co 
reports  its  results  for  fiscal  2003, 
ended  Sept.  30,  he  already  has 
signaled  2003s  likely  outcome  and 
raised  expectations  for  improvement 
in  the  years  ahead.  Given  Tyco's  new 
financial  basis  and  outiook,  the 
question  for  investors  is  whether  the 
stock  remains  a  growth  opportimity. 


TYCO'S  $37  BILLION  in  fiscal  2003 
sales  came  from  dozens  of  units 
grouped  into  five  segments  (table) : 
Fire  &  Security,  with  its  ADT  Security 
Services;  Electronics,  which  makes 
connectors,  cables,  and  many  other 
components,  high-tech  and  low; 
Healthcare,  where  it  notably 
competes  with  Johnson  &  Johnson  in 
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Piecing  lyco  Back 
Togemer  Again 

SEGMENT 

REVENUES 

OPERATING 
INCOME 

nre&  Security 

$11,263 

$451 

Electronics 

10.265 

-871 

Healthcare 

8.473 

2.032 

Engineered  Products  &  Services 

4794 

340 

Plastics  &Adhesives 

1.901 

136 
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surgical  suppUes;  Engineered  Products  &  Services,  a  m: 
such  heavy-duty  stuff  as  valves;  and  Plastics  &  Adhesivi 
seller  of  duct  tape,  clothes  hangers,  and  trash  bags. 

If  many  of  these  businesses  lack  glamour,  the  good 
is  that  Tyco  expects  they  yielded  $2.2  billion  to  $2.5  bi 
in  free  cash  fbw  during  the  fiscal  year  just  ended.  The 
news  is  that  most  or  all  of  the  company's  4%  gain  in  n 
in  its  first  nine  months  owed  to  changes  in  foreign 
ctirrencies.  And  from  the  standpoint  of  a  prospective 
investor,  the  worse  news  is  that  despite  shadows  cast  b] 
trial,  the  stock  market  aheady  fully  expects  Tyco  to  mai 
good  on  its  potential. 

Tyco's  market  value  comes  to  $48.5  billion.  Tyco  also 
$17.8  biUion.  Add  the  two  to  find  how  much  capital  a 
theoretical  buyer  of  the  whole  company  would  need  to  u 
and  Tyco  now  has  a  total  enterprise  value  of  $66.3  billia 
Breen  has  told  the  Street  he  sees  revenue  growing  5%  oi 
over  the  next  few  years,  but  that  cash  flow  can  expand  xA 
more  rapidly.  Suppose  it  surges  by  25%  or  so  to,  say,  $3 
bilUon  in  the  current  year.  On  its  present  enterprise  valu 
that  woiiid  be  a  4.5%  cash  retui 
How  does  this  compare  with  sc 
citizens  among  Tyco's  peers?  I^ 
well.  J&j's  free  cash  fk)w  could  ■ 
flat  and  still  return  nearly  that 
much,  4.3%.  Ditto  3M's.  What . 
a  hike  in  Tyco's  5<t  aimual  divic 
a  yield  of  just  0.2%?  For  now,  Tj 
plans  to  divert  spare  cash  to  cui 
debt  and  bolstering  its  pension 
plans.  Stock  in  J&J  and  3M  con 
with  dividend  yields  of  1.9%  at 
1.8%,  respectively. 

Wiih  the  stock  reflecting  a  fl" 
valuation,  Tyco's  new  leaders  c 
proud  of  stabilizing  the  comps 
and  starting  to  work  oflFits  fina 
debts.  As  for  the  moral  obhgati 
racked  up  by  their  predecessor 
will  have  to  keep  an  eye  on 
Manhattan's  criminal  court.  If 
Kozlowski  and  Swartz  are  com 
they  could  face  prison  terms  Oj' 
30  years.  For  each,  that  would 
out  to  262,980  "convict  hours, 
memorable  contribution  to  Wi 
Street  numerology.  H 
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When  forest  products 
are  your  business. 


planting  1.7  miflion  trees  every  day  is  a 
smart  investment. 


The  Sustainable  Forestry  Initiative®  program  is  dedicated  to  the  future  of  the 

nation's  forests,  as  well  as  the  challenge  of  preserving  rare  and  endangered 

forests  around  the  world.  Respect  for  nature  and  sound  business  practices  are 

integrated  to  the  benefit  of  the  environment,  landowners,  shareholders,  customers 

and  the  people  they  serve.  And  that  allows  us  to  meet  the  demand  for  wood  and 

paper  products,  while  helping  to  ensure  our  forests  will  be  around  forever. 


^^SM 


SUSTAINABLE  FORESTRY  INITIATIVE^ 
Grcwwing  fomotrow's  forests  today.^ 

www. aboutsfi.org 


BY  GENE  G.  MARCIAL 

MOVIE  STUDIOS  MAY  BE  HOT  AFTER  IMAX'  BIG-SCREEN  SYSTEM 


TRAFFIC  IS  BRISK  AT  T.  J.  MAXX,  SO  OWNER  UX  U)OKS  UKE  A  Bl 
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PRIME  HOSPITAUTY  IS  A  CHEAP  PLACE  FOR  INVESTORS  TO  LODC 


FRESH  BUYOUT 
WHISPERS 


DOLLARS 
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Imax:  The  Chase  Is  On? 

RUMORS  SWIRLED  LAST  YEAR  that  Imax  (iMAX)  was 
being  pursued  by  Sony.  Now,  Sony  may  not  be  the  only 
suitor.  The  pioneer  in  sound  and  projection  for  giant- 
screen  theaters  is  a  huge  success,  and  movie  studios  are  eager 
for  its  technology.  (Imax  screens  can  be 
eight  stories  high  and  120  feet  wide.) 
Some  investors  believe  it  will  deUver 
blockbuster  gains.  They  argue  the 
company  would  be  a  "strategic  catch" 
for  Viacom  or  Time  Warner,  both  of 
which  are  also  possible  bidders.  Shares 
have  soared  from  3  in  February  to 
nearly  10  in  July,  before  easing  to  8.09 
on  Oct.  15.  Bret  Rosenthal,  investment 
director  at  Wachovia  Seciuities,  which 
owns  stock,  is  convinced  it  will  double 
in  a  year.  He  says  demand  is  rising  for 
Imax'  new  technology,  which  lets  studios  convert  35mm  films 
into  the  15/70mm  Imax  format.  Imax  also  has  a  new  system  to 
build  stand-alone  Imax  theaters  for  50%  less  than  now.  All  this 
will  swell  demand  for  Imax  format  films,  says  Rosenthal.  An 
Imax  version  of  The  Matrix  Reloaded  was  released  in  Jime.  The 
Matrix  Revolutions  is  due  on  Nov.  5,  and  sequels  to  Spider-Man 
and  Harry  Potter  are  planned.  Eric  Wold  of  investment 
boutique  Merriman  Curhan  Ford  rates  the  stock  a  buy  and 
figures  Imax  will  earn  13<t  a  share  in  2003,  on  sales  of  $133 
miUion,  and  35$  in  2004,  on  $159  million.  Co-CEO  Richard 
Gelfond  says  he's  in  talks  with  major  studios  to  "Imax-ize" 
their  big-event  films.  As  for  buyout  rumors,  Gelfond  says  when 
Imax  attains  its  goal  of  widening  its  stock  of  films,  "that  vnW.  be 
the  time  to  assess  the  stock  price— and  our  alternatives."  Time 
won't  comment,  although  pros  note  that  it  is  on  a  debt- 
reduction  path.  Viacom  was  imavailable  for  comment. 

Merchandise  Floods 
Into  UX  Stores 

IF  RICHARD  STEINBERG  of  Steinberg  Global  Asset 
Management  wants  to  know  how  well  companies  are 
doing,  one  thing  he  does  is  talk  to  their  shippers.  So  when 
an  insider  at  a  big  trucking  outfit  told  him  that  its  business  with 
Tpc  (IJX)  had  jumped  to  its  highest  level  in  10  years,  he  quickly 
loaded  up  on  Tpc  shares.  Ballooning  shipments,  he  says,  mean 
business  has  blossomed  for  TJX,  the  world's  largest  off-price 
retailer  of  soft  goods,  and  inventory  levels  are  impro\ing.  In  the 
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U.S.,  it  operates  742  T.J.  Maxx  stores, 

658  Marshalls,  168  HomeGoods,  and 

89  AJ.  Wrights.  In  Canada,  it  has  158 

Wiimers  and  23  HomeSense  stores,  and 

in  Europe,  137  T.J.  Maxx  outiets.  Yet  the 

Street  isn't  hot  on  TJX,  because  it  fears 

consumer  spending  may  cool.  But 

Steinberg  thinks  the  stock,  which  has 

risen  from  15  in  February  to  21.23,  is 

trading  at  attractive  levels  relative  to  its 

peers,  based  on  the  ratio  of  its  p-e  to  its 

growth  rate.  He  figures  it  is  worth  29,  or 

20  times  his  earnings  forecast  of  $1.45  a  share  for  2005 

(ending  Jan.  31).  The  current  price-earnings  ratio  is  14.  H 

estimate  for  fiscal  2004  is  $1.22.  "TJX  is  a  bargain,"  he  sa 

Checking  In 

At  Prime  Hospitality 

O  MAJOR  STREET  ANALYST  is  high  on  Prime 
Hospitahty  (PDQ),  which  owns  and  franchises  2 
hotels  in  the  U.S.  and  the  Yirgm  Islands,  mainly 

AmeriSuites  and  Wellesley  Inns  &  Suites.  But  Ben  Sega 

president  of  Winchester  Capital  Management,  likes  Pri 

three  reasons:  The  stock  sells  below  its 

book  value  of  15.21  a  share.  If  s  poised 

to  snap  back  with  the  economy.  And 

it's  takeover  bait.  The  stock  leaped 

from  4.58  in  March  to  8.74  on  Oct. 

15— still  way  below  book.  Analysts  are 

down  on  Prime,  he  says,  because  they 

go  for  earnings  grovi^.  "But,"  says 

Segal,  who  owtis  shares,  "Prime  is 

mainly  an  asset  play"— with  low  debt 

and  ample  cash  to  cover  it.  CEO  Attilio 

Petrocelli,  who  has  3.5  miUion  shares, 

continues  to  buy  shares  in  the  open 

market.  Segal  notes  that  few  CEOs  buy  shares  in  the  of 

market  with  their  money,  instead  of  through  options. 

Spokesman  Richard  Hulnick  wouldn't  comment  on  th 

buyout  speculation.  II 
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Gene  Marcial's  Inside  Wall  Street  is  poste^ 
businessweek.conVtoday.htm  at  5  p.m.  on  the  magazine's  public  ecuriti( 
usually  Thursdays.  See  Gene  on  Fridays  at  1:20  p.m.  est  on  cnn 
Money  Gang. 

Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  in 
banking  or  other  financial  relationships  with  them. 
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THE  RIGHT  RELATIONSHIP  IS  EVERYTHING! 


ianking  expertise  from  Chase 

+ 

nvesting  expertise  from  JPMorgan 


new  way  to  help  you  make  the 
Dest  financial  decisions  today 


hase  Personal  Financial  Services^; 


Lwith  your  OMm  team  Geteasyaccess  Put  a  unique  axnbinalion  Enjoy  exclusive  benefits 

AQiasebankeranda  at  hundreds  of  branches,         of  banking  and  investing  Better  interest  ratesl 

jPMorgan  Investments  onOne  and  to  our  special        strategies  and  solutions  to  faster  k)»i  decisions  and 

iPersonal  Financial  Advisor  telephone  line  avalcdble  24/7  woric  for  your  financial  needs  JPMoisanirvestinentneseanii* 
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For  a  compCimentary  wealth  management  plan,  stop  by  any  branch  today 
or  caU  1-800-400-6828  and  well  come  to  you. 

www.chase.cofn/pfsinfo 


c  lecurities  and  investment  advisory  services  are  offered  through  JPMorgan  Investments,  a  division  of 
^hase  Investment  Services  Corp.  (CISC).  CISC  provides  research  from  Independefit  providers  and  troker-dealer 
ffiliates.  CISC,  a  member  of  ^4ASD/SIPC,  is  an  affiliate  of  JPMorgan  Chase  Bank.  Investment  products  are: 


NOT  FDfC  INSURED 


M«r  Lose  Value 


NoBywKGiMiMfnGE 


anking  serw^es  provided  by  JPMorgan  Ctiase  Bank  (Member  FDIC). 

nharx^ed  interest  rates  available  on  select  deposit  accounts.  A^  us  for  more  information  about  products  and  services. 

>2003  J.R  Morgan  Chase  &  Co.  All  rights  reserved. 
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COMMENTARY 

A  great  earnings  report  from 
Intel,  along  with  a  spate  of  good 
reports  from  such  bellwether 
companies  as  General  Motors 
and  Merrill  Lynch,  sent  equities 
higher.  And  there  was  good  news 
on  the  economic  front  as 
manufacturing  showed  signs  of 
reviving  and  jobless  claims  fell. 
Goldman  Sachs  raised 
estimates  for  2003  third-quarter 
GDP  growth. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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4-WEEK  TOTAL  RETURN 

WEEK  ENDING  OCT  14 

■  S&PSOO  ■  as.  DiVERSlFIEDBIAU  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDING  OCT  U 

■  S&PSOO  au^.DIVERSinEOBIAU EQUITY 


%  6  12  18  24  30  36 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


LEADING  INDICATORS  Monday, 
Oct.20,10a.m.,EDT»l}f\e 
Conference  Board's  September 
leading  indicators  index  is  forecast 
to  have  inched  up  by  0.1%.  That's 
according  to  the  median  forecast 
of  economists  surveyed  by  MMS 
International.  In  August,  the  index 
increased  0.4%. 

TREASURY  BUDGET  Wednesday. 
Oct22.  2  p.m..  EDT))  Ihe 
federal  government  will  probably 
close  out  fiscal  year  2003  with  a 
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U^.  MARKETS 

CCT  15 

WEEK 

%CHANG£ 

YEAR  TO     LAST12 

DATE      MONTHS 

S&P500 

1046.8 

L3 

ISuO 

18.8 

Dow  Jones  Industrials 

9803.1 

1.8 

17.5 

18.7 

NASDAQ  Composite 

1939J 

2.4 

4&2 

5L2 

S&P  MidCap  400 

540.7 

1.2 

25.8 

28.0 

S&P  SmallCap  600 

254J 

2.1 

29.2 

34.7 

Wilshire  5000 
SECTORS 

10.174.8 

1.4 

^  22.0 

22.7 

BusinessWeek  50* 

600J 

1.1 
1.2 

lae 

6.1 

BW  Info  Tech  100" 

338.5 

18.6 

24.4 

S&P/BARRA  Growth 

529.6 

0.8 

iSJO 

14.8 

S&P/BARRA  Value 

513.5 

1.7 

20.0 

23.2 

S&P  Energy 

202^1 

0.0 

105 

7.6" 

S&P  Financials 

364J 

2.1 

22.7 

21.8 

S&P  REIT 

11L8 

03 

211 

27.9 

S&P  Transportation 

188.2 

2.9 

10.8 

9.9 

S&P  Utilities 

11L5 

-04 

14.0 

32.7 

GSTI  Internet 

W3 

2.7 

98J 

105.1 

PSE  Technology 

665J 

2.1 

4U 

55.4 

*Mar.  19. 1999=1000     "Feb.  7.  2000=1000 


GLOBAL  MARKETS  octis 

S&P  Euro  Phis  (U.S.  Dollar)  10353 

London  (FT-SE 100)  4368.8 

Paris  (CAC  40)  3375J) 

Frankfurt  (DAX)  3570.6 

Tokyo  (NIKKEI  225)  10300.0 

Hong  Kong  ( Hang  Seng)  12,056.2 
Toronto  (S&P/TSX  Composite)  7783.2 

Mexico  City  (IPC)  7843.7 


FUNDAMENTALS                       oau  week^ 

S&P  500  Dividend  Yield                    L59%  1.60% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  29.2  289 

S&P  500  P/E  Ratio  (Next  12  mos.)*      17.7  17.6 

First  Call  Earnings  Surprise*              8.06%  13.77°/: 

TECHNICAL  iNDK:ATORS          oau  weekag 

S&P  500  200-day  average                9387  9343 

Stocks  above  200-day  average           84.0%  84.0% 

Options:  Put/call  ratio                      0.67  0.69 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.49  5  23 


BEST-PERFORMING 
GROUPS 

LAST 
MOWTHK 

LAST  12 
MONTHSS 

Internet  Software 

19.5 

Internet  Software 

187.5 

Divsfd.  Metals  &  Mining 

170 

Divsfd.  Metals  &  Mining 

141.8 

Home  Entertainment 

16.6 

Comptr.  Stge.  &  Perphs. 

119.8 

Homebuilding 

15.1 

Wireless  Services 

102.3 

Footwear 

14.7 

Internet  Retailers 

98.6 

EQUITY  FUND  CATEGORIES 

--.'.tE->"a*AiRrruRN                    %     52-week  total  return 

LEADERS                                                    LEADERS 

% 

Japan 

9.6 

Technology 

69.2 

Diversified  Pacific/Asia 

70 

Latin  America 

66.0 

Diversified  Emerg.  Mkts. 

70 

Precious  Metab 

61.4 

Real  Estate 

LAGGARDS 

5.0 

Diversified  Emerg.  Mkts. 

LAGGARDS 

55.4 

Health 

-1.3 

Domestic  Hybrid 

16.4 

Domestic  Hybrid 

1.7 

Miscellaneous 

18.4 

Utilities 

L7 

Large-cap  Blend 

19.5 

WORSPPERFORMING 
GROUPS 

Photographic  Products 

Tires  &  Rubber 

Intgrd.  Telecomms.  Svcs. 

Brewers 

Biotechnology 


LAST 

Momn% 
-18.5 

-5.9 
-5.7 
-4.6 
-4.5 


Health-Care  Facilities 

Photographic  Products 

Brewers 

HeaKh-Care  Distributw 

Motorcycles 


Large-cap  Growth 


INTEREST  RATES 


KEY  RATES 

Moiwy  Mwtet  rands 
90-Day  Treasury  Bills 
2-1fear  Treasury  Notes 
10-Year  Treasury  Notes 
StKVear  Treasury  Bonds 
30-Year  Fixed  Mortgage: 


iXT  15 

a62% 

032 
^L76 

4.40 
"5.29 

538 


WEEK  AGO  ' 

0.62%^ 


5.16 
5.99 
fBanxqJ 


EQUITY  FUNDS 

i-WEEK  TOTAL  RETURN 
LEADERS 

% 

52-WEEKTOTAL  RETURN 
LEADERS 

% 

J  J>.  Morgan  Fleming  Jap.  A  19.0 

Jacob  Internet 

224.5 

Rsve.  Pr.  Intl.  Sm.  C.  R 

16.7 

Apex  Mid  Cap  Growth 

2079 

Third  Millennium  Russia 

16.4 

ProFds.  Intnet  Uttsr.  Inv. 

203.3 

CGM  Realty 

LAGGARDS 

16.3 

iShares  GoM.  Sachs  Ntwfcg.  154.8 

UGGARDS 

ProFundsUltSh.OTCInv. 

-6.6 

Rydex  Dynam.  Vent  100 

-65.5 

Rydex  Dynam.  Vent.  100 

-6.6 

ProFunds  UltSh.  OTC  Inv. 

-65.4 

Ameritor  Investment 

-5.4 

Frontier  Equity 

-54.4 

PFds.  Pharmctcls.  Usr.  Inv. 

-4.8 

Potomac  OTC/Short  Inv. 

-40.2 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds,  assuming 
a  30%  federal  tax  rate. 


General  Obligations 


3.90% 


Taxable  Equivalent 


5,57 


hswed  Revenye  Bonds 

Taxable  Equivalent 


3.80 


$25  billion  deficit  for  September, 
following  a  $76.5  billion  deficit 
posted  for  August.  Ttie  expected 
September  deficit  would  pusti  ttie 
full  shortfall  for  fiscal  2003  to 
$425.5  billion,  a  bit  less  than  the 
government's  forecast  of  a  $455 
billion  deficit,  but  far  above  the 
fiscal  2002  amount  of  $157.8 
billion. 

INITIAL  UNEMPLOYMENT  CLAIMS 
Thursday  Oct.  23.  8:30 
a.m..  EDT  »  New  filings  for  state 


unemployment  claims  are 
expected  to  stand  at  380,000  for 
the  week  ending  Oct.  18.  Initial 
claims  are  showing  some  hopeful 
signs.  The  four-week  moving 
average  for  jobless  claims  is  below 
the  key  400,000  level,  usually 
considered  an  indication  that  the 
labor  market  is  stabilizing  or 
improving.  However,  the  number  of 
continuing  claims  remains  high, 
and  current  expectations  are  for  a 
slow  revival  of  the  labor  market. 


The  BusinessV^k  productic 
climbed  to  202.8  for  the  wed 
Oct.  4,  up  5.7%  from  a  ye 
Before  calculation  of  the  fa 
moving  average,  the  index  in 
to  203.2. 


BusinessWeek 


For  the  BW50,  more  invest 
data,  and  the  components 
of  the  production  index  vis 
www.businessweek.comAnagazimi 
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In  complete  control. 

Greater  control  of  your  informatlbrrmeans 
greater  control  of  your  business.  And  no 
information  management  solution  keeps  you 
on  track  like  LEGATO.  Easy  to  implement 
and  deploy,  LEGATO's  content  and  email 
management  software  improves  business 
productivity  and  reduces  TOO  -  putting 
you  on  the  road  to  success. 
Problem  Solved. 


GATO 


the  leader  in  open  software  solutions  for  Information  Management!"        a  division  of  EMC 


IJO  Systems,  Inc.  LEGATO  and  the  LEGATO  logo  are  registered  trademarks  o(  LEGATO  Systems.  Inc.  All  other  trademarks  are  the  property  of  their  respective  owners. 


www.LEGATO.com 
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er  broker  investment  ideas. 


/  Is  taking  her  company  public. 


Earns  more  than  her  CEO  husbi. 


Wonders  why  anyone  would  be  surprised. 


Today,  more  women  are  making  m 
money  in  more  ways  than  ever  bell 

That's  why  our  wealth  management  products 


Money.  It's  just  nop^hat  it  used  to  be 


services  help  meet  the  accumulation,  preservr 
and  transfer  needs  of  today's  most  successful  p© 

Talk  to  your  financial  advisor  about  Pho! 

I^j— J^JpN    jY      WEALTH       M  A  N  A  G  E  Ml 

E I  I   I      •    A  \  N  I    I  II  IS     •     1  N  \  LSI  M I I 


BPD10922-C 


f'liocnixWc 


f 

uiL'cnicii 


SPECIAL  ADVERTISING  SECTION 


iJHigh  Net  Worth 


Back  in  Business  >» 


2003  draws  to  a  close,  the  in\eshiient  cli- 
fjate  looks  brighter  than  it  lias  in  years. 
)g(  HTic  bear  market  that  has  so  dominated 
i'  li\'es  and  attention  since  the  hiternet 
Id;   m  in  2000  has  started  to  dissipate,  and 
w  ortli  indixadiials  are  beginning  to  return 
'       traditional  investment  inclinations— 
dong  b\-  rebounding  stocks,  a  strength- 
s''   cover)',  and  favorable  new  tax  laws. 

most  recent  market  analysis  by  die  invest- 
'"•m  Smith  Barney  is  illustrative  of  this 
i  cut.  "Prospects  for  the  American  econ- 
'  B1003,"  the  analysis  states,  "appear  to  be 
"  Pg  significantly."  Research  by  Bank  of 
f  ■  Investment  Services  and  KeyCorp's 
nald  Financial  Group  similarly  indi- 
uit  wealth}-  Americans  are  growing  more 
f  pbout  the  U.S.  economy,  with  55%  of 


fcbout  tht 


affluent  Americans  surveyed  in  July  expecting 
the  econoniy  to  improve  over  the  next  three 
months,  up  sharply  from  just  45%  saying  the 
same  thing  in  April. 

Facing  these  economic  improvements,  wealthy 
investors  are  a  dramatically  changed  group,  con- 
siderably more  anahtical,  more  conservative,  and 
more  focused  on  long-tenn  security  tlian  in  tlie  past. 

A  new  survey  by  Tlie  Phoenix  Companies, 
hic.  and  Harris  hiteractive  confirms  just  how 
much  their  perspective  has  changed.  According 
to  the  firms'  annual  Wealth  Sur\'ey,  43%  of  die 
wealthy  now^  consider  diemselves  "more  savers 
than  investors."  More  than  half  (57%)  admit  that 
their  years  of  excess  spending  are  long  gone  and 
58%  now  believe  that  it's  important  to 
preserve  tlie  safet)'  of  their  capital,  even  if  it  results 
in  lower  returns,  (continued  on  next  page) 
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THINK  ABOUT  HOW  MUCH  YOUR  LIFE  HAS  CHANGED  OVER  THE  PAST  FEW  YEAR: 

HAS  YOUR  ESTATE  PLAN  KEPT  UP? 


Smith  Barney  Financial  Consultants  know  that  an  estate  plan  is  really  a  plan  for  life.  That's  why  we  challenge  | 
Question  you.  Get  to  know  you.  Because  your  estate  plan  needs  to:  , 

•  Reflect  every  stage  of  your  life,  from  marriage,  children  and  health  to  second  homes  and  second  careei 

•  Be  managed  proactively  so  that  you're  prepared  for  a  wide  range  of  needs,  from  asset  protection  to  w 
transfer,  from  tax  laws  to  charitable  giving. 

•  Be  flexible  and  as  individual  as  you  are. 

If  your  estate  plan  isn't  evolving  with  your  life,  it's  time  to  make  a  change. 
Take  the  first  important  step  today 

CALL  1-800-EARNS-IT,  EXT.  3115  FOR  YOUR  FREE  COPY  OF 
"PERSPECTIVES  IN  ESTATE  PLANNING." 
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High  Net  Worth  Investors 


|re  Conservative  Approach  >» 

IjN  change  in  attitude  appears  to  be  one  of  degree 
lan  a  fundamental  shift,  however.  According  to 
kt  report  by  Spectrem  Group,  a  Chicago-based 

Ic  consulting  finn  specializing  in  high  net  worth 
s,  "while  it  would  seem  reasonable  for  investors 
lidon  the  stock  market  altogether,  most  affluent 

Irs  have  merely  modified  their  financial  behavior, 

lecoming  more  consenahve  or  seeking  new  ways 
fsif)'  their  portfolio."  Investment  advisors  have 
ied  to  this  desire  b\'  "ratchet[ing]  their  clients'  risk 
lownward,"  a  move  reflected  in  the  fact  that  almost 
rds  of  wealthy  investors  rehing  most  heavily  on 
have  become  more  cautious  in  the  previous  year. 

ng  on  Security  >» 

caution  notwithstanding,  wealthy  investors  appear 
move  back  into  the  markets  in  a  deliberate  if 
onservative  fashion.  "The  wealthy  are  no  longer 
k  and  fear  when  it  comes  to  their  finances,"  asserts 
arry,  senior  vice  president  of  The  Phoenix  Compa- 
c.  "They've  learned  that  trees  don't  grow  to  the  sky, 
nt  to  more  forward  with  a  pragmatic  approach." 
conclusion  is  buttressed  by  a  separate  Spectrem 
survey  in  which  surveyed  investors  were  increas- 
eking  alternatives  to  the  broad  market,  "including 
ve  holdings  like  gold  or  real  estate."  Affluent 
rs'  interest  in  non-stock  market  driven  investments, 
ort  notes,  "has  climbed  dramatically  fi-om  11%  in 
b  19%  in  2003." 

:y  reason  for  tliis  shift  in  investment  strateg)'  is  the 
ing  focus  that  high  net  worth  investors  are  placing 
jrity  and  retirement.  In  the  Phoenix/Harris  Interac- 
alth  Survey,  a  growing  percentage  (35%)  of 
investors  feel  that  they  need  to  make  up  for  lost 
ing  for  retirement,  and  63%  say  that  the  assurance 
ifortable  standard  of  living  during  their  retirement 
their  most  important  financial  goal, 
pite  the  rising  interest  in  alternative  investments, 
t  wortli  individuals  are  becoming  eager  again  to 
n  traditional  stock  and  bond  markets.  Altogether, 
ng  to  the  Phoenix/Harris  Interactive  Wealth 
49%  of  the  wealthy  say  that  they  are  interested  in 
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obtaining  stocks,  35%  in  purchasing  mutual  funds, 
and  33%  in  obtaining  bonds  in  the  near  future  in  order 
to  help  them  to  achieve  their  financial  goals. 

Growing  Reliance  on  Advisors  >» 

Increasingly,  these  individuals  are  also  relying  more 
heavily  on  financial  advisors  for  assistance  in  planning 
their  investment  decisions.  While  dependence  on  advisors 
has  risen  only  slightiy  (from  56%  to  59%)  among  investors 
with  between  $1  million  and  $5  million  in  investable 


assets,  the  Spectrem  Group  discovered  that  the  percent- 
age of  pentamillionaires  (those  with  more  than  $5  million 
in  assets)  relying  on  advisors  has  grown  sharply  since  2001, 
climbing  from  57%  to  69%. 

Additionally,  wealthy  investors  are  turning  to  more 
sophisticated  investment  techniques,  many  of  which 
demand  the  resources  and  expertise  of  professional 
advisors,  in  order  to  help  them  to  surmount  economic 
trouble  spots.  One  such  approach,  called  "tactical  asset 
allocation,"  is  being  aggressively  deployed  by  such  firms 
as  J.P.  Morgan  Chase  &  Co.,  Deutsche  Bank,  and  Bank 
of  America.  The  premise  is  that,  by  basing  investment 
decisions  on  predictions  for  changes  in  the  macroecono- 
my  rather  than  on  just  the  client's  individual  risk  tolerance 
or  future  goals,  advisors  can  generate  more  stable  and 
secure  long-term  returns  for  their  clients. 

Regardless  of  the  particular  strategy  being  pursued, 
however,  what  is  clear  is  that  high  net  worth  investors  are 
back  in  the  investinent  business  in  a  major  way.  But  it's  a 
decidedly  more  conservative,  more  security-focused,  and 
more  advisor-reliant  business  than  it  once  was.  'The  bear 
market  certainly  took  a  toll  on  American's  financial 
future,  and  the  wealthy  and  high  net  worth  are  no 
exception.  It's  clear  this  group  now  wants  to  take  a  realistic 
approach  to  re-coup  their  losses  and  make  a  comfortable 
ftiture  a  realit),"  concluded  Sharry  of  Phoenbc.  ■ 
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Editorials 


A  Turning  Point 
For  the  Economy 


SUDDENLY,  THINGS  ARE  looking  up. 
Corporate  profits  are  surging,  the  stock 
market  is  levitating,  confidence  is 
returning— and  even  tax  revenues  are 
beginning  to  rise.  With  the  economy  going 
gangbusters,  the  unprecedented  past  two  years  of 
massive  job  losses  in  the  face  of  rising  economic 
growth  is  probably  at  an  end.  But  a  quick  rebound  in 
jobs  should  not  be  taken  for  granted,  especially  by  those  in  the 
2004  Presidential  campaign.  This  time  around,  the  U.S.  is 
having  not  just  cyclical  joblessness  but  permanent  job 
destruction  (page  40). 

People  thrown  out  of  work  are  taking  substantially  longer  to 
find  new  work.  Most  of  their  old  jobs  are  gone  forever,  and  they 
will  need  to  jmnp  to  different  industries,  perhaps  entirely 
unrelated  ones,  to  replace  them.  As  demand  picks  up  and 
companies  lose  their  strong  reluctance  to  hire,  the  economy 
wiQ  eventually  generate  many  jobs.  But  millions  who  suffer 
fi-om  job  destruction  vdll  require  extra  training  and  schooling 
to  retrofit  them  into  new  careers. 

The  biggest  job  losses,  of  course,  have  been  in  manufac- 
turing. Employment  in  factories  peaked  at  19  milhon  in  1979. 
hi  every  business  cycle  since  then— except  the  current  one- 
sharp  declines  in  jobs  during  recessions  were  followed  by 
stability  during  expansions.  Manufacturing  fell  gradually,  vmtil 
the  decline  went  into  fi-ee  fall  with  the  recession  of  2001.  Even 


As  factory 
work  flees 
to  China, 
the  U.S. 
needs  fresh 
creation 


in  the  third  quarter,  with  growth  in  gross  domestic  prod 
running  at  6%  to  7%,  factory  jobs  disappeared. 

Whaf  s  different  this  time  around?  Sharply  rising 

sproductivity  and  "offshoring"  of  factories  to  China.  Pasi 

business  cycles  saw  productivity  fall  as  the  recovery  picl 

and  companies  hired  more  people.  This  time,  productiv 

growth  actually  accelerated, 
allowing  corporations  to 
accomplish  more  with  fewei 
people,  and  boosting  profits 
Companies  sent  production 
offshore  even  as  growth  reti 
With  its  network  of  supplier 
reUable  energy,  and  able  wa 
China  makes  it  easy  for 
manufacturers  to  move. 
lOU  creation  America  is  clearly  movinj 

•^^^^^^^  unknown  economic  territor 

^^^^^^^  tradeoff  between  productivi' 

job  growth  that  has  charactf 
this  business  cycle  may  soon  end  in  the  heat  of  strong  o 
mic  growth.  In  the  months  ahead,  we  could  see  a  replay 
'60s  and  '90s  when  high  productivity  was  matched  by  n 
job  creation  to  spread  prosperity  throughout  society.  Sv 
growth  of  4%  or  more  could  generate  enough  demand  t 
that  it  draws  in  all  able-bodied  workers,  including  those 
firom  dying  industries.  That's  what  happened  in  the  '90i 
But  there  is  a  chance  that  job  destruction  overwhelm- 
creation.  Rising  productivity  combined  with  outsourcin 
spread  from  manufacturing  to  services,  impairing  jobs 
Goldman  Sachs  predicts  that  up  to  six  milhon  service  jo 
could  move  offshore  over  the  next  decade. 

It  would  be  prudent  for  poUcymakers  to  start  thinkini 
helping  people  find  the  education  and  training  to  start  i 
careers.  The  tide  is  clearly  rising.  We  should  make  sure 
everyone  gets  into  the  boat 


It's  Hybrid  Time. 
Where's  Detroit? 


THE  U.S.  NEEDS  to  cut  its  dependence  on 
Mideast  oU.  There  is  hybrid-engine 
technology  that  can  help  do  just  that.  And 
there  are  consumers  who  want  to  buy  cars 
powered  by  those  engines.  But  the  only 
carmakers  willing  to  manufacture  them  are  Japanese: 
Toyota  and  Honda.  Ford  has  delayed  the  launch  of  its 

first  hybrid-powered  vehicle,  the  Escape  SUV,  until  2005,  while 
Toyota  is  about  to  sell  its  next-generation  hybrid,  the  new  Prius 
sedan.  It's  time  for  Detroit  to  get  on  the  stick. 

The  Big  Three  should  stop  spinning  dreams  of  hydrogen- 
powered  autos  and  embrace  the  hybrid  gas-and-electric  engine 
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that  can  save  fuel  now  (page  44).  Detroit  is  correct  in  sa 
that  hybrids  don't  yet  make  money:  The  technology  adt 
$3,000  to  the  price  of  every  car.  But  greater  volume  will 
that  cost,  and  there  are  clear  signs  that  consimiers  want 
cars.  The  Prius,  which  goes  on  sale  in  November,  is  aire 
out  at  many  dealerships.  The  sedan  is  the  same  size  anc 
as  a  midsize  Toyota  Camry  and  gets  about  twice  the  mil 
rrules  per  gallon.  J.D.  Power  &  Associates  Inc.  believes  d 
could  produce  hybrid  sales  of  500,000  vehicles  in  five  y 
Washington  could  compress  that  time  line.  To  expan 
volvune  and  drop  the  cost,  the  government  could  order 
for  its  own  huge  fleet  of  cars  and  trucks.  The  military  cc 
develop  hybrids  for  its  Humvees  and  armored  vehicles. 
Washington  already  offers  a  $2,000  tax  deduction  to 
purchasers  of  hybrid  cars.  Timing  that  deduction  into 
credit  would  encourage  corporate  fleet  owners  to  buy  b 
Consumers  would  get  a  bigger  tax  break,  too.  Hybrid  ev 
would  allow  Detroit  to  sell  the  big  SUVs  and  vans  that  r 
Americans  prefer  while  still  increasing  mileage.  The  pp 
energy  biU  before  Congress  is  mostiy  devoid  of  measun 
conserve  energy  and  raise  mileage.  By  promoting  hybri 
legislation  could  do  both. 
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